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THE ROYAL COMMISSION. 


GEORGE R.l. 

Geoege the Fifth, by the Grace of Gk>d, of the United 
Kingdom of Great Britain and Ireland and of the British 
Dominions beyond the Seas King, Defender of the Faith, 
Emperor of India, to 

Our Eight Trusty and Well-beloved Counsellor Bdwabd 
Hilton Young, Companion of the Distinguished Service Order, 
upon whom We have conferred the Decoration of the 
Distinguished Service Cross, Lieutenant-Commander, lately of 
Our Eoval Naval Volunteer Eeserve: and 

*j ^ 

Our Trusty and Well-beloved ; — 

Sir Rajbndranath Mookbejbb, Knight Commander of Our 
Most Eminent Order of the Indian Empire, Knight 
Commander of the Eoyal Victorian Order ; 

Sir Noeoot Hastings Ybblbs Wareen, Knight Com- 
mander of Our Most Eminent Order of the Indian 
Empire ; 

Sir Ebginald Aethue MJant, Knight Commander of Our 
Most Eminent Order of the Indian Empire, Companion 
of Our Most Exalted Order of the Star of India, Member 
of the Council of India; 

Sir Maneckji Bxeamji Dadabhoy, Knight Commander of 
Our Most Eminent Order of the Indian Empire, Member 
of the Council of State; 

Sir Henry Steakosoh, Knight Commander of Our Most 
Excellent Order of the British Empire; 

Sir Alexander Eobbrtson Murray, Knight, Companion 
of Our Most Excellent Order of the British Empire; 

Sir PuESHOTAMDAS Thakuedas, Knight, Companion of Our 
Most Eminent Order of the Indian Empire, Member of 
the Legislative Assembly; 

Jahangir Coovbejee Coyajbe, Esquire, Professor of 
Political Economy and Philosophy in the Presidency 
College at Calcutta; and 

William Edwabd Preston, Esquire : 

Greeting ! 

Whereas We have deemed it expedient that a Commission 
should forthwith issue to examine and report on the T-n«liq,rt 
Exchange and currency system and practice, to consider whether 
any modifications are desirable in the interests of India, and to 
make recommendations : 

Now know ye, that We, reposing great trust and confidence in 
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do by these Presents authorise and appoint you, the said Edxs ard 
Hilton Young (Chairman) ; Sir Rajendranath Mookerjee : Sir 
Norcot Hastings Yeeles Warren ; Sir Reginald Arthur Manx : 
Sir Maneckji Byramji Dadabhoy ; Sir Henry Strakosch ; Sir 
Alexander Robertson Murray ; Sir Purshotamdas Thakurdas ; 
Jahangir Cooverjee Coyajee and William Edward Preston to be 
Our Commissioners for the purposes of the said inquiry ; 

And for the better effecting the purposes of this Our Commis- 
sion, We do by these Presents give and grant unto you, or any 
three or more of you, full power, at any place in Our said United 
Kingdom of Great Britain and Ireland, or in India, to call before 
you such persons as you shall judge likely to afford you any infor- 
mation upon the subject of this Our Commission; and also, 
whether in our said United Kingdom, or in India, to call for 
information in writing, to call for, have access to and examine 
all such books, documents, registers and records as may afford 
you the fullest information on the subject, and to inquire of 
and concerning the premises by all other lawful ways and means 
whatsoever : 

And We do by these Presents authorise and empower yon, 
or any one or more of you, to visit and personally inspect such 
places as you may deem it expedient so to inspect for the more 
effectual carrying out of the purposes aforesaid : 

And We do by these Presents will and ordain that this Our 
Commission shall continue in full force and virtue, and that you. 
Our said Commissioners, or any three or more of you, may from 
time to time proceed in the execution thereof, and of every 
matter and thing therein contained, although the same be not 
continued from time to time by adjournment : 

And We do further ordain that you, or any three or more of 
you, have liberty to report your proceedings under this Our 
Commission from time to time, if you shall judge it expedient 
so to do : 

And Our further will and pleasure is that you do, with as 
little delay as possible, report to Us under your hands and seals, 
or under the hands and seals of any three or more of you, your 
opinion upon the matters herein submitted for your consideration. 

Given at Our Court at Saint James’s the Twenty-fifth day 
of August, One thousand nine hundred and twenty-five, 
in the sixteenth year of Our Reign. By His Majesty’s 
Command. 

W. Joynson-Hjoks. 

Royal Commission on Indian Cukrenoy 
AND EiNANOE. 



CONTENTS. 




Paragraphs. 

1. 1nI»IAN CtTRUENCV SySTEAI... 


• • * 

1-j3 

Historical Retrospect 


. • • 

1-0 

The Existing System 


• • * 

10-11 

Reserves 


* * « 

12 

Functions of Reserves 


» # » 

13-17 

Elasticity ... 


4 * « 

18-19 

Control of Curi'ency and Credit 


* 4 4 

20 

A Summai’y 


4 4 * 

21 

Easential Requirements ... 



22 

Alternative Proposals for Reform 



23 

Sterling Exchange Standard 



24-25 

Tht Gold Exchange Standard ... 



26-28 

Objections to a Gold Exchange Standard 



29-32 

A Proposed Scheme for a Gold Currency 



33-34 

Criticism of the Scheme... 



35-52 

U) Effect of India’s additional demand for gold 

. . . 

36-38 

(ii) 17 n certainty of the estimates of the 

amount and 


time of gold demand 

• • . 


39-45 

(iii) Effect on the silver market, and possibility 

of 


realising the assumed price 



46-47 

(iv) Effect on silver hoards 



48 

<v) Effects on China 



49-50 

(vi) Baising of the required credits 



61 

Cost of the Scheme 



52 

Fnaeceptability of the Scheme ... 



53 

11. A Gor,D Standard for India 



64-82 

Gold in Circulation 



55-58 

The Gold Bullion Standard 



69-63 

Buying and Selling Rates for Gold 



64 

lieinoval of the Legal Tender Quality of the Sovereign 


65-66 

introduction of Savings Certificates Payable in 

Gold 


67-68 

Convertibility of Notes into Silver Rupees ... 

... 


69-71 

lf>sue of One Rupee Notes 



72 

Convex'tibility of Other Notes into Legal Tender Money 


73-74 

1 nifmation of the Paper Currency and the Gold Standard 


Reserves 

... 


76 

Composition of the Combined Reserve 

ft • * 


76-82 

HI. A Ckntrai, Bank fob India 

* • • 


83-167 

The Capital of the Central Bank 



91 

Tht Name of the Bank 



92 

Board and ilanagenient .. 



93-96 

Head Office 

••• 



97 

Votes of Shareholders at General Meetings 



98 



V 


III. A Centbal Bank fob India — cont. 

Division of Profits 

Increase of Capital of the Bank 
Business of the Bank 

Remittances for Financing the Home Treasury 
Remittance during the Transition Period 

Relations of the Bank, the Government of India and the 
Secretary of State ... 

Note Issue and Reserve Requirements 
General observations 
The primary taslc of the IBank 
The means to accomplish it 
Seserve to assure external stability 
The system of note issue 

Proportional reserve system recommended for India ... 
Gold and gold security reserve 
Other reserves 

Separation of the Banking and Issue Departments ... 
Government Guarantee of the Bank Note 
Outlines of the Proposed Provisions of the Charter... 

Pelations with the Government of India and the 
Secretary of State 

H ote issu>e ... ... ... ... ,... ... ... 

Denomination of notes 
Issue Department 

Transfer of reserves to the Issue Department ... 
Deserve requirements 

Definition of liabilities of the Issue Department 
Right to deliver redundant rupees to Government 
Notes to be legal tender and guaranteed by Government 
The Rank to sell gold 
The Rank to buy gold 

The Rank to maintain the free interchangeability of the 
different forms of legal tender currency 

Suspension of Reserve requirements and tax on note 

ZSSUC ••• ••• ••• ••• ••• •“* 

Rank exempt from further note tax 
Condition of note currency ... ... ••• 

A.udit ... ... ... ... ... ... ... *"■ 

Returns ... ... ... ... •*' •** 

'IBank JBate ... ... ... ... ... ••• 

Secrecy as to the business of the Rank 
Falsification of hooks, statements, etc. ... ... 

Cash Reserves to be maintained by banks and bankers 
against deposits 

Interpretation of term Rank or Ranker ’’ 

Functions and capacities of the Rank ... _, 
Tlegulations ... ... ... ... ... ... ... 

.576SS 


Paragraphs. 
... 99-100 

101 

102 

... 103-109 

110 


111-112 

113-136 

113 

114 

115-116 

117-124 

125-130 

131 

132 

133-136 

137 

138 

139-164 

140 

141 

142 

143 

144 

145 

146 

147-148 

149 

150 
161 

152 

153 

154 
165 
156 

167 

168 
169 
160 

161 

162 

163 

164 
A 



Ti 

III. Al Cbnteal Bank for India — cotht. 

Time Table ... 

Transitory Provisions 
Interdependence of recommendations ... 

IV. Stabilisation of the Rupee 

Time for Stabilisation 

The Ratio of Stabilisation 

Adjustment of Indian to world prices 

aQCs m** ... ... ... ... 

Effect on contracts ... 

Arguments for reversion to Is. 4d. 
Economic effects of a reversion to Is. 4d 

Effect on public finances 

Miscellaneous considerations 
Conclusion 

V. Miscellaneous Recommendations 

Means to promote banking development 
Improvement of statistical material ... 

VI. Proceedings of the Commission 

VII. Summary of Recommendations 


Paragraphs. 
.. 165 

.. 166 
.. 167 

.. 168-213 
.. 168-173 
.. 174-213 
.. 176-191 
.. 192-193 
.. 194-196 
.. 197-206 
.. 206 
207-210 
.. 211-212 
.. 213 

.. 214-217 
.. 214-216 
.. 217 

.. 218-220 
.. 221 


Pages. 

Annexe. — Summary of the Scheme for a Gold Currency referred to 

in paragraph 33 of the Report 92-93 

Sohjsdulb I. — Note on the Method of Computing the Buying and 

Selling Rates for Gold 93-94 

Schedule II.— Business of the Reserve Bank 96-97 

Schedule III. — Note showing the effect of the Commission’s pro- 
posals on the constitution and working of the Reserves ... 98-99 

Schedule IV. — Suggested Form for Presentation of the Reserve 

Bank’s Accounts 100 

Schedule V.— Suggested Outline Form of the Statutory Provisions 

be in force during the Period of Transition 101 

Note by Sir Norcot Warren 102 

Minute of dissent by Sir Purshotamdas Thakurdas 103 



X 


ROYAL COMMISSION ON INDIAN CURRENCY 

AND FINANCE. 

EEPOBT TO THE KINO’S MOST EXCELLENT 

MAJESTY. 

May it please Your Majesty, 

We, the undersigned Commissioners appointed to examine and 
report on the Indian exchange and currency system and prac- 
tice ; to consider whether any modifications are desirable in the 
interests of India ; and to make recommendations ; humbly sub- 
mit to Your Majesty the following Eeport : — 

I. INDIAN CUREENCY SYSTEM. 

Historical Retrospect. 

1. The history of Indian currency is fully summarised in the 
Reports of the Herschell, Eowler, and Babington-Smith Com- 
mittees, and the Chamberlain Commission, and it is brought 
up to date in the memoranda on the subject prepared by the 
Secretary to the Government of India in the Finance Depart- 
ment and the Financial Secretary of the India Of&ce which are 
printed in an appendix* to this Report. The whole narrative 
need not be repeated here. Our historical retrospect will be con- 
fined to a brief review of those facts and events of the past which 
chiefly influence the present and serve as a guide to the future. 

2. Before 1893 India had a momo-metallic system with silver 
as the standard of value. In order to avoid the embarrassing 
fluctuations in the rate of exchange with gold standard countries, 
which were caused by the fall in the price of silver, it was 
decided in 1893, in accordance with the recommendations of the 
Herschell Committee, to close the mints to the free coinage of 
silver. The stoppage of silver coinage was followed by an appre- 
ciation of the rupee, and by 1898 it had reached the level of 
Is. 4d. The rupee remained unhmited legal tender, and was the 
standard of value for all internal transactions. 

3. The policy adopted in 1893, by the closing of the mints to 
£ 2^00 coinage of silver, had for its declared object the estab- 
lishment df a gold standard for India, and the Fowler Com- 
mittee (appointed in 1898) was invited to consider how this 
object could best be secured. The relevant recommendation of 
the Committee was as follows : — 

Paragraph 64. “ We are in favour of making the British 
sovereign a legal tender and a current coin in India. We 
also consider that, at the same time, the Indian Mints 
should be thrown open to the unrestricted coinage of gold 
on terms and conditions such as govern the three Australian 
Branches of the Royal Mint. The result would be that, 
under identical conditions, the sovereign wo uld be coined 

* Appendices Nos. 3 and 69. 

67688 ^ ® 
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and would circulate both, at home and in India. Looking 
forward as we do to the effective establishment in India of 
a gold standard and currency based on the principles of the 
free inflow and outflow of gold, we recommend these mea- 
sures for adoption.” 

4. This recommendation was accepted by the Secretary 
of State and the Government of India, and the effec- 
tive establishment of a gold standard based on a gold 
currency thus became the recognised object of the Govern- 
ment of India and its advisers. But the Government’s first 
attempt to introduce gold into circulation was not a 
success, and the Indian Currency system developed in 
the years that followed along lines different from those 
foreseen in 1898. Gold never became a substantial part 
of the circulation. Apart from small change, the internal 
currency consisted almost entirely of tokens, one printed on 
silver, the rupee, and the other on paper,, the currency note. Their 
value was maintained at Is. 4d. gold (there was during this 
period no difference between sterling and gold) by the offer of 
the^ Secretary of State to sell bills on India without 
limit of amount at Is. 4Jd. and by the sale of drafts 
on the Secretary of State on occasions when owing to 
temporary variations in the currents of trade, exchange 
tended to faU below the Is. 4d. level. The latter process 
was not, however, the subject of a statutory obligation, nor was 
it in practice carried out as a matter of course ; e.g., the Sec- 
retary of State had to be consulted before offers of reverse 
remittance were announced, and the Government of India never 
went so far as to undertake to offer sterling drafts in all circum- 
stances. The standard thus evolved was commonly known as 
a gold exchange standard, although in truth in so far as it 
amounted to a definite standard at all, it was a standard of 

s erhng exchange. It was in operation at the beginning of the 
war m 1914. & s 


-.o?o P® Chamberlain Commission, which was appointed in 
1913 to enquire, among other things, whether the then existing 
preface m currency matters was conducive to the interests of 
India, reported inter alia as follows : 

Para. “ The time has now arrived for a recon- 

sid^tion of ultimate goal of the Inaian ourrenoy 
syrtem. The behef of the Committee of 1898 was that a 
gold currency m active circulation is an essential condition 
of the maintenance of the gold standard in India, but the 
^story fhe last 16 years shows that the gold standard 
has been firmly secured without this condition 

(y) It would not be to India's advantage to encourage 
an increased use of gold in the internal circWon. ^ 
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(vi) The people of India neither desire nor need any 
considerable amount of gold for circulation as currency, 
and the currency most generally suitable for the internal 
needs of India consists of rupees and notes. 

(vii) A mint for the coinage of gold is not needed for 
purposes of currency or exchange, but if Indian sentiment 
genuinely demands it, and the Government of India are 
prepared to incur the expense, there is no objection in 
principle to its establishment either from the Indian or 
from the Imperial standpoint : provided that the coin minted 
is the sovereign (or the half-sovereign) ; and it is pre- 
eminently a question in which Indian sentiment should 
prevail. 

(viii) If a mint for the coinage of gold is not established, 
refined gold should be received at the Bombay Mint in 
exchange for currency. 

(ix) The Government should continue to aim at giving 
the people the form of currency which they demand, 
whether rupees, notes, or gold, but the use of notes should 
be encouraged. 

(x) The essential point is that this internal currency 
should be supported for exchange purposes by a thoroughly 
adequate reserve of gold and sterling.” 

Thus, in effect, the Chamberlain Commission, in its recom- 
mendations, abandoned the ideal of a gold standard based on a 
gold currency, and accepted in its place an exchange standard 
with an excrescent currency of sovereigns not essential to the 
working of the system. Owing to the outbreak of the War, no 
action was taken on these recommendations. 

6. The War of 1914-18 put the currency system of India, in 
common with those of all other countries, to a severe test. The 
price of silver rose to unprecedented heights, and the material 
of the silver token became worth more than its face value. The 
Government found it difficult to continue their unlimited offer of 
rupees at the long-established rate. There was a keen demand 
for Indian exports, and there were exceptional disbursements 
to be made on behalf of the British Government. Internal cur- 
rency had to be in some way provided, and it could no longer 
be provided on the old terms. Confronted with these difi&culties, 
the authorities allowed the rupee, so long anchored at Is. 4d., 
to break loose from its moorings and follow the course of silver 
prices. The rate of exchange accordingly rose rapidly until it 
reached 2s. 4d. (sterling) in December, 1919. 

7. The Babington- Smith Committee was appointed in May, 
1919, when the rate was Is. 8d., “to examine the effect 
of the War on the Indian Exchange and Current^ 

57688 A s 
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system and practice, .... to consider whether, in 
the light of this experience and of possible future variations 
in the price of silver, modifications of system or practice may be 
required ; to make recommendations as to ... . the policy that 
should be pursued with a view to meeting the requirements of 
trade, to maintaining a satisfactory monetary circulation, and to 
ensuring a stable gold exchange standard.” These terms of 
reference precluded the Committee from considering alternative 
standards of currency. The Committee accordingly directed its 
attention to the re-establishment of stability under the then 
existing exchange standard, a stability which had suddenly 
been overthrown by fche unprecedented rise in the price of silver 
and by the divorce of sterling from gold. Taking into account 
the high range of silver prices and the importance of safeguarding 
the token character of the rupee they recommended the stabilisa- 
tion of exchange at 2s. (gold). They further recommended that 
during periods of exchange weakness, the G-overnment of India 
should be authorised to announce, without previous reference to 
the Secretary of State, their readiness to sell weekly a stated 
amount of reverse councils. 


8. These recommendations were accepted by the Secretary of 
State. The publication of the Report, in February, 1920, 
coincided with a keen demand for remittances to London, and 
steps were at once taken to maintain the new exchange rate of 
25. gold recommended by the Committee by the offer of reverse 
councils at a rate founded on that ratio, allowance being made 
for the depreciation of sterling in terms of gold, as shown by 
the doUar-sterling exchange. The rates for reverse councils 
offered by the Government thus varied from 25. 3|fd. (sterling) 
to 25. lOf^d. (sterling). By the Indian Coinage Amendment Act 
(Act XXXVI of 1920) the sovereign was made legal 
tender at Rs. 10. The attempt to hold the rate at 25. 
gold was not successful ; and the Government thereupon tried, 
with effect from the weekly sale on the 24th June, 1920, to 
maintain it at 25. sterling. This attempt also failed, and was 
abandoned on the 28th September. The Government of 
India at this period were unable to contract currency 

Tn xiT®' which world prices were falling. 

All they could do was to avoid further inflation and to 

e ect some measure of contraction. This was insufficient 
to arrest the faUing tide of exchange, which early in 1921 fell 
below the low level of l5. 3d. sterling and I5. gold. The 2.? 
ratio, passed in 1920, remained on the statute-book, and was 
ineffective for P^poses of tender of gold to the currency office. 
By January, 1923, the tide had definitely turned* exchange 
recovered to I5. 4d sterling, and showed a general tern 
dency to move upward. It reached the level of I5 6d. sterling 
in October 1924, at which time it was equivalent to about I5. 4<f 
gold. From that time till March 1926, the upward tendency of 
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exchange continued, but it was prevented from rising above 
Is. 6d. by free purchases of sterling on the part of Government. 
Meanwhile sterhng was restored to parity with gold about the 
middle of 1926 and during the 12 months which Have since 
elapsed the rupee has been in the neighbourhood of Is. 6d, gold. 

9. Such are the salient features in the history of Indian 
currency to which attention is necessary in order clearly to 
apprehend the present, and reasonably to plan for the future. 
Oui' task is to examine whether any modifications are desirable 
in the conditions and practice which have come into being 
as a result of that process of gradual evolution which has 
been briefly described. For this purpose we must analyse the 
existing state of affairs both in its economic aspect, which is 
that of the standard of currency, and in its administrative aspect, 
which is that of the authority to control the cmrency. The 
object of the analysis is to determine the advantages of the 
existing system and its defects. When its characteristics have 
thus been distinguished we shall deal with the various remedies 
that might be apphed for the removal of the defects, and we 
shall explain in full the proposals which we make for that 
purpose. In a further section of the report we shall deal with 
the question of the rate at which the rupee should be stabilised. 


The Existing System. 

10. At the present time Indian currency consists of two kinds 
of token, paper notes and silver rupees, which are mutually con- 
vertible. The paper note is in form a promise by the Government 
of India to pay to the bearer on demand a specified number of 
rupees. The rupee is a silver coin 180 grains in weight and 
eleven-twelfths fine. In addition to these two kinds of token, 
the sovereign is by statute legal tender for Its. 10, and the 
Government is under an obligation to pay Es.lO, when sovereigns 
are presented for encashment. As, however, the price of gold is 
considerably above this parity, the 'sovereign has disappeared 
from circulation and is not issued by or tendered to Government, 

11. The value of both forms of token currency in relation to 
sterling is at present being maintained between the gold points 
corresponding to a gold parity of Is. 6d. No obligation has 
been assumed, but the Government as currency authority have 
.freely purchased sterling when the rate has stood at Is. 

and recently, in April, 1926, authorised the Imperial Bank, 
to make an offer on their behalf to sell sterling at Is. 6fd. 
The stability of the gold value of the rupee is thus based 
upon nothing more substantial than a policy of the Government, 
Rnd at present that policy can be found defined in no notification 
or undertaking by the Government. It has to be implied from the 
57688 A 4 
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acts of the G-overnment in relation to the currency, and those 
acts are subject to no statutory regulation or control. 

Reserves. 

12. For the purpose of maintaining the value of the token 
currency, the Government of India hold two reserves — ^the Paper 
Currency Reserve and the Gold Standard Reserve. The foi'mer 
is composed of the proceeds of the note issue and is held 
as a backing against the notes in circulation ; the latter 
has been accumulated from the profits of the coinage of 
silver rupees and is designed primarily to maintain the 
external value of those coins. The permanent constitution 
of the Paper Currency Reserve provides for a holding of gold 
and silver metallic reserves of not less than 60 per cent, of 
the total note circulation, and for the balance to be held in rupee 
and sterling securities. These permanent provisions have not yet 
become operative, and in the meanwhile the reserve is governed 
by transitory provisions under which the fiduciary portion is 
limited to a maximum of 100 crores of rupees, and the balance of 
the reserve is held in gold and silver coin and bullion. The 
actual constitution of this reserve on the 30th April, 1926, ^ was 
as follows : — 

Silver coin 
Silver bullion 
Gold coin and bullion 
Rupee securities . . . 

Sterling securities 


Hs. Crores. 

77*0 

7*7 

22 * 3 ^ 

57*1 

21 - 0 * 


186-1 


The Gold Standard Reserve at present amounts to .840,000 000 

It is mvested in British Treasury bills and other sterling 
securities. ® 

Up till April, 1923, the interest on the investments in the Gold 
Standard Reserve was allocated to the purpose of strengthening 

April, 1923, ai interest has been 
CTedi^ to the revennes of the Government. Similarly, though 
the Paper Currency Act of 1920 provided that thd interest 
derived tom &e s^urities in the Paper Currency Beserve should 

be apphed to the stongthening of the reserves, this p^sioS 
never been put mto operation. vision nas 

Since that date. been some variation 

* Converted at the statutory rate of 2s. per rupee. 
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Fuuctioxis of Reserves. 


13 There is no clear line of demarcation between the purposes 
for which the two reserves are respectively utilised, and a (^rtain 
amount of overlapping is unavoidable owing to the interchange- 
ability of rupees and notes. Thus, though the orip.nal func ion o 
the Paper Currency Reserve was to provide for the convertibility 
of notes into rupees, this function became of necessity supple- 
mented by that of maintaining the external value of the notes. 
On the other hand, while the original function of the Gold 
Standard Reserve was to maintain the external value of the si 'ver 
rupee, its use operates to some extent in maintenance ot the 
external value of the notes. 


14. The maintenance of the convertibility of the note into 
silver rupees of the present fineness is only possible so long as e 
price of silver remains at such a figure that the bullion va o 
the rupee is not higher than its exchange value : that is, at tne 
existing exchange value, the system would be upset if the price 
of silver were to rise above 48d. per standard ounce. 

15. The elficiency of the reserves for the stabilisation of the 

external value of the rupee depends upon their maintenance at 
an adequate size, and upon their use m an ^^^^tive 
manner. Jn principle they must be big enoug 

enable the currency authority to discharge ^ ^ 

tion to sell sterling to any amount required m reton 
for notes and rupees, they must be used for 

promptly and without condition, and the sales must be 
accompanied by an equivalent contraction of 

In the Indian system these principles have not at all times been 
clearly recognised, and they are not now, and never have been, 
adeq/ately ported and" enforced by statutory pro^sions 
There is no provision as to any orgamc relation between the 
total volume of token currency and the amount ot tne 
reserves. So far as the note issue is concerned, the statutes 
vide for no minimum percentage of gold or sterhng secmities being 
held in the reserve as cover against the notes. Nor is there any 
such fixed relation in regard to the other fojm 
the silver rupees. The amount of the Gold 

the time and manner of its use are wholly ® + 

of the Government. The Gold Standard Reserve 

of the profits of coinage, the amount actually cabled o e 

depends on the price at which the silver is purchased and not u]^n 

the liabilities outstanding. Any estimate of the amount of the 

outstanding rupee circulation is largely conjectural ; ^ Jfay De 

estimated + at 350 to 400 crores, against whmh t e 

present is only 53^ crores *. It is true that a portion of the 

t As to this estimate, see farther para. 123 helow. 

* Converted at la. 6d. per rupee. 
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reserve against the silver rupee is carried in the com i^elf (in 
the shape of its bullion value) but, it is admittedly difficult to 
make any immediate use of the metallic contents of the silyei 
rupees at the lime when those rupees are seeking conversion 

into sterling. 

16. The automatic working of the exchange standard is thus 
not adequately provided for in India, and never has been. 
The fundamental basis of such a standard is provision 
for the expansion and contraction of the volume of cur- 
rency. As the reserve rises or falls with a favouiable oi an 
adverse balance of trade, the currency must be automatically 
expanded or contracted, and the adjustment between in- 
ternal and world prices maintained. Under the Indian 
system, contraction is not, and never has been, auto- 
matic. On occasions the obligation to buy sterling exchange 
has been discharged by the G-ovemment without any correspond- 
ing expansion of domestic currency ; the purchases have in the 
first instance been made against Treasury balances and the 
currency expansion has been left to be effected subsequently 
at the discretion of the Government. More serious has been 
the absence of contraction on occasions when the currency 
authority has had to sell sterling exchange. The following table 
(prepared by the Controller of the Currency) shows how far 
the sales of reverse bills in the past have been accompanied by 


contraction of currency : — 

Amount 

Rupees 
received for 

Amount of 
contraction 

Years. 

of reverses sold. 
£ 

reverses sold. 
Rs. Lakhs. 

effected. 
J^s. L^akhs. 

1907-8-9 

... 8,058,000 

12,16 

12,16 

1909-10 

156,000 

24 

Nil. 

1914-15 

... 8,707,000 

13,16 

1,05 

1915-16 

4,893,000 

7,38 

34 

1918-19 

5,315,000 

7,08 

Nil. 

1919-20-21 

... 55,532,000 

... 47,14 

... 34,68 


17. The action of Government in avoiding the full compensa- 
tory contraction on these occasions was no doubt due to some 
extent to fear that the monetary stringency which would have 
resulted from a full contraction would have dislocated business. 
There were, moreover, factors at work in 1920, — such as revenue 
deficits and a large amount of maturing debt — ^which made it then 
difficult to eriorce greater contraction. However that may be, 
it is clear that on such occasions the exchange standard was not 
being applied, and possibly could not have been applied, in a 
normal manner. There was nothing in the Indian system to 
enforce such an application. In 1920 the consequences were 
disastrous. There must ever be danger of such disaster 
under a system which does not automatically enforce contraction 
of internal currency concurrently with the depletion of Beserves. 
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Elasticity. 

18. In a well-regulated system of currency, the volume of 
currency should vary freely in response to the varying require- 
ments of trade. In India there is a seasonal variation due to the 
requirements for financing the movement of crops. In order to 
provide for them, the currency authority is allowed by statute to 
issue currency notes up to a maximum limit (at present amount- 
ing to Rs. 12 crores) against hundis or internal bills of exchange. 
This provision has had beneficial effects in practice, but it is 
not in our opinion incapable of development and improvement in 
connection with a reorganisation of the bases of Indian currency . 
Any such provision depends for its proper operation on a plentiful 
supply of genuine trade bills. But in India, for a variety of 
reasons, most of the internal trade is financed by a system of 
cash credits or by the advance of money against demand pro- 
missory notes. It has, therefore been found difficult to secure 
an adequate volume of bills as cover against the seasonal increase. 
As a result, the currency authority has on occasions been forced 
to provide for the needed elasticity by regulating its holding of 
sterling securities in the Reserve. 

19. A well-regulated system should also provide for a measure 
of elasticity in the expansion of currency in case of great financial 
crisis, when tEe need for additional cash for the support of credit 
is urgent. In such case it is necessary to provide for an emer- 
gency issue of currency on special terms. The Indian system 
makes no express provision of the sort. 

Control of Currency and Credit. 

20. A description of the present state of affairs and an account 
of its defects would be incomplete without a reference to the 
subject of co-ordination of control of currency and credit. 
India is perhaps the only country, among the great trading 
countries of the world, in which the Government exercises direcc 
control over currency in general and over the note issue in 
particular. The banking and currency reserves of the country 
are thus separated, which diminishes their capacity to effect 
their specific purpose of stabilisation in the most economical 
and efficient manner. In other countries this is effected by con- 
centrating these reserves at a Central Bank. Moreover, Govern- 
ment control of currency results in a dual control of monetary 
policy. The Government controls the currency. The credit 
situation is controlled,, as far as it is controlled at all, by the 
Imperial Bank. With divided control, there is likelihood of. 
divided counsels and failure to coi-ordinate. In fact, difficulties 
have arisen owing to the existence of two distinct authorities con- 
trolling currency and credit. The only certain to secure co- 
ordination is to concentrate the controls in one hand. In other 
countries the single controlling hand is that of a Central Bank. 
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A Summary. 

21, To summarise the present state of affairs and its defects : — 

(1) The system is far from simple, and the basis of the 
stability of the rupee is not readily intelligible to the uninstructed 
public. The currency consists of two tokens in circulation, with 
the unnecessary excrescence of a third full-value coin which 
does not circulate at all. One form of token currency (into 
which there is an unlimited obligation to convert the other) is 
highly expensive, and is liable to vanish if the price of silver 
rises a.bove a certain level. 

(2) There is a cumbrous duplication of reserves, with an anti- 
quated, and dangerous, division of responsibility for the control 
of credit and currency policy. 

(3) The system does not secure the automatic expansion and 
contraction of currency. Such movements are too wholly de- 
pendent on the will of the cmTency authority. 

(4) The system is inelastic. The utility of the provision for 
elasticity made on the recommendation of the Babington-Smith 
Committee is affected by the methods of financing Indian trade. 

Essential Bequirements. 

22. In consequence of these defects the system has not the 
confidence of the public. Some of the lack of confidence is the 
result of an exaggerated idea as to the extent to which any 
system of currency can be made to work automatically and 
independently of expert control. But when allowance has 
been made for all misunderstandings and misapprehensions, the 
fact remains that a large measure of distrust in the present system 
is justified by its imperfections. We recognise the skill with 
which successive generations of officers of Government have 
developed a system of currency in India, and the fidelity with 
which they have administered it. Brom 1898 to 1914 the ex- 
change standard worked on the whole well in practice, except 
for certain failures of co-ordination due to the division of func- 
tion between the Government of India and the India Office. But 
the evolution of the Indian economic system has now reached a 
stage when her currency can and should be placed upon a more 
simple, certain, and stable basis. A substantial measure of 
stability has been attained in the past. But certainty and sim- 
plicity have been lacking ; and for a system of currency under 
Indian conditions and for the Indian people these two last 
qualities are as vitally necessary as the first. ^Without certainty 
and simplicity in the system, there will never in India be con- 
fidence in the stability of the currency, and without confidence 
in the stability of the currency, the uninstructed public will 
never be weaned from those uneconomic habits of hoarding and 
that disinclination to investment which are now the worst 
obstacles to the progress' of the nation. 
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Alternative Proposals for Reform. 

23. After exhaustive inquiry we have found that the possible 
methods by which the defects in the present system might be 
remedied may be reduced to three. These are : — 

(i) the perfection of the sterling exchange standard, 

(ii) the adoption of a gold exchange standard, and 

(iii) the adoption of a gold standard proper, with or with- 
out a gold currency. 

Sterling Exchange Standard. 

24. We shall first consider the possibility of a perfected ster- 
ling exchange standard. The main defects in the existing system 
might be remedied by the following provisions ; — 

(a) the Gold Standard Reserve and the Paper Currency 
Reserve might be amalgamated and reconstituted by statute 
as a single currency reserve under the control of one cur- 
rency authority; 

(b) the currency authority might be required by statute 
to sell rupees for sterling without limit at the upper gold 
point of a fixed parity and similarly to sell sterling for rupees 
at the lower gold point of the same fixed parity. 

25. By an appropriate structure built on this foundation, the 
Indian system might be developed into a perfected sterling ex- 
change standard, both automatic and elastic in its contraction and 
expansion, and efficient to secure stability. Such a system would 
involve the least possible holding of metallic reserves, and 
would also be the most economical from the standpoint of the 
Indian taxpayer. But the system would have grave 
defects. The silver currency would still be subject to 
the threat implied in a rise in the price of silver. Were 
sterling once more to be divorced from gold, the rupee, 
being linked to sterling, would suffer a similar divorce. 
Should sterling become heavily depreciated, Indian prices would 
have to follow sterling prices to whatever heights the latter 
might soar or, in the alternative, India would have to absorb 
some portion of such rise by raising her exchange. India has 
had experience of both these alternatives and the evils result- 
ing from them are fresh in her memory. We do not indeed 
regard the possibility of sterling again becoming divorced from 
gold as of much practical likelihood ; it is unlikely to happen 
except in a world-wide catastrophe that would upset almost all 
currency systems. Nevertheless there is here a danger to be 
guarded against, which is real, however remote. There is 
undoubted disadvantage for India in dependence' on the currency 
of a single country, however stable and firmly linked to gold. 
Bor these reasons, were the standard of India to be an exchange 
standard, it should undoubtedly be a gold exchange standard, 
and not a sterling exchange standard. 
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The Gold Exchange Standard. 

26. A gold exchange standard could be secured by providing 
that the currency authority, instead of undertaking to bu}’ and 
sell sterling, should undertake an obligation to buy and sell, at 
the upper and lower gold points respectively and to unlimited 
amounts, the currencies of any of the principal foreign countries 
with a gold standard. 

27. In this case the rupee is not, in theory, directly 
stabilised in relation to gold. When the obligation is 
undertaken to buy and sell the currencies of the leading gold 
standard countries, the value of the rupee may even then vary in 
relation to gold if the currencies of all those countries cease to 
maintain that relation. In practice, the improbability of such an 
event is extreme, and on this basis the stability of the rupee in 
relation to gold would be practically secured. 

28. The imposition of a statutory obligation linking the rupee 
to the currency of more than one gold standard country, 
together with the other improvements suggested in the 
preceding paragraphs relating to the sterling exchange 
standard, would give to India a currency system which would 
have decided advantages in comparison with the present system. 
The internal currency would be convertible into international cur- 
rency at the will of the holders and the rupee would thereby be 
stabilized ; the reserves would be simplified ; the parity with gold 
would be established by statute ; and the system would be as 
automatic as, and no more subject to manipulation than, tlie 
systems of the United States of America or G-reat Britain. 

Objections to a Gold Exchange Standard. 

29. There would still however be serious defects in the system. 
The danger would still impend that the silver rupee would vanish 
as soon as the price of silver rose above the melting point of the 
coin. Were that to happen, it would be necessary to stop the 
coinage of the silver rupee of the present fineness and weight 
and to replace it by small notes and coins of nickel or of less 
silver content. Under any exchange standard the note is 
internally convertible into silver rupees only and not into gold, 
and as long as that is the case, both of the courses referred to 
are open to such strong objections as to be practically impossible. 
The status of the rupee must not be adversely affected unless 
there is something better to take its place. 

30- This defect,^ serious as it is from a technical aspect, 
is not ^e only or indeed the chief defect which leads us to the 
^nclusion that a gold exchange standard is not the best 
for India under present conditions. The chief defect is 
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that although it secures stability, it has not the simplicity 
which is essential to secure the confidence of public 
opinion for any currency system under present conditions in 
India. The mechanism of an exchange standard is refined. 
Some knowledge of economics is necessary to understand it. 
The right of convertibility upon which its stability is based is 
one of no direct concern to the general public, and it is unin- 
telligible to the majority. The uninstructed see nothing 
tangible behind the token currency to assure its value. These 
characteristics, inherent in an exchange standard, make it 
unsuitable to the needs of a vast community or collection of 
communities, the various members of which are of all degrees 
of education, and indeed of all stages of civihsation. It is im- 
possible also to ignore that for historical reasons, into which 
it is unnecessary to enter, there is a large body of public opinion 
in India that is suspicious of the mechanism of an exchange 
standard. It is convinced that this mechanism can be manipulated 
and it fears that it ma.y be manipulated in a manner inconsistent 
with Indian interests. We believe ourselves that this fear is 
groundless, and further, as we have stated already, that a pure 
exchange standard is no more and no less liable to manipulation 
than a gold standard ; but that is not the opinion of the Indian 
public, and it is essential that whatever system of currency 
is adopted should be one that is capable of securing the con- 
fidence of Indian public opinion, after experience of its work- 
ing. 

31. The basic right of convertibility that supports an exchange 
standard is too abstract for the present conditions in India : the 
backing which it supphes for the token currency is too intangible 
and invisible. Without some backing more certain, simple, and 
solid, confidence in the stability of the currency will grow more 
slowly than it should, if it grows at all, and progress in the 
habits of banking and investment will be delayed. A backing 
more certain, simple, and solid must be provided, nor 
can there be any doubt as to the best means of providing if. 
In the present state of its development Indian public opinion 
will have confidence in one thing only as solid enough for a 
backing for its currency, and that is gold. It requires some 
link that is real, and not only real but conspicuously visible, 
between the currency of the country and gold. 

32. We are thus led to the conclusion that since a. gold 
exchange standard cannot provide an efficient remedy for the 
defects of the existing system of Indian currency, to remedy 
those defects and to fortify popular confidence in the currency 
it is necessary to establish on a sure basis not only the external, 
but also the internal, convertibility of the token currency of the 
country into metallic gold. 
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A Proposed Scbeme for a Gold Currency. 

33. We will now consider the principal scheme for a gold 
standard and gold currency for India that was placed before us 
in evidence. We refer to the scheme set out in the memoranda 
and evidence of the officials of the Finance Department of the 
G-ovemment of India.* Under this scheme the silver rupee 
would cease to be legal tender, except for small amounts, after 
a period during which it would have been convertible into gold 
currency. The scheme would involve the attraction to India of 
a large additional amount of gold, required for cuiTency and 
the conversion of hoards. It would also involve the sale of an 
amount of redundant silver equal to about thrice the world’s 
production for a year. A summary of the scheme is contained 
in an annexe! to this Deport. 

34. The chief objects of the scheme are : 

(a) To eliminate the threat to the currency inlierent in 
the possibility of a rise in the price of silver by dethroning 
the rupee from its position as a standard coin of unlimited 
legal tender, and thus also to enable the constitution of the 
reserves to be simplified by eliminating the silver therefrom ; 
and 

(b) To cure the uneconomic habit of the people of 
holding the precious metals as a store of value, by assuring 
them, through the instrumentality of a gold currency, that 
the same measure which they mete out, in gold value, by 
way of investment or deposit with a bank, will be meted 
to them again, in gold value. 

Criticism of the Scheme. 

35. The points for consideration in connection with this 
scheme are : 

(i) the effect of the absorption by India of about £103 
million of gold (in addition to normal absorption for the 
arts, hoards, etc.) on the supplies of credit, the rates of 
interest, and gold prices, throughout the world : 

(ii) the reliability of ^he estimates as to the amount of 
gold to be required and the time at which dt would be 
required and the effect of any miscalculation under these 
heads on the Indian monetary situation : 

(iii) the effect of the scheme on the silver market of the 
world and the amount which would be realised for 
the surplus silver : ■ 

(iv) ^ the effect of the proposals as to silver on the 
favourite store of value of the- masses of the Indian 
population : 

♦ Appendices, Nos. 5 to 7. f See page 90. 
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(v) the effect on India of the probable reaction of these 
proposals on other silver-using countries, and especially 
on China ; and 

(vi) the possibility of British and American co-operation 
in the matter of raising credits for the carrying through of 
the plan. 

(i) Effect of India's additional demand for gold. 

36. As regards the future of the gold market divergent opinions 
have been expressed, and we have not found it possible to arrive 
at any definite conclusion as to the future relation between 
supply and demand. But the evidence which we have received, 
and in particular that from Professor Gustav Cassel and Mr. 
Joseph Eitchin, has convinced us that it would be most 
nnprudent not to take into account the possibility, indeed the 
probabihty, that unless great economy is exercised in the use of 
gold, both in regard to its use as a commodity and its use as 
money, we have to look forward to a prolonged period of steadily 
falling commodity prices throughout the world. 

37. In this connection it is necessary to take account of the 
requirements of various European and other countries whose 
financial equilibrium has been disturbed to a greater or less 
extent in consequence of the War. These countries are 
now trying to climb back gradually to the gold standard 
or the gold exchange standard. This aim requires for its ful- 
filment that there should be a certain amount of free gold 
available each year. Though signs are not wanting of a 
spirit of co-operation among the Central Banks towards 
effecting considerable economies in the international use 
of gold, there can be no doubt that a large extra demand 
from India would cause increased competition for gold among 
the countries of the world and lead to a substantial fall in gold 
prices and a substantial curtailment of credit. In their reaction 
on India as one unit in the world’s trade system, a fall in gold 
prices and a curtailment of credit would on balance be unfavour- 
able. 

38. It has been suggested that the United States of America 
at present holds a far larger stock of gold than is required for 
monetary purposes, and that it would be an advantage to 
America and to the world generally if some of this redundant 
gold were to be absorbed by India. The authoritative evidence 
which we have received from the United States does not con- 
firm this suggestion. We have been told that during last year 
the United States of America parted with about $134 million of 
gold, and that the residuum of free gold available is not in 
excess of the probable requirements of other countries for pur- 
poses of reconstruction. Bearing in mind these requirements, 
and also the internal absorption of gold for the growing needs 
of the United States itself, we consider that the stock of 
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“ free ” gold in America cannot be regarded as superfluous and 
will probably be absorbed in a comparatively short time. 


(ii) Uncertainiy of the estimates of the amount and 
time of gold demand. 

39. There is an element of uncertainty involved in the estimate 
of the amount of gold required for giving effect to the scheme, 
and it is impossible to be sure that the additional demand for gold 
could be spread over the period of 10 years. 

40. Sufficient weight has not been given to the possibility of 
the replacement, as the result of the scheme, of a part of the 
note circulation by gold. If a high valued gold coin is intro- 
duced. the alternative of carrying a few gold coins would pre- 
sent some attractions and might make people prefer gold coin. 
In view of India’s attitude towards gold, many who have been in 
the habit of usmg notes because paper is more convenient than 
silver rupees might turn to gold, which would be as convenient 
as rupees and more attractive than notes. 


41. Gold coin is fully valued and the metal has a prestige of its 
own. ^We anticipate that the decline in the value of silver which 
would result from the proposals of the scheme relating to that 
metal would lead to a loss of confidence by the Indian people in 
the value of silver as a store of savings, and would, to that degree 
induce an enlarged absorption of gold for non-monetary pm*poses' 
thus augmenting the gold requirements of the scheme. 


42. It has been urged that if a gold currency is introduced 
mto c^ciflation, and if exchange is stabilized, the result would 
De so to increase confidence that gold would come out into cir- 
come back into banking reserves from its present 
cation in hoards. ■ This effect might no doubt be produced 

banking and investment habits; but 

“S. St. “ " “ s 


43, The scheme involves the reduction of the proportion of o-nld 
would be seriously jeop^»dTfl.nrL. currency 

«crrt* dr!^r £5 f 14° 

would mean an addition to the estCaW gold 

antic4ioTfhlt'’4eiStm the 

Es. 50 OTores is ^n^?^ be Umited to 

AS soon as it became known, and it must become 
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known at once, that the status of the rupee was threatened, 
holders would probably hasten to get rid of every rupee they 
could spare, and it is quite possible that the conversion of the 
whole amount of surplus rupees might thus have to be effected 
within a short time after the initiation of the scheme. 

45. If the gold requirements should prove to be greater 
than is contemplated in the scheme, or if the absorption 
could not be spread over a period of 10 years but pro- 
gressed more rapidly, the effect would be to intensify the diffi- 
culties and to increase the expense of the project. Had the 
control of the currency meanwhile been transferred to a bank, 
such an intensification might involve a restriction of credit 
conditions in a manner and to a degree highly detrimental to the 
country’s economic progress. 

(iii) EjS^ect on the silver market, and possibility of realising 

the assumed price. 

46. The proposals as to silver involve even more risk than 
those as to gold and even greater disadvantages. To the extent 
of about two-thirds of the output, silver is not won for its own 
sake alone but either as a by-product of base metals or in con- 
junction with gold. If a substantial fall in the price of silver 
were to take place, any consequent curtailment of output would 
hardly affect the base metal product at all, would have more 
(but still little) influence on the production from gold ores, 
and would have its chief effect on silver ores only, i.e., on 
about one-third of the silver production. Even here the effect 
would be slower and smaller than might at first sight be 
expected, because the fall in price would not affect the richer 
mines, and the poorer mines would struggle to continue their 
production a© long as possible. On the other hand, the 
increasing use of notes, not only in Europe but in the Ear 
East, and the increasing resort to nickel and other base metals 
for subsidiary coinage, are factors which point to a distinct 
diminution in the demand for silver in future. The future of the 
silver market must at all times be a matter shrouded in obscurity f 
but, assuming no change in the status of the silver rupee, the best 
working hypothesis at present is that the production of sHver 
in the next 10 years will be sufficient to meet the demand. 
But if, as contemplated in the scheme, silver were to be de- 
throned from its present position in India, and if for several years 
India were to meet her own normal demand for silver by melt- 
ing rupees, we should not be surprised to see silver fall much 
below the level of 24:d. assumed in the scheme, especially if, as 
is not improbable, the action of India had the effect of making 
other silver using countries follow suit. 

47. The Grovemment’s policy in regard to gold would also 
react on the silver position. If the policy of inteoducing a gold 
currency were adopted, it would, by largely (augmenting ^he 
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already extensive demand for a metal that threatens to be in 
increasingly short supply, result in further depression of the gold 
price of silver, 

(iv) Effect on silver hoards. 

48. The people of India have from time immemorial placed 
their trust in silver as the medium of exchange and as their store 
of value. They are deeply interested in the value of silver bullion, 
and it is contrary to their interests to depreciate it. 
The present proposals v7ould inflict heavy losses on the 
poorer classes, who have put their savings into silver ornaments 
and who would find their stores of value depreciated by perhaps 
oO per cent, by the action of Government. It might w'ell iiappen 
that, when it was seen that the price of silver was doomed to 
fall, there would be a tendency to change over from 
silver to gold in all parts of the world where silver is still held in 
large quantities as a store of value. It is proposed, in the 
scheme, to protect the value of the Indian holdings 
of silver against this inevitable depreciation by an 

mport duty. Quite possibly, if it were a very heavy-duty, 
it might protect them to some extent. If it did, it would put 
the Government of India under a moral obligation to maintain the 
price of silver for practically all time; for at the completion of the 
plan they would have sold nearly 700 million ounces of silver to the 
people at a price that was possibly double the world price. In oux‘ 
opinion, however, the effort to maintain the domestic price of 
silver irrespective of world price would probably fail. There has 
always been a considerable trade in silver over the land frontiers 
of India , and, apart from the difficulties of attempting to exclude 
a valuable metal from a vride frontier, if people who are accus- 
tomed to do that trade were to find that the value of silver /in the 
outade worid was very much below the value in India, it would 
probably affect confidence in the value of silver in India itself 
In the case of an article which, like silver, is largely kept as a 

importai^^^^^’ influence of opinion on its value is extremely 

(v) Effects on China. 

49. We have thought it desirable to treat separately the effects 

on China. For a very long time the Chinese 
havo been profoundly concerned at the uncertainty of 

and as a measure of value 
m Chma. China is now the only great silver standard country 

The r sold exchange standard. 

aeir currency, ihis would probably have been done alreadv hnt 
for the eyense. The catastr^ fall “ 
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for three ye^rs was for sale, would undoubtedly tend greatly 
to accelerate the movement in China, and might induce her imme- 
diately to set about securing the gold needed as a basis for institu- 
ting some form of gold exchange standard. That would in turn 
magnify the effect which had already been produced on silver 
by the Indian announcement, both by the reduction in demand 
and to some extent by the increased supply of silver that might 
come into the market. Moreover, the adoption of a gold standard 
by China would produce a further new demand on the world’s 
gold supplies, and this demand would tend to appreciate gold and 
thus still further to depress the price of silver. 

60. The reaction on Chinese trade would be by no means 
negligible. China is the greatest, and perhaps the only great, 
undeveloped market left for the expansion of international trade. 
The effect of the announcement that the Indian G-overnment pro- 
posed selling a large quantity of silver would be immediately to 
throw out of gear the exchange with China and for a time to 
paralyse the growing trade of the world with that country. India, 
apart from her direct trade with China, which is a growing 
market for cotton and cotton goods, could not escape injury from 
a wido-spread dislocation of the kind. 

(vi) Raising of the required credits, 

51. As regards the question of credits, we have had the benefit 
of the opinion and advice of the authorities best qualified to 
speak on the subject, namely the Governor of the Bank of 
England and the Governor of the Federal Beserve Bank of New 
York. This is a matter in which Great Britain would not be 
able to act alone without the co-operation of America. Both 
authorities view the proposal with alarm on the grounds that it 
would retard the progress of monetary reconstruction in Europe, 
would upset world prices, and would be fundamentally Harmful 
both to India and to the rest of the world. The United States 
is directly interested in the proposal through its mining industry, 
both in silver and in base metals. The currency authorities and 
bankers of the United States, with its great and traditional 
interest in silver, cannot be expected to support or encourage 
a proposal which would deal such a blow to the silver market 
as the addition to supplies of thrice the whole of the world’s 
production for a year. In these circumstances it appears that 
insuperable difficulties would be encountered in obtaining the 
necessary credits. 

It must be pointed out that,, before adopting this proposal, 
or any other proposal for the introduction of a gold 
currency into India, the authorities responsible for the 
scheme must be certain beyond the possibility of doubt that 
they can carry the scheme successfully through. For that pur- 
pose, they must be absolutely assured that they can obtain the 
amount of gold required. The evidence which we have received 
prevents any such assurance. In view of that evidence, we 
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are confident that those responsible for the scheme under con- 
sideration would be the first to recognise that the external 
conditions which are essential for the success of the scheme at 
the present time are not fulfilled. 

Cost of the scheme. 

62. Before concluding this section we must refer to the 
estimates of the cost of the scheme. Mr. Denning puts the cost 
at 1*65 crores per annum during the first five years and 1'12 
crores thereafter. Sir Basil Blackett, by providing for a smaller 
holding of gold, would reduce the estimate to about two^thirds of 
a crore after the transitional period. These estimates are based 
on a proportion of 30' per cent, gold and gold securities in the 
Beserve during the transition period, a figure which we have 
already criticized as unsafe. Moreover, these estimates take credit 
for the income to be derived from the conversion of redundant 
rupees into interest bearing securities. This income would 
become available ultimately whether the scheme were adopted or 
not. Mr. Kisch, after eliminating this credit, considers that, 
even on the basis of a 30 per cent, proportion, the permanent loss 
to India as the result of the adoption of the scheme, to which he 
is strongly O'pposed, can scarcely fall sho'rt of 3 crores a year, 
besides an indefinite and incalculable amount depending on the 
extent to which the promotion of a gold circulation checks the 
future natural growth of the note issue. We have not attempted 
to recast any of these estimates on an arithmetical basis because 
we feel that from the nature of the case they must be largely 
conjectural and would be liable to be greatly exceeded owing 
to various causes which have been referred to above. All that 
is certain is that there is expense involved, and that it must be 
substantial. 


XTnacceptability of the Scheme. 

63. Bor all these reasons, the scheme fails to commend itself 
to us.. In our opinion both the objects which the scheme has 
m view can be attained without any of the risks and dis- 
advantages attendant on the scheme itself. Indeed, all 
that is daimed for it, in comparison with other proposals, 
IS that it would attain the object of educating the Indian 

banking and investment, and out 
oi the habit of hoarding, more speedily than anv other scheme 
As aJrea^ indicated m paragraph 42, we do not think it would 
do so. The habit of hoarding the precious metals became in- 
grained m India through centuries of war and rapine, and has 
persisted ^nder British rule in spite of security of property and 

.““proved currency and banking facilities, 
^ere are welcome signs that the deep-seated habit is beginning 
to yield to these influences, but we see no reason to believe tha+ 
2® infeoduction of a gold currency would accelerate the process 
Even if It would do so, it, seems to ns that the acceleration woul.d 
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be gained at the cost of risks far too great to be justified. We 
may conjecture that the authors of the scheme would oome to the 
same conclusion, after studying the evidence that we have received 
from the United States. Sir Basil Blackett comes to meet such a 
decision when, in the last paragraph of his memorandum, he says : 

If the effect of a decision to attempt the change to gold in 
India is going to be to upset the gold standard in the 
United States or in Europe, India has clearly nothing to gain 
by the attempt. ’ ’ In our opinion, the attempt would be 
very likely to have the consequence to which he refers. 
It can only be accomplished at the cost of insecurity to those 
countries which have restored their monetary standards, and at 
the risk of delay to those countries which are now seeking with 
reasonable promise to do so, and this uncertainty and delay are 
likely to produce higher interest rates, business disturbance, 
and economic depression, with inevitable repercussions on the 
economic well-being and commercial prosperity of India. 

We are unable therefore to recommend this scheme for adop- 
tion ; and the reasons, stated above, which have led us to this 
conclusion, would lead us to reject any proposals which involved, 
by the limitation of the right of legal tender attached to the 
rupee, or I5y the sale of any large quantity of silver, any severe 
shock to the silver market, or which required the abrupt attrac- 
tion to India by artificial expedients of any large additional 
amount of gold for circulation as currency. 

II.— A G-OLD STAND ABD BOB INDIA. 

54. We have already arrived at the conclusion that, in order 
to secure public confidence in India, the currency of the country 
must be linked with gold in a manner that is real and con- 
spicuously visible, or, in other words, that it is necessary to 
establish a true gold standard. It should be understood that 
this does not necessarily imply a gold currency. It is 
possible to have a true gold standard under which the currency 
is based on gold both in reality and in a manner that is con- 
spicuousy visible, without putting gold into circulation. Having 
stated our reasons for rejecting the principal proposal for a gold 
standard with a gold currency that has been suggested to us, we 
proceed to deal with the method for the establishment of the gold 
standard which we recommend for adoption. The essence of the 
proposal which we proceed to develop is that the ordinary 
medium of circulation in India should remain as at present the 
currency note and the silver rupee, and that the stability of the 
currency in terms of gold should be secured by making the 
currency directly convertible into gold for all purposes, but that 
gold should not circulate as money. It must not circulate at 
first, and it need not circulate ever. 

Gold in Circulation. 

65. The economic reasons against putting gold into circulation 

are simple and clear. If the gold in the reserve is transferred to 

« 
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the circulation, the structure of credit that can be built on that 
reserve is fro tanto reduced. The greater the proportion of gold 
in circulation, the less the elasticity of the currency system. In 
a system that consists solely of gold coins, there can be no 
elasticity as the currency can only be increased by taking pay- 
ment in gold for the balance of exports over imports and it 
can be decreased by the contrary process only. In short, the 
less the gold in circulation, the more will be the gold in the 
reserves and the greater the elasticity of the structure of credit 
that can be built thereon. G-old in circulation is of uncertain value 
for the support of exchange. In the words of the Chamberlain 
Commission’s report, “ so long as the public have the option of 
making payments in tokens or in gold, it is the surplus tokens 
and not the gold in circulation which will seek an outlet at a 
time of weak exchange.” 


56 . The chief reason that has been advanced for the intro- 
duction of a gold currency is that it will give the people con- 
fidence in the stability of their currency. We incline to the 
opinion that the scheme which we outline below will do so much 
to establish confidence in the stability of the currency that what- 
ever more would be gained in that direction by proceeding to 
put gold into circulation would not be worth the expense, the loss 
of elasticity, and the other serious disturbances which are iilcely 
to follow. It is agreed by many who advocate the introduction 
of a gold currency that a token currency of notes inconvertible 
for internal purposes is the ideal end towards which India should 
work. The scheme outlined below carries India very far along the 
road towards that end, and to add to it at some future time a gold 
currency would seem to us a useless return along a part of 
the road already traversed by the introduction of this system. Tt 
should, moreover, be observed that this scheme has the advanta^^e 
of setting up almost imme^ately a full gold standard whereas all 
other schemes put forward contemplate a postponement of this 
cl©sirablG condition for 21 decad© or more. 

57 Nevertheless, it should be recognised that the scheme 
^ equally appropriate, whether or not it 

It o I 7^ standard should ultimately be supplemented 
fw some future time. Supposing that it be 

c^ncy should ultimately be mtroduced, 
there IS neverthekss, general agreement that it cannot be intro- 

IS that which provides for its most rapid introduction We have 
given reasons for believing that the rapidity of that scheme 
mvolves nsks which ought not to be incurred ) The alternative 
« to make prmdsion for the gradml strei 4 th^ 0“^ 
es^es m such a manner as to avoid disturbance to the world’s 
gold and siIjOT markets (with its inevitable injury to the finances 
of India and her prosperitv in trade), whilst inourrine thTminf 
mnm of expense, ^e scheme ontliied below do^’^ntempS^ 
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incidentally a gradual but substantial strengthening of gold 
reserves, at the maximum rate, and to the maximum extent, 
possible under present conditions without upsetting prices, in- 
curring excessive expenses, or injuring Indian trade by unduly 
restricting credit. 

It appears to us, in short, that if one desired that a gold 
cuirency should be introduced, it is thus that one would have to 
proceed. Our own view is that it would be unwise to contem- 
plate the introduction of a gold currency under any conditions 
which we can foresee. But while holding that view, we have 
tried to see the matter from the point of view of those who do 
want a gold currency as soon as it can be had. It then appears 
to us that the following proposals open the door for the intro- 
duction of a gold currency at some future time, as wdde as it is 
now possible to open it. They initiate a system which will leave 
the people of India perfectly free to decide, through their legis- 
lature, when that future time has come and a gold currency can 
be introduced without risk, whether or not they are prepared to 
confront its expense, and to disregard its other disadvantages. 
It is quite possible that when that time comes the people of India 
will no longer wish for a gold currency. The widespread desire 
for it which was expressed to us by so many "witnesses in India 
appeared to be induced to some extent by the idea that gold 
was the most advanced form of cmrency and that other nations 
had long denied to India a privilege which they enjoyed and 
highly valued themselves. The war has taught Europe to do 
without gold coins and experience has aroused doubts of their 
utility. In returning to a gold standard the nations do not aim 
at a return to a gold currency. G-reat Britain has hitherto 
avoided the reintroduclion of gold into circulation. In the United 
States, gold, which circulates in theory, does not circulate in 
practice. Some high authorities have expressed the view that the 
circulation of gold is beginning to be regarded as a sign of a 
backward civilisation. It may well be that, when India is in a 
position to introduce gold into circulation, she will reject it as 
an obsolete ideal, and will finally close the door which we now 
propose to leave ajar. But that is a matter which we have neither 
the desire nor the capacity to forejudge. 

68. We fully recognise that the system which we recommend 
will impose upon the Indian currency authority an obligation far 
more serious than has ever been imposed upon it in the past. 
The obligation is to convert the currency, not merely into 
foreign exchange, but into metallic gold, and it is an obligation 
that is not, as formerly, conditional and circumscribed, but 
absolute and unlimited. Nevertheless this obligation does not 
differ in essentials from that which must be undertaken for the 
maintenance even of a sound exchange standard. It has been 
undertaken by every other country that has' adopted an effective 
gold standard : and we have satisfied ourselves that the present 
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resources in the form of reserves at the disposal of the Govern- 
ment of India are adequate to enable the cuiTency authority 
safely to undertake the obligation, with the measures of forti- 
fication, and at the time, which we specify in our detailed 
recommendations. 

The aold Bumon Standard. 

59. The currency system which we recommend for the present 
needs of India may be described as a gold bullion standard. 
We propose that an obligation should be imposed by statute 
on the currency authority to buy and sell gold without limit 
at rates determined with reference to a fixed gold parity of the 
rupee but in quantities of not less than 400 fine ounces, no 
limitation being imposed as to the purpose for which the gold 
is required. The fulfilment by the currency authority of this 
obligation will secure the stability of the gold value of the rupee, 
and the stability of exchange within the gold points corresponding 
to the selected parity. Gold is thus made the standard of value. 
The rupee is linked to gold and not to sterling or to any other 
currency or group of currencies. 

60. Since gold bars are to be given in exchange for notes or 
silver rupees, not for export only, but for any purpose, this is not 
an exchange standard; it is an absolute gold standard. Never- 
theless the compensatory mechanism of the exchanges is 
preserved, because gold bars are not currency. When gold bars 
are given by the currency authority for notes or rupees, the 
currency is contracted, while, on the other hand, when gold bars 
are given to the currency authority for notes or rupees, the 
currency is expanded. 


61. For the purposes of India this standard fulfils the essential 
condition, that it should be not stable only, but simple and 
certain. It provides the token currency with a right of con- 
vertibility that is intelligible to the uninstructed, and with a 
backing that is tangible and visible.. In ^ort, it has the 
characteristics necessary to inspire confidence in the Indian 
people, to promote the habits of banking and investment, and 
to discourage the habit of hoarding precious metals. The 
statutory obligation to buy and sell gold for rupees without 
hnnt at a prescribed parity for the first time in the history of 
the rupee will base it on gold firmly and in a manner that is 
^nspicuously visible. It establishes the principle that gold b 
the standard of Indian ovmenoy at a fixed ratio, and that the 
currency authority admits it, and must maintain it. 

5" suppose that the obligation to sell gold 
for ^ result in a.ny sadden or substantial drain on the resJves 
for the o^version ot rupee hoards. Holders of such hoards can 
invert them mto gold at present by buying that metll in 

i beUeve that 

large quanti.ies of hoarded rupees hays already been converted in 
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this waj/. Since it ip. not proposed that the rupee should cease to 
be a legal tender, there will be no greater incentive to convert 
under the new system than there is now ; and as will be ob- 
served from the detailed proposals below, it is not intended that 
gold should be given by the currency authority at a rate cheaper 
tlian the market rate, 

63. Apart from the economic loss to India, the existence of 
a large volume of currency in hoards is a formidable obstacle 
to the efficient working of any currency system. As long as the 
circulating media of the country, whether silver coin or 
gold coin or notes, are employed for hoarding, the control 
of the currency authority over expansion and contraction 
of currency must be uncertain and there must be a possibility 
of fluctuation of prices wider than would be the case if all cur- 
rency served merely the purpose of a medium of exchange. The 
ebb and flow of currency in hoards with its resultant effects on 
the volume of active monetary circulation and consequently on 
prices introduces an element of uncertainty which makes the 
working of the discount policy by the currency authority 
very difficult and may stultify its efforts to control the 
money market. The mere substitution in the hoards of one 
kind of coin for another, both of which are legal tender, is 
no remedy at all for this evil. Under the system which we 
propose, that portion of the hoards which is held in the form of 
gold coin will be rendered largely innocuous by the step, which 
we recommend below, of withdrawing the legal tender quality 
of the sovereign and half-sovereign; while that which is in the 
form of silver will presumably in course of time, be robbed of its 
latent power tO' disturb internal prices and money rates by being 
replaced — if the process of conversion should continue — ^by gold 
bars ; or preferably by other more economic forms of saving, such 
as the gold savings certificates referred to below. Hoards in the 
form of bars cannot be utilised for monetary purposes until they 
have been converted into legal tender money, and such addition 
to the currency can only be made by the currency authority which 
will, in exceptional circumstances, if the stability of the cur- 
rency be thereby threatened, be prepared to deal with it through 
credit control. 

Buying and Selling Bates for Gold. 

64. A sound gold standard postulates a statutory obhgation 
upon the cun*bncy authority to buy and sell gold at a price 
equivalent to the par value of the monetary unit. This obliga- 
tion constitutes the cardinal condition and compelling force for 
the maintenance of monetary stability in relation to gold, and, 
through gold, in relation to all monetary systems similarly linked 
to gold or gold exchanges. In the case of India there 
is a difficulty in the way of imposing on the currency authority an 
obligation in this simple form. India’s demand for gold is not 
confined to monetary purposes. She has always absorbed gold 
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and will probably continue to do so in important amounts for 
purely social uses. This factor has to be taken into 
account when determining the obligation of the currency 
authority to buy and sell gold. At present India’s requirements 
for these purposes are satisfied by an admirably organised bullion 
market, which buys gold abroad, mainly through the banks, 
wherever it happens to be cheapest. The gold so bought is sold 
in India at prices which cover the cost of importing it, and no 
doubt leave a profit to the dealers. If the currency authority 
were compelled to sell gold at a price exactly corresponding to 
the par value of the rupee, it would at once become the cheapest 
market for gold in India in all ordinary circumstances, for a 
selling price so determined would take no account of the costs of 
importation nor of any deviation in the value of the currency 
from its gold parity. Apart from practically destroying ilie 
wholesale bullion market, the currency authority would inevitably 
become involved in the performance of a task which does not 
properly belong to it. Its primary duty of maintaining 
the value of the monetary unit at parity with gold would be 
made far more difficult, and the means, e.g., the rigorous and 
continuous contraction of credit, which it would have to employ 
to attract a steady flow of gold into its reserves, so as to enable it 
to meet the demand for both monetary and non-monetary gold, 
would be highly detrimental to the economic progress of the 
country. It is essential, therefore, that the conditions which 
are to govern the sale of gold by the currency authority should be 
so framed as to free it in normal circumstances from the task of 
supplying gold for non-monetary purposes. In order to achieve 
this object we propose to fix the selhng prices of gold at rates 
which will enable the Bank to replenish its stock of gold without 
loss by importation from London. Thus, when exchange is at' 
the upper gold point the selling price for delivery at Bombay 
will be the par value, i.e., Bs. 21 as. 3 ps. 10 per tola. When 
exchange is below this point, the Bank will be required to sell 
gold for delivery in London or Bombay, at the option of the 
purchaser, at certain notified prices. These prices will be deter- 
mined by the cost at which gold could be respectively purchased 
in London or laid down in Bombay from London when exchange 
is at the lower gold point. The option to the purchaser on the 
other hand to buy gold for delivery in London at the prices deter- 
mined leaves the margin between the upper and lower gold 
points of the exchange as narrow as it could be. Having regard to 
the cost of moving gold to and from its most convenient gold 
centre. The form in which these obligations would be imposed 
on the Bank is set out in paragraph 150 below, and the method 
of computation employed is explained in Schedule 1. 

Removal of the Legal Tender Quality of the Sovereign. 

65. The obhgation to sell gold bars for all purposes makes it 
impossible to have any gold coin as legal tender, or to mint gold 
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for the public, unless and until the holding of gold in the reserves 
is big enough to make it possible to accept the obligations implied 
in the introduction of a gold currency, and it is decided that the 
introduction of such a currency is desirable. Otherwise the gold 
from the reserves might in certain circumstances pass into cir- 
culation without effecting any contraction in the cmrency and 
thus without fulfilling the essential purpose of securing the 
compensatory effect of the exchanges. 

66. We therefore recommend that the legal tender quahty of 
the sovereign and the half-sovereign should be removed. We do 
not apprehend any practical inconvenience from this proposal. 
Although these coins are legal tender under the Coinage Act, they 
have, owing to the existence of the 2s. rate in the statute book, 
long ceased to function as ciurrency. In this connection it 
cannot be too clearly emphasised that as the sovereign and half- 
sovereign are fully valued coins, the cessation of their legal tender 
character does not involve any diminution in the real value of the 
coin in the country held as a store of value. In any notification 
which may be issued, of the buying price for gold, it should be 
explained that the price announced means so many rupees per 
full-weight sovereign. 

If the currency be firmly stabilised in relation to gold, and be 
made directly convertible into gold, in accordance with our 
recommendations, we expect, as said, no undesirable conse- 
quences from the demonetisation of the sovereign, nor do we 
think that there should be any hesitation to sacrifice the shadow 
of an unnecessary, and in practice little used, gold coin of legal 
tender, in order to obtain the substance of a real gold standard. 
For the present, for the reasons stated in earlier passages of 
this report, a real gold standard with a gold currency is unattain- 
able. The choice is between a real gold standard without a gold 
currency, and an exchange standard with an excrescent and un- 
necessary gold currency,^ which ^ould only serve to disguise from 
the people of India the true basis of the stability of their cur- 
rency. As between these two, every advantage in our opinion 
lies upon the side of the real gold standard' that we recommend. 

Introduction of Savings Certificates Payable in G-old. 

67. The obligation specified in the preceding paragraphs to 
buy gold bars and to sell them in quantities of not less than 400 
ounces, can in the beginning have only an indirect effect upon 
the people at large in establishing confidence in the currency. 
It is the bankers and bullion brokers who will make direct use 
of the provision. It is desirable, therefore, to find some further 
and more direct and visible means for bringing it home to 
the masses that gold is the standard of value of the rupee and 
that the one is convertible into the other. Such a means might, 
and we recommend that it should, be found in the offer by the 
Government “ on tap ” of savings certificates, redeemable in 
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three or five years, in legal tender money or gold at the 
option of the holder. They might be issued in denomina- 
tions of one tola and integral number of tolas, and sold for legal 
tender money, rupees and notes, at a price which would give the 
holder an attractive yield in interest. It would add to the 
attractiveness' of the certificates if the holder were given facilities 
to obtain payment therefor at any time during their currency at 
a discount reckoned at varying rates according to the date of 
encashment, but until the date of inaturity it would ])c paid 
in legal tender currency and not in gold. Thus gold for 
dehvery in three or five years would be sold at a substantial 
discount in relation to the cash price. As regards the relation 
between these certificates and the amount of the Iteserve, the 
gold standard, of which this proposal is a useful auxiliary, and 
which it confirms, does no doubt necessitate a strengthening of 
the gold holding in the currency reserve, as propofe-ed in 
paragraph 78 below. 

68. The fear has been expressed that these certificates would 
have the undesirable effect of stimulating in India a fresh de- 
mand for gold. Tor the following reasons we are tiot of 
opinion that they would have any such effect. The offer of such 
certificates should constitute a powerful incentive to investment 
and a powerful antidote to hoarding. When his certificate 
matures, the holder of the maturing certificate will receive a 
striking demonstration of the advantages of investment and of 
the solidity of the gold basis of the rupee. It is legitimate to 
hope that the certificates will greatly assist in an ultimate 
solution of the problem of India’s hoards. As soon as it has 
been established by experience as a certainty that gold is always 
forthcoming for the certificates on maturity, it is to be 
expected that there will be a gradual replacement of hoards by 
certificates. We should thus be achieving the chief benefit that 
is claimed for a gold currency without any of the risk, expense 
and inconvenience involved in putting gold into circulation. The 
benefits to be derived from the carrying out of this proposal need 
no emphasis. It will attract stores of wealth, great in the 
aggregate, and at present lying wastefully inert, to their right 
function of meeting the needs of India for productive capital 
expenditure. 

Convertibility of Notes into Silver Rupees. 

69. The termination of the anomalous provision by which one 
•form of note, the paper note, is convertible by law into another 
form, the silver note, is an essential step in Indian currency 
reform which must be taken sooner or later. The existence 
of this obligation has in the past placed, and may conceivably 
again place, the cuprency system of the country completely at 
the mercy of the price of silver. Prudence clearly demands that 
such a risk, however remote, should be provided against if pos- 
sible. Moreover, it entails keeping in the currency reserve, for 



EBPORT. 


29 


purposes of internal convertibility, a large stock of silver which 
for external purposes is of little value. When most needed it is 
hable to prove incapable of realisation. No opportunity for the 
termination of this obligatory convertibility is likely to be so 
favourable as the present, when, by making the notes convertible 
into gold bars for all purposes, a more solid right of converti- 
bility is attached to them than they have ever had since silver 
ceased to be a reliable standard of value. The obligation must 
continue in relation to the present currency notes so long as 
those notes remain in circulation, because the G-overnment’s 
promise to redeem them in rupees must be religiously 
kept. But we recommend that no legal obligation for 
conversion into silver rupees should attach to the new 
notes, the issue of which we propose below. At the same time 
we think it essential to provide facilities for the free exchange of 
notes for rupees so long as the people desire to obtain metallic 
rupees in exchange for them. The people of India have for cen- 
turies been habituated to a metallic currency, and to the use of the 
rupee as a standard coin, and although the one-rupee note 
Las been readily accepted in many parts of the country, 
notably in the jute districts of Bengal, it v^ould be unwise 
to attempt to force paper money upon the people against 
their will. Experience has shown that the best way to foster the 
use of currency notes is to establish confidence in their practical 
convertibility, and this confidence has been secured not so much 
by a legal obligation to encash them at currency offices 
as by making rupees readily available to the public at centres 
where there is a demand for them. The public are more con- 
cerned with practical facihties of this kind than with legal rights, 
and if these facilities were withdrawn or seriously curtailed, 
the growth of the note circulation would probably be checked, 
and the popularity of the new notes would be endangered. 
Eor these reasons we propose to make it incumbent on the cur- 
rency authority (subject to the reservation indicated in paragraph 
135 below) to make rupees and other coin freely available to the 
public in such quantities as may be required for circulation. Our 
recommendation implies that the coinage of silver rupees should 
be stopped for a long time tO’ come, until the amount of silver 
rupees in circulation is reduced to the amount required for 
small change. 

70. Since there are at present approximately Its. 85* crores of 
silver coin and bulhon in the reserves and further quantities of 
rupees may be expected to come out of hoard in due course, a long 
period must elapse before there is any possibihty of the slightest 
practical difficulty in converting any note that is presented into 
silver rupees. Practically, therefore, the change in the legal 
status of the notes should be quite unfelt, and before the present 

* See first footnote pn page 6. 
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stock of rupees runs low the stabilisation of the rapee in terms of 
gold will have had time to establish confidence in the note issue 
on a basis too firm to be shaken. 

71. The removal of the legal obligation to convert notes 

into silver coin will, we believe, secure the object*' which 

the scheme for the dethronement of the rupee was largely 
designed to secure. In the first place, it enables silver to be 
eliminated as a predominant element from the reserves, which 
are thereby simplified and placed on a sounder basis than they 
have ever had before. Secondly it prepares the way for getting 
rid of the threat to the currency inherent in the possi- 
bility of a rise in the price of silver. To counter 

that threat, one must be in a position to replace silver 

rupees by some cheaper form of currency, and one can- 
not do so as long as the rupee is- one of the bases of 
convertibility of the note. When no rupees have to he held to 
secure convertibility of notes, when the public have been made 
familiar with the use of the one-rupee note as rccc)inmended 
below, and when all forms of internal currenfiy have been 
firmly based on gold, no insuperable difficulty will arise in meet- 
ing the situation should the silver rupee, owing to a rise in the 
price of silver above the “ rupee melting point,” disappear from 
circulation. 


Issue of One Bupee Notes. 

72. We recommend that the currency authority should, 
concurrently with the first issue of notes of the new status, 
re-int2x>duc6 one-rupee notes, which should be full legal tender 
and which, like other notes of the new status, should not be 
convertible by law into silver rupees. In spite of the fact that 
the issue of one-rupee notes may retard the absorption of the 
surplus silver rupees now in the Iteserve, we consider it worth 
while incurring such retardation in order to popularise the use of 
notes, and to prepare the way for dealing with such an emergency 
as a rise in the price of silver above the melting point of 
the rupee. alleged comparative expense of small notes seems 

a consideration that is negligible in comparison with these 
advantages. We do not recommend the re-introduction of 2i- 
rupee notes. 

Convertibility of Other Notes into Legal Tender Money. 

73. When the present legal right to obtain silver rupees in 
exchange for notes is withdrawn, it will be necessary to give the 
public a right to obtadn change for the notes in some other form j 
and we propose to impose a statutory obligation on the currency 
authority to^ convert all notes, other than the one-rupee note, 
on demand into legal tender money , f.e., into notes of smaller 

* See para. 34 (a). 
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denominations or silver rupees at the option of the currency 
authority. This statutory provision would in form leave it 
optional with the currency authority to determine the form of 
legal tender money to be supplied, but as explained elsewhere 
^ye propose to ensure that all reasonable demands of the public 
for metallic currency shall be met in practice. 

74. We are wholly opposed to any alteration in the legal tender 
character of the silver rupee. The reasons which have been 
urged for the. withdrawal of its legal tender character are over- 
come, in so far as they are valid, by the above provisions. 

XJnifilcation of the Paper Currency and the Gold Standard 

Reserves. 

75. Experience has shown that it is impossible to discriminate 
scientifically between the purposes for which the Paper Currency 
and Gold Standard Reserves are maintained. As indicated 
above, the Paper Currency Reserve has to be used in some 
measure to support exchange and the Gold Standard Reserve 
has to be used in some measure to secure the external 
convertibihty of the note. But at present the further factor 
of the legal convertibility of the note into internal currency 
gives a -special character to the Paper Currency Reserve. With 
the removal of the latter difficulty by our proposals in the pre- 
ceding paragraphs, the way will be clear for the amalgamation 
of the two Reserves, a step which will assimilate the Indian 
system to other currency systems. The combined Reserve will 
then be simpler and more intelligible to the pubhc, and can be 
made more efficient in its working. 

Composition of the Combined Reserve. 

76. We shall discuss our proposals as to the constitution- and 
working of the combined Reserve more fully in a later section 
of the Report. We shall refer to them here in a generalised 
form in so far as it is essential to bring out the principles of 
the proposed system. 

77. We propose, in the first place, that the proportions and 
composition of the combined Reserve should be fixed by statute.. 
This is a provision essential to any currency system in order to 
secure the automatic expansion and contraction of the currency 
and the compensatory effect of the exchanges, in accordance with 
the needs of the country. The lack of any such provision in the 
case of the Gold Standard Reserve was the chief weakness in the 
pre-war system and was responsible for its more conspicuous- 
failures. 

78. We next propose that it should be laid down that gold and 
gold securities should form not less than 40 per cent, of the 
Reserve. In view of the nature and extent of the obhgations 
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with regard to the provision ol' gold which we propose should be 
placed on the currency authority, that authority should strive 
to work to a reserve ratio of from 50 to 60 per cent. In the 
event of the proposed gold savings certificates proving a 
popular form of investment, the possible demands lor gold by 
Government for payment of these certificates on maturity would 
no doubt necessitate a further strengthening of the gold holding- 
in the Eeserve, but to what extent experience alone can shov\ . 
The holding of gold, which now stands at about 12-8 x»or cent., 
should be raised to 20 per cent, as soon as p.^s.sible, and in any 
case in not more than 6 years, and to 26 per cent, in lu year.s. 
with a miniTnum of Es. 30 crores from the outset. Thi.s would 
give a minimum of about Es. 60 crores after iO \ears on the 
basis of the present circulation. During this period no favourable 
opportunity of fortifying the gold holding in the Eeserve should 
be allowed to escape , 

79. This fortification of the Eeserve is needed to secure confi- 
dence in the note in view of the new obligations proposed in para- 
graph 69 above and the new status of the note proposed in 
paragraph 141. It should be made in any case, whether or not 
it be held that the scheme now proposed should ultimately be 
supplemented by a gold currency. Even if it be held that there 
should ultimately be a gold currency, these provisions ensure 
that a beginning be made -with the accumulation of an additional 
gold holding with the minimum of risk and expense and in 
such a manner as to cause the least possible disturbance to the 
world’s gold and silver markets, with their inevitable repercus- 
sions on India and on the finances of India. 

80. Silver reserves are ordinarily out of place in a gold .standard 
systern. But in India, silver coin forms a large proportion of the 
total circulation. There is a seasonal ebb-and-flow of considenible 
dimensions in this form of currency, and it is necessary to hold a 
considerable quantity of rupees in the Eoserve to meet genuine 
demands for purposes of circulation. With the growing use of 
one-rupee notes these demands wiU, we hope, be reduced. In 
‘any case the present stock of rupees is unduly large. We there- 
fore make a recommendation (paragraph 146 below), which will 
have the effect of ensuring the gradual reduction of the silver 
holding in the Eeserve, during a transitional period of 10 years, 
from the present figure of Es. 85* crores to Ba. 26 crores, on tlie 
basis of the present circulation. 

81. We recommend that the balance of the Eeserve be held in 
Grovernment of India rupee securities and self-liquidating trade 
bills. For reasons which will be explained later, it is desirable to 
limit the holding of Government of India rupee securities to 26 
per cent, of the Eeserve, or Es. 60 crores, whichever is less. 

now Eeserve will have to maintain the external con- 
vertibility of a circulatio n which includes both paper and silver 

* See first footnote on page 6. 
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tokens. As regards the former, the liability will, of course, be 
equal to the total outstanding note circulation. But in the case 
of the silver rupee such a cent, per cent, backing is neither 
possible nor desirable. There is obviously an irreducible mini- 
mum below which the rupee circulation cannot fall, if the 
business of the country is to be carried on. Moreover, even of 
that portion of the silver circulation which is potentially con- 
tractible only the difference between the face value and the 
realisable bullion value need be covered. Any estimate on such 
a subject must be largely conjectural and subject to variations 
in the price and marketability of silver. We have fixed a more 
or less arbitrary fiigure of Bs. 50 crores as the assumed liability 
of the Beserve in respect of the contractibility of the rupee 
circulation. 

III.— A CE^^JTBAL BANK FOB INDIA. 

83. So far we have dealt with the standard of currency. We 
now proceed to deal with the question of the authority 
who should control the working of that standard. 

The evidence has clearly brought out the inherent weak- 
ness of a system in which the control of currency and of 
credit is in the hands of two distinct authorities whose policies 
may be widely divergent, and in which the currency and 
banking reserves are controlled and managed separately one 
from the other. It has brought out the necessity of a unity 
of policy in the control of currency and credit in a modern 
financial organisation, if monetary stability is to be achieved. 
What has less clearly emerged from the evidence but none 
.the less needs emphasis is how essential it is for the 
development of banking generally that the foundations of 
the credit organisation should be truly laid. This will only 
be the case if the commercial banks (a phrase in which are 
included both exchange and indigenous banks) are able, w^hen the 
necessity arises, to turn into cash a maximum of their 
assets with a minimum of disturbance to general conditions. 
It is only through the establishment of a central bank- 
ing system, with the facilities of re-discounting it affords, 
that this end can be achieved. Not until then does 
the commercial banks’ most legitimate asset, viz., a short-term 
advance against goods in the form of a commercial bill, become 
a quick asset capable of prompt realisation in times of stress. 
The system, in fact, enables the commercial banks to regard 
their holdings of commercial bills as their secondary reserves. 

84. The economic history of the great tracing nations of the 
world during the last half-century demonstrates, far more 
clearly than any technical exposition of the workings of 
the system could demonstrate, the high efficiency of the system 
and its benign influence upon economic progress, wherever 
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it has been introduced. The United States of America 
has been one of the last to adopt it. It has done so under 
the stress of its disastrous experience of regularly and frequently 
recurring financial upheavals of gigantic proportions, directly 
traceable to the weakness of the system of decentralised banking 
and currency reserves. There are not a few students of financial 
affairs who hold that, if it had not been for the timely intro- 
duction of the Federal Beserve System in 1913, it is doubtful 
whether America, in spite of its enormous economic advantages, 
could have weathered the stress of the great war without grievous 
harm to its financial structure. 


85. The^ Central Banks in other countries work under 
charters which, though differing in detail, are very similar as 
regards their fundamental lines. In general they are entrusted 
with the sole right of note issue and the responsibility of main- 
taining the stability of the currency. They are the custodians 
of the currency and banking reserves and of the cash balances of 
their Governments. Their business, in the main, is confined to 
that of a bank of the banks and of the Government. These 
functions of necessity require that the character of their business 
^ should be of the soundest. Such limitations upon their business 
' prevent these Central Banks from transacting the every-day com- 
mercial banking business of the country or from entering into 
competition with the commercial banks in any general sense. 
But, in times of stress, they intervene vigorously in the country’s 
business by extending credit facilities liberally. They are 
primarily concerned with upholding the credit of the country and 
guiding its financial policy. 

We are of opinion that India, profiting by the experience of 
other nations, should perfect her currency and credit organisation 
by setting up a Central Bank with a charter framed on lines 
/which experience has proved to be sound. 


86. Before dealing with the technical questions of the Indian 
.charter, it is necessary to consider who is to be entrusted with 
It. Should it be the Imperial Bank (which is now performino* 
’ 1 ^ 1 ^ one or two of the functions of a Central Bank) or 
should It be a wholly new institution? The idea of utilising the 
ousting orgamsation of the Imperial Bank is temptinrat first 
sight, but on close consideration it will be found that, whatever 

disadvantages 


I^perml Bank were required to discharge the duties 
of a true Central Bank its charter would have tn • Ka i 5 
rascally in the direction indicated. TwLdl4 fee p“ed 
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to make available to the community the increased com- 
mercial banking facilities, which are so urgently needed, 
and to assist' in fostering, among the people as a whole, 
the habit of banking and investment. This consideration alone 
negatives the idea of disturbing the present functions of the 
Imperial Bank, It suggests, on the contrary, that that bank should 
be freed altogether from the restrictions which its present charter 
imposes upon it, and which clearly have their origin in the 
hybrid character of the functions which were originally assigned 
to it. When those of a purely central banking character are 
taken over — as they should be — by the new Central Bank, 
there is no longer any reason why the Imperial Bank should not 
be as free and unencumbered in its sphere of activity as any other 
of the commercial banks. Its important task of giving India 
the widespread banking facilities which it needs will thereby be 
facilitated. It may perhaps be apprehended that with the 
creation of the Central Bank the Imperial Bank will lose some 
of the prestige which at present attaches to it as the sole banker 
of the Grovemment. But there are numerous ways in which its 
interests and its ability to continue its present policy of the 
extension of branch banking may be safeguarded. We 
can see no reason to doubt that the Imperial Bank could 
come to a satisfactory agreement with the new Central Bank 
whereby the latter would employ the former as its agents in the 
mofussil and, in consideration of this service, place at the dis- 
posal of the Imperial Bank such funds and for such periods as 
would be required to enable the Imperial Bank’s branches to 
become self-supporting. 

88. A middle course which has been suggested, and which has 
for its object a gradual process of what may be termed “ de- 
commercialisation ” of the Imperial Bank, is equally unattrac- 
tive. The proposal is to confine the Bank’s functions to those 
of a true Central Bank in the centres where adequate commercial 
banking facilities exist, and to permit it to do the ordinary com- 
mercial banking business in all those localities where, apart from 
the Imperial Bank, there is no other reputable bank established. 
It is proposed that only when in these localities one or two 
commercial banks have opened their establishments should the 
business of the Imperial Bank’s branch be restricted to that of 
a Centi’al Bank. This proposal suffers in the main from the same 
disadvantage that attaches to an immediate and complete con- 
version of the Imperial Bank into a Central Bank. Under it the 
Imperial Bank would be eliminated from the field of commercial 
banking in all the important centres (such as Bombay, Calcutta, 
Madras, etc.), and the wholesome competition it provides would 
thus be lost, while its hybrid character would be likely .to weaken 
its functions both as a Central Bank in the important centres 
and as a commercial bank in the smaller centres. 


ef7i?oo 
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89. We come, therefore, to the conclusion that the proper 
course to take is to entrust the central banking functions to a 
new organisation endowed with a charter which wholly conforms 
to the requirements of a true Central Bank. That new bank 
would no doubt take over from the Imperial Bank such part of 
its organisation and staff as under the new order of things may 
become redundant to the purposes of the Imperial Bank, and 
from the Government a number of officials whose experience in 
the management of the currency "^ould be of particular help to 
the new Central Bank. 

90. The future relations between the Government of India, 
the Central Bank, and the Imperial Bank, must be matters for 
negotiation between the parties concerned, and for that reason we 
refrain from making detailed recommendations under this head- 
ing. We desire however to state that in our opinion those 
negotiations, and the relations which they establish, should 
recognise the principle that there is work to be done in 
developing banking facilities, so essential in the interests of 
the Indian people, which the Imperial Bank has been doing, 
and can continue to do so long only as it receives some 
measure of official countenance and support. The bank- 
ing organisation which India requires must be based, not 
upon a Central Bank alone as elsewhere, but upon a Central 
Bank, and a great commercial bank which has government 
countenance to inspire confidence in it amongst an uninstruct’ed 
public, and whatever government assistance is needed to enable 
iz to perform the function of the initiator of banking facilities. 
As to the extent of that assistance, we content ourselves with 
gie observation that it should be designed to enable the Imperial 
Bank to maintain and develop its essential wmrk of the provision 
of new branches. 


The Capital of the Central Bank. 

■Ra^^i ^eed, nor is it in fact desirable, that a Central 

^ m charge of tha Bank’s affairs should 
rjyt ^ 6 to tli6 siiarelioldBrs gts good r* rsturn as 

he ^eater the capital, the greater must the profits be ?n order 
to pr^uce a given return, and the greater therefore the incentive 
for the management to do business which it might be better to 
void. Mor^wr, we propose in a later paragraph that the Govern- 
ment should be entitled to a share .of the profits of the Bank 
aftei a fixed preferred dividend has been allocated to the share 
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while it would be possible to increase the capital later if found 
necessary, it would be somewhat difficult to reduce it. Taking 
these considerations into account, we are of opinion that a fully 
paid up capital of Es. 6 crores would be sufficient, allowing even 
for a material expansion of banking in India. 

The Imperial Bank will be called upon to give up to the new 
Central Bank some of the privileges it now enjoys. It is right, 
therefore, that the Imperial Bank’s shareholders should be given 
the first opportunity of subscribing for the capital stock of the 
Central Bank. This is a valuable concession, for experience 
shows that the business of central banking is a profitable one, and 
that central bank stock in other countries usually ranks as high 
in the estimation of investors as Government securities. 

The Name ol the Bank. 

92. This is largely a matter of taste and local psychology. 
After considering various alternatives, we suggest that the new 
bank be called the “ Eeserve Bank of India.” 

Board and Management. 

93. The difficult problem of co-ordinating the management of 
a banking organisation with important establishments widely 
separated and with business widely differing in character in the 
various parts of the country, seems to have been solved by the 
Imperial Bank of India. The system of local head offices in the 
chief business centres, managed by Local Boards who are elected 
by the shareholders registered in the respective branch registers, 
appears to us to be as appropriate to the organisation of the 
Eeserve Bank as it is to that of the Imperial Bank. The provisions 
of sections 23, 24, 25 and 26 of the Imperial Bank of India Act, 
1920, should therefore be embodied in the charter of the Eeserve 
Bank. The provisions regarding the election of members of 
Local Boards, etc., as embodied in regulations 43 to 48 inclusive, 
should similarly be followed, except in one respect. The term 
of office of the Presidents and Vice-Presidents of Local Boards, 
which, under the Imperial Bank Act, is fixed at one year, is too 
short to conduce to efficient work- We therefore recommend 
that the period be extended to two years, and that the limitation 
contained in regulation 44 (1), that no person shall be chosen to 
be President or Vice-President twice in succession, should be 
omitted. 

94. Eesolutions passed both by the International Pinandal 
Conference of Brussels (1920) and that of Genoa (1922) recom- 
mend, in identical terms, that “ Banks, and especially Banks of 
Issue, should be free from political pressure, and should be 
conducted solely on lines of prudent finance.’* In the spirit of 
these resolutions, care should be taken to assure that a pre- 
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dominant majority of members of the Local as well as the 
Central Boards of the Bank should derive their mandate from 
the shareholders of the Bank by election, and that only a small 
minority of the Board should be nominated by Grovernment. 
It has been sometimes urged that all members of the Board of a 
Central Bank of Issue should derive their mandate solely from 
the shareholders, none being nominated by the Government, 
but we consider that, in the particular circumstances of India, 
viz. , the wide experience of the Government in the management 
of the currency and the great importance of the Government’s 
banking and remittance business, it would not merely be appro- 
priate but desirable that the Government should nominate a 
small minority of members on the Central Board, the members 
of the Local Boards being, as hitherto, elected solely by share- 
holders of the respective branch registers. We accordingly 
propose that the new charter should provide for the Central 
Board to be constituted as follows ,• — 


(a) The Presidents and Vice-Presidents of the Local 
Boards established by the Act. In addition, each Local 
Board to select from among its members, by a majority 
vote, one member to serve on the Central Board for two 
years. 


(6) A Managmg Governor and a Deputy Managing 
Governor, who shall be persons of appropriate experience 
and who shall devote their whole time to the affairs of the 
Bank, to^ be appointed by the Governor-General in Council 
tor a period of five years, on salaries and allowances to be 
determmed by the Central Board. 

■ KaW of persons, not exceeding three, and not 

bemg officers of the Government, as may be nominated by 
^ GovernOT-General m Council. Such' persons shall hold 
office lor oM year, but nia,y be re-nominated. 

Central Board would thus be composed of 14 membpra 


* ^ constitution will leave the Reserve Bank f 

interference from the ExecntiVp ir, -oank free riom 

business and in binkinff nSw ? of its 

of paramount importau^.^ A/the consider 

ttongh its representative on the Central Bnord Government, 
closely in touch with tbp Bank Board, will be kept 

advantage of close co-ordination bptw^ mutual 

policy and the feiancial policy oAhe 
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Sections 29 and 30 of the Imperial Bank Act should be 
embodied in the new charter. 

95. To eliminate the danger of political pressure being exer- 
cised upon the Boards of the Eeserve Bank, it is desirable to 
introduce a provision in its charter directing that no person 
shall be appointed President or Vice-President of a Local Board, 
or shall be nominated as a member of the Central Board, if he is 
a member of the G-ovemor-G-eneral’s Council, the Council of 
State, the Legislative Assembly, or of any of the Provincial 
Governments or Legislative Councils. 

96. The Eeserve Bank’s principal function being to rediscount 
bankable bills held by the commercial banks, it is desirable that 
the Boards of the Eeserve Bank should exercise their unfettered 
discretion in accepting or rejecting such paper, and it is therefore 
undesirable that representatives of any of the commercial banks 
should hold the position of President, Vice-President or member 
of a Local Board or that of member of the Central Board. A 
provision to this effect should be embodied in the charter. 

Head Office. 

97. The Head Office of the Bank should be established in 
Bombay, and the meetings of the Central Board should 
ordinarily be held there. 

Votes of Shareholders at General Meetings. 

98. Care must be taken to ensure that the policy of the 
Eeserve Bank is governed by purely national considerations, and 
is not influenced by the interests of any individual section of the 
community. It is undesirable that it should be possible for any 
particular group to acquire control of the affairs of the Bank 
and impose its policy upon the country. It is imperative, 
therefore, to limit the number of votes which each shareholder 
is entitled to exercise, whatever his shareholding may be. 
Accordingly, a provision should be introduced into the charter 
that diareholders shall have one vote for every four shares 
(assuming that the shares are of Es.500), of which they have 
been the registered holders for not less than six months, no 
shareholder, however, being entitled to have more than a total 
of ten votes, whether in his own name or as proxy. 

The discretion which would be vested in the Xjocal Boards 
(under the provision corresponding to section 26 of the Imperial 
Bank of India Act), to approve or refuse to approve transfers 
of shares, would also be exercised when necessary with a view 
to preventing the multiplication of individuals* voting power by 
transfer to nominees. 
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Division of Profits. 

99. The business of a Central Bank should not be run mainly 
for profit. Dividends should be limited to a reasonable return 
on Its capital, adequate provision being made for building up 
substantial reserves, especially in the earlier years. Limitation of 
the dividend must also be considered in connection with the ques- 
tion how the Government of India is to be compensated for hand- 
ing over to the Reserve Bank the assets of the Paper Currency 
and Gold Standard Reserves, and the profits arising from the 
right of note issue. The simplest and most convenient way in 
which the Government could be compensated is by allocating to 
it certain of the surplus profits of the Bank above a limited divi- 
dend. We recommend that a plan of dividing profits in the 
following manner be adopted. 


JOO. After making provision for bad and doubtful debts, depre- 
ciation in assets, and all such items as are usually provided for 
by bankers, and after payment out of the net profits of a cumu- 
lative dividend at the rate of five^ per cent, per annum on the 
paid-up capital, there should be allocated to the reserve fund, 
until such reserve fund is equal to 25 per cent, of the paid-up- 
capital, three-quarters of the surplus, and one-quarter to the 
Government. Thereafter, until the reserve fund is (npial to 
the paid-up capital of the Bank, one-half of the surplus should be 
allocated to the reserve fund and the other half to the Govern- 
ment. W^en the reserve fund is equal to the paid-up capital 
of the Bank, one-eighth of the surplus, but not exceeding thi'ee* 
per cent, of the paid-up capital, should be paid to the shareholders, 
and the balance to the Government. 


We must here anticipate an objection that may be raised against 
The above scheme, namely, that it is proposed to build up the 
reserve- too rapidly, and at the expense of the “ profits ” which 
uiider the existing system would go to the taxpayer ’h 
present practice under which the profit from 
me Reserves is not available for the fortification of the 
^serves is not in our opinion a sound one. But, even 
looking at the question from the standpoint of political 
expediency, we fio not consider that our proposal would involve 
Jr fresh burden on the taxpayer. The maximum diversion of 
Government revenue to the accumulation of the reserve is only 
Rs,6 crores, and this should in our opinion be set against the 
lesources which Would be placed at the disposal of Government 

Re^r^e^a^^'^f^fV^ of the Gold Standard 
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years, when the profits handed over by the Bank were 
not yet equal to those at present accruing trom the Keserves. 
Strongly as we feel that the new Bank’s reserves should be 
built up as rapidly as possible, we should not have recommended 
a fortification of the reserves at the rate proposed had we not 
been confident that it could be achieved without any fresh taxa- 
tion or postponement of remissions of taxation. 

Increase of Capital of the Bank. 

101. The capital of the Bank might be increased by the 
Central Board from time to time with the approval of the 
Govemor-Greneral in Council, and the price at which shares might 
be issued for that purpose should be determined by the Central 
Board with the approval of the Governor-Creneral in Council. 

Business of the Bank. 

102. In a separate schedule (Schedule II) attached to this 
Report we ha%’^e drawn up a list of the business which the Bank 
might do and that which it might not do, and we recom- 
mend that it be embodied in the charter. The list has been 
drawn up on the basis of two principles, viz., that the 
Bank should be a true Central Bank and that its functions and 
capacities should be so organised as to secure that it should be 
made use of without suspicion or jealousy as the Bankers’ Bank. 
We have advisedly made no provision in that schedule for the 
Reserve Bank having recourse to direct operations in the bill 
market; not that such a provision is unnecessary — ^we regard 
it as a cardinal provision in the charter of a true Central Bank 
if it is properly to discharge its primary duty of regulating credit 
and maintaining the stability of the currency; but in the 
present state of development of the bill market in India, W'e do 
not consider that open market operations by the Resen^e Bank 
are an indispensable method for carrying out its credit policy. 
Rather we think that this development should follow in 
the wake of banking progress and the growth of a large 
and healthy bill market. Experience in other countries shows 
that with the creation of a Central Bank, and the consequential 
development of a sound banking system, the bill market comes 
into being in a surprisingly short time. In India, where the hundi 
or internal bill of exchange has been in existence for many 
years, we hope the growth of the habit of drawing bills instead 
of opening cash credits will be more rapid than elsewhere. In 
order to provide for such future development, the charter 
should enable the Reserve Bank to apply to the Governor- 
General in Council for power to buy and sell in the market bills 
of exchange,, promissory notes or other commercial paj^r ariang 
out of hona fid)e commercial or trade transactions bearing two or 
more good signatures and having a maturity' not exceeding 
90 days, if and when it finds such powers necessary to the 
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performance of its function of regulating the supply of credit. 
In deciding whether to grant or refuse this application, the 
Govemor-G-eneral in Council would of course give due considera- 
tion to the possible effect, on the various classes of persons 
concerned, of the operation of the proposed new procedure. To 
avoid ambiguity, we should state that our proposal is that 
this power, if and when granted, should be granted once and for 
all ; not that it should have to be applied for on each occasion. 


Remittances lor Financing the Home Treasury. 


103. We recommend that the Reserve Bank should be 
entrusted with all the remittance operations of the Government 
in India and in London. The Government will thus cease 
directly to operate in the exchange market. 

Such an arrangement is the natural consequence of the 
establishment of a Central Bank of issue. The business 
of remittance is essentially banking business. Since the bank 
of issue must be the bank of the Government in other matters, 
it is convenient and, as will be seen, essential that it should be so 
in this matter also ; and it may be assumed that it will be able 
to transact the business at least as economically as the Govern- 
ment. Further, an obligation is imposed upon the Bank to main- 
tain the value of the currency. The annual remittance 
on Government account amounts to some £B5 millions, 
a large sum in proportion to the total foreign remittance 
business of the country. The time and method of making 
these remittances have an intimate connection* with the 
Bank’s discharge of its obligations. It would be difficult, 
if not impossible, for the Bank to discharge its essential 
obligation to the currency unless it conducted the remittance 
business of the Government. 


104. On the other hand, it has been suggested that the Reserve 
Ba^, through its exclusive knowledge of its own bank rate 
pohey, would, if allowed to deal in the exchange market, be 
placed in a position of undue advantage as compared with other 
banks and firms. Such an objection might perhaps legitimately 
be made if it were proposed to hand over the control of the 
curreny, and the conduct of Government remittance, to a bank 
^mpeting with other banks for ordinary commercial business. 
But It IS misconceived made in relation to a transfer to such a 
ank as we propose. In that institution the other banks of the 

and\^no7inf'^^’ a state-aided competitor, but a coadjutor 
and a potential source of support. The exchange operationnf 

the Bank will normaUy be limited to the hona fide rLuiremeiits 
of Its cuotomers (including fee actual regm^rem^t^ o “ the 
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Secretary of State) and to its necessary operations through and 
on account of the Reserve. We may point out that such opera- 
tions may be necessary to the discharge of the responsibilities 
of the Bank, not only in the routine course of business, but in 
order to enable it to co-operate with other central banks in those 
joint measures which are increasingly necessary for the proper 
co-ordination of monetary policies. There is, therefore, no 
reason to suppose that its operations will be in any way to the 
disadvantage of the market. 

105. It has been suggested that the Secretary of State has 
constitutional and statutory responsibilities to Parliament 
(including the particular responsibility to the holders of India 
sterlmg debt) which make it impossible for him to be satisfied 
with an obhgation undertaken by a bank, however pre-eminent 
in status, to keep him supplied with funds. We are, however,, 
unable to find that the duties and responsibilities laid upon 
the Secretary of State in relation to financial commitments in 
the United Kingdom are different in kind or extent from those 
laid upon him in relation to financial commitments in India,, 
which are similarly incurred in his name. The latter are aheady 
discharged on his behalf by the Government of India, and are to 
some extent discharged through the agency of the Imperial Bank. 
If the Secretary of State is able to entrust to dulj’’ authorised 
agents the carrying out of his debt and remittance obligations 
in India, he may be satisfied similarly to employ an agent to keep 
him in funds for the implementing of his obligations in the United 
Kingdom. The employment of an agent does not imply the 
abrogation of the ultimate control and responsibility vested 
in the Secretary of the State. Should the agent not discharge 
the obligations which it has accepted, the power of the Secretary 
of State himself to discharge his own obligations is . in no 
way qualified or diminished. 

106. When arrangements have been made for the transfer of 
the conduct of Government remittance to the Reserve Bank, it, 
will be necessary for the successful discharge of that function 
that the Secretary of State should furnish to the Bank in advance, 
through the Government of India, periodical information 
as to his requirements. It has been suggested in evi- 
dence that it would not be possible to forecast with 
accuracy the requirements for any considerable length, 
of time ahead. Occasions may obviously arise when, 
unexpected commitments, or increases of existing commitments,' 
may materialise on a large scale. Any scheme must provide- 
for meeting such a contingency, which would no doubt be of 
rare occurrence. But a great part of the Secretary of State*e 
commitments are in respect of payments which are regularly, 
recurring, or at least easily foreseeable ; and it. should not as a . 
rule be difi&cult to produce reasonably accurate forecasts of the. 
funds required. As regards minor variations - betweeu* 
estimates and actuals, no difficulty is likely to arise. It is not, 
of course, suggested that it should be laid down that estimates 



once furnisiied must be rigidly adhered to. The iJaiik would be 
primarily responsible for the programme of remittance, after 
giving due regard to the views of the Grovernment of India. Tlie 
Secretary of State will no doubt retain a working balance sulh- 
cient to ensure his having funds available to meet any ordinary 
and foreseeable excess of actual over expected expenditure. 

107. The question by what methods the G-overnmeut 
remittances to Xiondon should be made has in recent times 
occupied a prominent place in all discussions of the Indian 
currency system. W^ith the creation of th!e Reserve 
Bank, the transfer to it of the remittance business, and 
the withdrawal of Government from active operations in the 
exchange market, the significance of these questions will 
be greatly reduced. If the Bank is given the right 
and duty of conducting the official remittance, business, 
as part of its larger function of managing the currency and credit 
system as a whole, it should clearly be left free, at its discretion, 
to employ such method or methods as it may fi.nd most con- 
venient and conducive to the smooth running of the machine. 
Under the new conditions, experience will soon teach — while 
nothing else can teach — ^by what methods the interests, 
commercial and financial, of the country can best be served, 

108. We observe that the method of remittance by the 
purchavSe of sterling in the market in India, instead of the sale of 
council bills in Lfondon, has recently been introduced with ad- 
vantage. We have received much evidence as to the respective 
merits of private purchase of sterling and of public tender. The 
main objections urged against the former system are that it 
involves undesirable secrecy and the possibility of favouritism, 
and against the latter that it is conducted by the Secretary of 
State in London. With regard to the latter objection, wo are of 
opinion that the method of public tender could be employed in 
India with almost as much practical facility as it has been 
applied in London and with equal convenience to the commercial 
public. As regards the former, we recognise that there is some 
force in the objections under present conditions, but these will 
cease to have any weight when once the system proposed under 
our plan has been introduced and the obligation placed upon the 
Bamc to buy and sell gold at the prescribed prices. Bevt>nd 
these observations we do not desire to go in the direction of 

Rfrft of remittance to be employed 

tiS I*' discretion in advance must be to 

Tiaste the lessons of experience. 
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Government. We consider that the occasional suspicion 
attached to these remittance operations has been intimately 
connected with the circumstance that the maintenance of 
exchange at a certain rate was dependent to some extent on the 
discretion of Government. Having regard to the statutory 
obligation which we propose should be imposed on the Bank, t6 
maintain the Indian currency stable within the gold points of 
a fixed parity, we see no urgent reason for the publication of 
these exchange transactions. 

Bemittance during the Transition Period. 

110. We do not recommend any general departure from present 
practice in the matter of piurchase of sterling, pending the 
transfer of the business of remittance to the Bank. At the same 
time, in view of the observation which we have made on the 
subject of purchase by public tender, we recommend that, in 
order to obtain valuable experience, a trial be made of that 
system m India on the first suitable opportunity, purchases in 
the market being employed only for the purpose of “ inter- 
mediates ” on days when tenders are not received. In the case 
of intermediate purchases also, we recommend that a trial be 
made of the system of offering fixed prices, to be publicly an- 
nounced. Further, until the business of remittance is 
transferred to the Eeserve Bank, we recommend that a weekly 
return should henceforward be published by the Government 
showing its remittances in the preceding week, and the manuei 
in which they were made. 

Belations of the Baaik^ the Oovemment oi India and the 

Secretary of State. 

111. It has already been indicated, in general terms, that it 
is one of the primary functions of the Reserve Bank to act as 
the banker of the Government and to hold its cash balances. 
The centralisation in its hands of these balances and of the 
banking reserves in India of all banks operating in India is an 
indispensable condition for the proper discharge of the Eeserve 
Bank’s primary duty of controlling credit and consequently the 
volume of the monetary circulation. It is no less indispensable 
that all the remittance transactions of the Government should be 
entrusted to it, as recommended in the preceding paragraphs, and 
that any balances of the Government of India and of the Secretary 
of State outside India should be placed in the charge of the 
Eeserve Bank, through its branches or agencies. Only thfeiii 
will any danger of the Government’s remittaiice policy inter- 
fering with the proper management of the currency be 
eliminated. W'e recognise that this recommendation involves 
the amendment of section 23 of the Government of India Act. 
^Ve recommend that such an amendment should be made. 
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312. The fact that Government balances held' with the 
Imperial Bank in India bore no interest, while funds held in 
London could be employed remuneratively in the money market, 
appears in the past to have led at times to unduly large accuni il- 
lations of funds in London. As the proposed plan contemplates 
that the surplus profits of the Bank should accrue to the Govern- 
ment, there appears to be no longer any good reason why this 
practice, mili tating as it inevitably does against the smooth 
working of the management of credit and currency, should be 
continued. The arrangement contemplated need not impair the 
\aluable connection of the Bank of England with Indian financial 
affairs, as the Eeserve Bank would, without doubt, closely 
collaborate with it in the ordinary course. 


Note Issue and Reserve Requirements. 

General observations. 

113. Before setting out in detail the conditions which are to 
govern the note issue of the Reserve Bank under the proposed 
splan, a few general observations must be made on the Bank’s 
jfesponsibilities, and the machinery by which it is enabled to 
■discharge them. 

The primary task of the Bank. 

114. The goal of all monetary policy is the achievement of 
stability of the purchasing power of the monetary unit', and the 
condition under which the sole right of note issue is entrusted to 
the Bank must clearly be the obligation to maintain stable the 
purchasing power of the rupee, both internally and externally. 
This stability will find expression internally in the stability 
of the general level of commodity prices, and externally in the 
•stability of the purchasing power of the monetary unit in relation 
:to gold, and consequently in relation to all exchanges with coun- 
tries whose currencies are linked to gold through either a gold or 
a gold exchange standard. To assure this stability, it is indis- 
I^nsable that the obligation should be put upon the Bank at all 
times to buy and sell gold at fixed prices which are laid down in 
the charter. The question as to what these prices should be will 
be discussed later on. 


The means to accomplish it. 

115. What is the machinery which enables the Reserve Bank 
to undertake tMs obligation? The sole right of note issue, and 
the stoppage of all further issues of money by the Government 
of India except through the Bank, coupled with the power to 
mpose upon the country a judicious credit policy— these give the 
Eeserve Bank the means to control the vofime of the m?netarv 
in India and thus to stabiUse the purchasing power 
•of the monetary nmt. So long as the volume of the nfo^etary 
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■circulation does not exceed, or fall short of, the amount of money 
at any time needed for the exchange of the quantity of goods 
and services, which have to be exchanged (regard being had to 
the “ velocity of circulation ” and the frequency with which 
goods and services are exchanged), the purchasing power of the 
rupee will remain stable. The restriction of the monetary 
circulation within these limits is the fundamental condition for 
internal stability, while internal stability is the main factor to 
achieve external stability. To appreciate this, we need only 
think of the repercussions which instability of the general level 
of internal prices has upon the foreign trade of a country. A 
rise of internal prices (that is, a fall of the internal purchasing 
power of the monetary unit) relative to the world level 
of gold prices, will inevitably impede exports and stimulate 
imports, and cause the balance of foreign payments to be 
upset, and, with it, the exchanges. An internal depreciation of 
the monetary unit thus very soon produces external depreciation. 
The reverse is the case when internal prices fall below the world 
level of gold prices. It clearly follows that stability of internal 
prices in relation to the world level of gold prices will prevent 
those repercussions, and will therefore prevent instability of the 
external value of the monetary unit, that is, of the exchanges. 
And if the exchanges are stable, and keep within the 
up^r or lower gold points set by the fixation of the price at 
which the Reserve Bank undertakes to buy and sell gold, it will 
not be called upon either to buy or sell gold. Provided, there- 
fore, the Bank follows a judicious policy of limiting the monetary 
circulation to the actual needs of the country by an appropriate 
credit ^licy, and so keeps the internal value of the rupee stable, 
the obligation to buy and sell gold will cause it no embarrassment. 

116. It is evident that a limitation of the monetary circulation 
to the real needs of the country postulates contraction and expan- 
sion of the currency in accordance with those needs. In a mainly 
agricultural country like India those needs fluctuate widely, not 
merely according to the seasons of the year, but also according 
to the abundance or otherwise of crops and the prices they 
command. If that part at any rate of the notes which the Bank 
issues to meet the need of expansion is secured by assets of a 
character corresponding to this need of expansion, that is, if these 
assets mature and are liquidated when the increased monetary 
circulation is no longer needed, the process of expansion and 
contraction becomes almost automatic. The true commercial 
bill, that is a bill drawn in respect of a genuine commercial trans- 
action, has these characteristics in a pre-eminent degree. It is 
a self-liquidating asset in the sense that the liquidation of the 
commercial transaction liquidates the bill. It is for this reason 
that the charters of most of the central note-issuing banks provide 
for their note issues to be secured partly by commercial bills. The 
charter of the Reserve Bank of India should contain a similar pro- 
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vision. With a view to promote the growth of these commercial 
bills we recommend that the stamp duty on bills of exchange 
be abolished.* With the same aim, we also recommend the sale 
by post offices of bill forms in the English language and the 
vernacular in parallel. 

We now turn to the other assets which are to be held by the 
Bank to secure its note issue. 


Reserve to assure external stability. 


117. While internal stability ]s a fundamental condition to 
assure the external stability of the rupee, it is nevertheless 
essential that the note issue should be secured to a substantial 
extent by assets which are capable of rectifying a temporary dis- 
equilibrium in the foreign balance of payments. Disequilibria 
are bound to occur, sometimes for seasonal causes, and some- 
times for reasons of a bad harvest or financial stringency intern- 
ally or externally. Gold and gold securities are the assets most 
suitable for this purpose, for they can be readily employed to 
discharge external liabilities, pending the adjustment of the dis- 
equilibrium through an appropriate credit policy by the Bank. 

118. It is evident that the maximum amount which needs to- 
be kept at any given time as a reserve to maintain the external 
value of the rupee is the amount by which India’s payments 
abroad exceed her receipts from abroad at that time, or briefly, 
India’s adverse balance of payments at any given time. But, as 
every sale of gold or gold exchange by the Eeserve Bank operates 
in the direction of contracting the internal circulation, and as 
there is a point beyond which the contraction of the monetary cir- 
culation cannot be carried, it may be said that the size of the 
gold reserve need not exceed the maximum amount to which- 
currency can be so withdrawn from circulation. 

119. If notes were the only token money circulating in India 
it would be a comparatively simple matter to determine to what 
extent they are to be secured by gold assets. The experience 

ot other central note issuing banks is a valuable guide in this, 
respect. ‘ ® 


problem in India is a more complex one, due to 
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rupees in is&ue does not ordinarily serve as a medium of 
exchange, but is held as a store of wealth. Rupees which do 
not ordinarily serve as a medium of exchange, when eniployed 
for the purchase of gold at the Reserve Bank, do not cause 
a contraction of the monetary circulation in the accepted sense. 
Their use for this purpose does not therefore produce the auto- 
matic reaction on internal prices which is produced by a con- 
traction of that part of the rupee circulation which is doing 
money’s work. 

121. The system of currency which we recommend makes it 
improbable, however, that these rupee hoards will be presented 
immediately for conversion into gold, for none of its provisions 
•create an incentive to do so. It seems, nevertheless, desirable to 
provide for this contingency, for the Reserve Bank could obviously 
not face the strain and_loss which would fall on it if these rupees 
were tendered in wholesale fashion for conversion into gold, 
and if it had to sell them for the value of their silver contents. 
To safeguard its position the following measures are recom- 
mended. There should be added to the liabilities, over and above 
the liabilities in respect of the note issue, an amount of Rs. 50 
•crores which is to be secured by assets in the same manner as if ir. 
formed part of the note issue. The Bank should, moreover, be 
given the right to deliver to the Government against payment in 
the form of notes, gold or gold securities (at the rate of Rs. 4 
for each Rs. 5 of rupee coin), all the rupee coin coming 
into its possession in excess of certain specified amounts, wdiich 
are to be regarded as the upper limits to which rupee coin may 
be held as a reserve asset. 

122. The effect of this provision is that, if and when silver 
rupees are withdrawn from circulation as redundant, the obliga- 
tion to finance the withdrawal falls on the Government of India, 
and that is the quarter in which it should fall, because it was 
the Government that put them into circulation. But to assist 
in the finance, under the five to four ratio the Government of 
India, as is reasonable, receive back from the reserves, pari passu 
with the withdrawal, an amount which may be regarded as 
roughly equivalent to the original profits on coinage, the proceeds 
of which, accumulated in the Gold Standard Reserve, we propose 
to make over to the Bank. 

123. The official witnesses in India have submitted estimates 
tending to show that the total amount of rupee coin at present 
in issue is from 350 to 400 crores. Taking the latter figure, and 
•deducting from it 150 crores, as the amount which, in their 
opinion, could in no event be spared from the ciiculattion, they 
come to the conclusion that an amount of Rs.250 crores may 
be regarded as that part of the rupee circulation which does not 
primarily serye monetary purposes. Differences of opinion 
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exist as to the minimum amount of rupees required by the large 
masses of the Indian population for the carrying on of small 
transactions. We are unable to frame any reliable estimate of 
this amount, but we do think that, in order to establish the new 
system on the safest basis, we should take the safest 
figure of rupee contractibihty, viz. : that put forward by the 
official witnesses, as our guide. The figure of 250 crores 
includes Es. 85^^ crores of silver coin and bullion now held in the 
Paper Currency Eeserve, of which, on the basis of the figures 
given for purposes of illustration in paragraph 144 below, 67 
crores should be handed over to the Eeserve Bank on 
taking over the note issue, while the balance of 18 crores 
should be retained by the Government for gradual disposal. 
If, as does not seem unlikely, the 67 crores gradually 
go into circulation, the total amount of rupees that might 
then be spared from circulation may be assumed to amount to 
about 232 crores. It is this amount which, while outstanding, 
would be secured by the 50 crores of addition to the Eeserve. 
If and when these rupees come back from circulation and are 
delivered to the Government under the before-mentioned pro- 
posal, these 50 crores will be diminished at the rate of 1 rupee 
for every 5 rupees of redundant rupees delivered. In the event 
of further rupees being issued by Government on the Bank’s 
demand, this process would, of course, be reversed. 


124. Having in this manner provided for the possibility 
of hoarded rupees being converted into gold, it remains 
to deal with the gold and gold security re.serve to be 
provided for that part of the monetary circulation, which 

!w ? medium of exchange. If it be assumed 

that 150 crores of rapee coin can in no circumstances be spared' 

— ™ ^Odafaon-aud this is the minimum estimate 
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issue ran be spared from oireulation. and what gold and <»old 
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England is authorised to issue its own notes on the security of 
Government Debt to an amount fixed by statute. Any additional 
notes over and above this fixed fiduciary limit have to be secured 
by a gold backing of 100 per cent. The system rests on the 
thoroughly sound doctrine that there is a minimum of currency 
which must always remain in circulation unless the mechanism 
of exchange is to break down completely, and that, so long as tlie 
fiduciary issue is well within that minimum, there is no danger 
of the purchasing power of the currency being adversely affected. 

127. The Act of 1844 requires the separation of the business of 
note issuing and banking into two separate departments — the 
Issue Department and the Banking Department. The Issue 
Department deals exclusively with the issue and redemption of 
notes. It holds the gold reserves, and creates on their security and 
on the security of the fixed amount of Government Debt all the 
notes that it is entitled to create under the Act. The notes so 
created and issued to the public constitute the active circulation, 
while the balance of notes created but not issued to the public 
constitutes the Beserve, which Reserve is held by the Banking 
Department. That Department is concerned with the discount, 
credit, and banking business generally. The size of that Reserve 
constitutes the limit to which the currency can be expanded. If 
more currency is needed (as, for instance, in a severe crisis), 
nothing remains but to suspend the Bank Act. That, as is well 
known, has happened three times in the history of the Act up 
to the outbreak of the great war. 

128. It will be appreciated that, under this system, expansion 
or contraction of the note issue beyond the fixed fiduciary limit 
takes place at a rate exactly corresponding to the increase or 
decrease of the gold reserves. The system is a cautious one, 
but safety is secured at the expense of elasticity. In spite of 
its rigidity, however, the system has worked well in England, not 
because expansion and contraction are not as necessary there as 
they are in other countries,, but because the widespread develop- 
ment of the joint stock banking organisation of the country has 
led to the cheque, and not the bank note, being the chief medium 
of exchange. Expansion and contraction of the currency in 
England thus takes place through the cheque currency, and so 
imparts to the system the necessary elasticity. 

129. The other system which might be chosen is that in 
operation in many of the countries on the continent of Europe, 
in the United States under the Eederal Reserve system, and in 
South Africa. It may conveniently be termed the propor- 
tional reserve system. The system does not require the note 
issuing and banking functions to be separated inio two depart- 
ments. Under it, the notes in active circulation are secured by 
a minimum percentage of gold or gold securities, which is laid 




52 


down by statute, and which is 40 per cent., in the case of the 
^Federal Beserve System and in South Africa, and is less in other 
countries. These minima, however, ai’e not rigidly fixed, but 
may be transgressed with the consent of the G-overnment for 
short periods on the condition that the issuing bank pays a 
tax reckoned on the amount of the deficiency. This tax is 
made to rise steeply as the deficiency increases. It wdll be 
appreciated that the fact that the G-overnment ’s permission has 
to be obtained, and that this permission is only given for com- 
paratively short periods, and further, that the bank has to pay 
a steeply rising tax, forces the bank to take prompt measures to 
redress the situation by an appropriate credit jKilicy. It will also 
be appreciated that, under this system, an actual suspension of 
the Bank Act need not take place. 


130. Its chief characteristic is that expansion and contraction 
do not, as in the case of the fixed fiduciary issue, take place at the 
same rate as the gold reserves increase or decrease, but that 
it permits expansion, and forces contraction to take place 
(assuming as an example the Federal Beserve system) in the 
proportion of 100 : 40. An addition of 40 units to the gold reserve 
permits the bank to issue notes to the amount of 100 units. 
Conversely, a loss of reserves of 40 units forces a contraction 
of notes to the extent of 100 units. The system thus permits of 
a far wider range of expansion and contraction than the fixed 
fiduciary issue system. It should be mentioned, howevez*, that 
the Central Banks working under this system ordinarily main- 
tain a reserve ratio far above the legal minimum. Their 
re-seiwe, in pre-war days under normal conditions, used to be in 
the neighbourhood of 50 to 60 per cent. The system, it will be 
^eii, possesses the quality of elasticity to a far greater extent than 
the fixed fiduciary system. The objection is sometimes raised 
that, bemuse of this greater elasticity, it lends itself to inflation 
mid IS therefore less to be recommended than the fixed fiduciary 
issue system. It may, on the other hand, be said that, as the 
fixed fiduciary issue system can only work satisfactorily where 
the chief medium of payment is not the note but the cheque 
the scope for inflation through an undue expansion of credit is 
just as great as it is in the case of the proportional reserve system 
with legal ender money as the chief medium of excWe B^h 


Proportional reserve system recommended for India. 
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Bank Charter Act. The need for seasonal expansion and con- 
traction in India is particularly pronounced owing to the mainly 
agricultural character of its internal economy. We therefore 
recommend the adoption of a proportional reseiwe system of note 
issue; and the outlines of the charter presented later in this 
Report have been framed on that principle. 

Gold and gold security reserve. 

132. In the light of the experience of other note-issuing banks 
which are working this system, it seems safe to provide for the 
gold and gold securities in the reserve to be not less than 40 per 
cent, of the liabilities, i.e., of the notes in issue plus the 50 crores 
on account of outstanding rupees. The Bank would, of course, 
in normal times, work to a percentage much higher than the* 
40 per cent, minimum. 

Other reserves, 

133. The remainder of these liabilities might be secured by 
Grovemment of India rupee securities and rupee coin, though 
certain qua.lifying conditions should be made in regard to their 
use as reserve assets. 

134. Dealing first with the use of rupee coin for the purpose,, 
the following considerations are relevant. The scheme under 
consideration contemplates no statutory obligation upon the 
Reserve Bank to convert its own notes into rupee coin. There 
is therefore no logical necessity for the Bank to hold 
rupee coin in its Issue Department (though it will doubtless hold 
it in appropriate quantities in its Banking Depajrtment) when*, 
once the Government of India notes have been replaced by 
Reserve Bank notes. The desirability of eliminating rupee coin 
from the Issue Department is emphasised when its worth as a 
reserve asset is examined. From the point of view of the 
management of the currency by the Bank, the rupee coin is 
indistinguishable from the notes it issues, in spite of the 
fact that the rupee, appropriately described as a “ note 
printed on silver,” is made of a more costly material 
than the paper note. Both are tokens depending for their 
purchasing power upon the limitation of their issue, and both 
require to be secured by an adequate amount of gold and 
gold securities to assure their external value. The fact that 
seme 85* crores of rupees have found their way into the Paper 
Currency Reserve is proof that, for the time being at any rate, 
they are redundant. Hence their unfitness as an asset to secure 
the stability of the purchasing power of the currency- 

135. On the other hand we propose, for the reasons indicated 
in paragraph 69 above, to make it incumbent on the Bank to 
supply rupees freely to the public in such quantities as may be 
required for circulation, and we propose to lay on the Government 

* See first footnote on page 6. 



54 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


the duty of supplying rupees to the Bank in order to enable it to 
carry out this obligation. It is conceivable that a large rise in 
the price of silver might prevent the Government from discharg- 
ing this duty, in ‘which case the Bank would be freed from its 
obligation. But so long as the obligation prevails it is reasonable 
to permit the Bank to hold some of the rupees required to fulfil 
it in the Reserves of the Issue Department. The present stock 
is undoubtedly excessive, and we propose that a part of it should 
be retained by G-overnuient. The balance of (say) 67 crores will 
be made over to the Issue Department at the outset, and it is 
not unlikely that a considerable portion will be absorbed as a 
necessary addition to the currency in the first few years. If 
rupees are wanted for this purpose they will automatically flow 
out of the Issue Department, and will then be replaced by assets 
of a more desirable kind, such as commercial bills, or gold. If, 
on the other hand, they are not wanted, and do not flow out 
of the Issue Department, they are clearly undesirable as a 
reserve asset, and should therefore be got rid of deliberately 
ahd be replaced by assets of a more eligible character. 

These considerations have led to a provision being included 
in these proposals to limit the quantity of rupee coin which the 
Bank is permitted to hold in its Issue Department to gradually 
diminishing amounts spread over 10 years. 


136. Dealing with the question of the propriety of including 
Government of India securities among the reserves, it is easy 
to apjpreciate that they form a far less desirable asset than com- 
mercial bills, for they lack that most useful quahty of the latter 
to_ expand and contract the currency automatically in accordance 
with the needs of the country. In the case of Government 
securities, expansion and contraction depends entirely upon the 
will and judgment of the currency authority, and is therefore 
more liable to errors of judgment. A large holding of Govern- 
ment securities, moreover, might give rise to difidculties in con- 
nection with their realisation if the need for it arose. Their 
inclusion among the reserve assets of the Issue Department can 
therefore only be justified if the amount held is hmited to only 
so much of the circulation as is unhkely, in any circumstances, 
to be withdrawn, pltis such further amount as can in all prob- 
ability be realised without causing an undue disturbance of the 
Government’s credit. 


^^5.^ conditional utility which attaches to ordinary 
se^rities is absent in the case of the “ created ” securities thait 
no^^ find a place in the Reserve. In respect of these, we recom- 
mend that the Government should be required to replace them 
by marketable securities gradually within a period of 10 years. 


Separation of the Banking and Issue Departments. 

137; We have stated above that the proportional reserve 
system does not necessitate the separation of the banking and 
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note issuing functions of a Reserve Bank. Wherever the system 
is in operation no such separation is in fact made. If, neverthe- 
less, in the plan submitted in our Report such a separation is 
proposed, it is because we have been impressed by the 
view put forward by many witnesses that the accounts 
of the Reserve Bank should be presented in the simplest 
possible form, and that it is essential from this point 
of view to set out in a separate statement the assets and 
liabilities in respect of the note issue. We think that such a 
separation would inspire greater confidence in the new note. 
Although this is a novel way of dealing with the matter, there 
would seem to be no strong reason why it should not be adopted. 

Crovemment Gruarautee of the Bank Note. 

138. We recommend that the notes of the Bank shall be 
guaranteed by the Government of India. The purpose of this 
guarantee is to promote confidence in the notes of the Bank. 
A. double change is proposed in the status of the note. It is 
to be a bank note instead of a Government note, and it is to 
be convertible into gold bars and not as of right into silver rupees 
as in the past. In order to obviate any discredit that might 
attach to the new note in consequence of these changes, it is 
in our opinion essential that the note should be guaranteed by 
the Government at least for the first period of the Bank’s charter. 
We propose below a provision which will adequately secure the 
Government in respect of that guarantee. 

Outlines of the Proposed Provisions of the Charter. 

139. It will be convenient now to formulate, amplify and 
summarise the plan for the Reserve Bank which we recommend, 
in the form of outlined provisions for a charter. 

Relations with the Government of India and the Secretary 

of State. 

140. The provisions of the charter dealing with the relations 
of the Bank, the Government of India and the Secretary 
of State, should be framed to cover our general recommendations, 
as follows : — 

The Bank undertakes to accept monies for account of the 
Government of India and the Secretary of State and to make 
payments up to the amount standing to the credit of their 
accounts, and to carry out all their exchange, remittance, invest- 
ment and other banking operations, including the management 
of the Government of Ridia Debt, on conditions to be mutually 
agreed upon. 

The Government of India and the Secretary of State under- 
take to entrust the Bank with all their money, remittance, 
exchange and banking transactions in India, London and else-" 
where, subject, in the case of London, t’o existing or future. 
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arrangements with the Bank of England, and in particular to 
deposit, free of interest, all their cash balances and to concen- 
trate all their money transactions at the Bank, its branches or 
agencies. The G-overnment of India and the Secretary of State 
undertake, further, to entrust the Bank with any transactions 
they may desire to undertake in gold and securities, as also their 
ordinary transactions in silver, with the management of the 
G-overnment of India Debt both in India and in Ijondon, and 
with the issue of any new loans, subject, however, to existing 
or future arrangements with the Bank of England in regard to 
the management' of the Government of India Debt in London 
and the issue of new loans there. 


Note issue. 

141. The Bank shall have the sole right to issue bank notes 
in India for a period of (say) twenty-five years, provided that 
the Government of India may continue to issue notes as hereto- 
fore during such time as the Bank requires to put itself in a 
position to issue its own notes in substitution for the Government 
of India notes now in circtilation. As soon as the Bank has 
notified the Government that it is in a position to issue notes, 
the Government shall cease to issue or re-issue its own notes, 
or any other type of paper money. Not later than five years 
from the date of the charter becoming operative the Government 
of India notes still outstanding shall cease to be legal tender 
except at Government treasuries . 


Denomination of notes. 

142. The denominations of the notes issued by the Bank shall 
^ 1, 5, 10, 60, 100, 600, 1,000 and 10,000 rupees, or such other 
Cou^l^^^°^^ approved of by the Governor-General in 

Issue Department. 

■ notes shall be conducted by the Bank 

iLn “ be called “ The Issue Department,” which 

fn tlie department 

i?to be^caM®““^^ “ ®®i'ried on and which 

Sna?Sfrt*hf t!? ® than 

ine liabilities of the Issue Department as defined in the charter 

(see paragraph 1«). It ahall be lawful for the Central Said 
of Goyemors if they think fit, to appoint a Committal or Com- 
mittees, of Governors for the conduct and management of the 

members, and define, alter and regulate the constitution and 
powers of such Committee as they shall think fit. Provided 
nevertheless that the Issue Department shall always be kept 
separate and distinct from the Banking Department. ^ ^ 
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Transfer of reserves to the Issue Department. 

144. There shall be transferred and appropriated by the 
Grovernment of India to the Issue Department of the Bank the 
following assets, to be set forth in detail in a schedule to be 
attached,, viz. : — 

Crores. 

Rupee coin of a face value of 67 

Rupee securities of a market value of ... 50 

Gold securities of a market value of ... 88 

Gold coin and bullion at par value ... 30 


235* 


Thereupon there shall be delivered by the Issue Department to 
the Banking Department such an amount of bank notes a,j» 
together with the Government of India notes then in circulation, 
shall be equal to the aggregate amount of the rupee coin, rupee 
securities, gold securities and gold coin or bullion so appropriated 
to the Issue Department, less a sum equal to the amount of the 
rupee redemption liability referred to in the section (paragraph 
146 below) dealing with the “ Definition of liabilities of the 
Issue Department.” 

From and after such transfer and appropriation to the Issue 
Department, it shall not be lawful for the Issue Department 
of the Bank to issue its notes to the Banking Department except 
in exchange for other notes of the Bank, or Government of India 
notes, or for gold coin and bullion, or gold securities, or 
rupee coin, or Government of India securities, or such bankable 
bills of exchange as are permitted under the charter to form the 
security for the issue of the Bank’s notes. Provided always that 
it shall be lawful for the Banking Department to pay out all 
Reserve Bank notes which it shall at any time receive from 
the Issue Department, or otherwise, in the same manner as 
such payment would be lawful if made by any other person. 

Reserve requirements. 

145. The character of the Reserves, which it shall be lawful 
for the Issue Department to hold as security for its liabilities, 
should be closely defined. Of its holding of gold coin or bullion, 
at leaet one-half shall be held in the Bank’s custody in India, 
while the remaining half may be held outside India in the 
custody of its branches or agencies or deposited in other banks 
earmarked for the Bank’s account. Gold in any Mint or in 
transit belonging to the Bank shall be counted as part of its 
reserves. 

* These figures are as shown in Schedule III, based on the note circulation * 
figures of 30th April, 1926, and are illustrative only. 
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The gold securities which it shall be lawful for the Issue 
Department to hold as part of its Reserves shall be securities 
the capital and interest of which shall be payable in a currency 
which is exchangeable into gold on demand and exportable in 
that form. They may be the following : — 

(а) Balances standing to the credit of the Issue Depart- 
ment of the Bank at the Central Note Issuing Bank of a 
foreign country ; 

(б) Bills of Exchange of a maturity not exceeding 90 
days bearing at least two good signatures drawn on and 
payable at a foreign money centre; 

(g) Securities of Governments other than the Govern- 
ment of India. 


Provided that for a period of 2 years from this charter 
becoming operative the Issue Department may hold Government 
of India sterling securities to an amount not exceeding 
Rs. 7 crores, and provided further that, after the lapse of 2 years 
at least one-half of the securities of Governments other than 
the Government of India shall be of a maturity not exceeding 
6 years. 


The Reserves to secure the liabilities of the Issue Department 
must consist of gold or gold securities to an amount of not less 
than 40 per cent, of these liabilities, provided that the holding 
of gold coin and bullion shall not be less than 20 per cent, of 
th6 liabilities after tbe end of the 6th year and 25 per cent, of 
the liabilities after the end of the 10th year from the date of 
the charter becoming effective. In no case, however, shall it 
be less than Rs. 30 crores. In order to enable the Issue Depart- 
ment of the Bank to show in its opening accounts a reserve 
ra 10 o not less than 50 per cent., that is to show a good margin 
minimum requirement, the Government of India 
should be required to replace any necessary amount (Rs. 7 crores 
on the basis of the figures of note circulation on the 30th April 
last) of created rupee securities by gold securities. If the 
^vernment should find it inconvenient immediately to provide 
smtable gold securities, they may be allowed to replace such 
“ eqaf alent amount of OoYemment of India 
ste^g securitaes (created ad hoc), these to be replaced within 
2 years by gold securities of the kinds specified above. ■ 

The balance shall be secured by the holding in the Issue 

fnrstb”*/ .Goverrmfent of India ?u^e seC^to 

Md such domestic *afts, bills of exchange sEnd bankers’ 
acreptanoes as ^e eligible for purchase by the Bank under this 
charter, provided that the rupee coin held shaU ^e^eS 
^oimts spedfied in the follo^ng tabfe or c^f of he 

labihties of the Issue Department, whichever is the greater ■— 
Ks. 70 crores until the end of the third year. 
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Us. 50 crores from the end of the third to the end of the sixth 
year, 

Us. 35 crores from the end of the sixth to the end of the 
tenth year, 

Es. 25 crores thereafter; 

and provided further that the G-overnment of India rupee 
securities held shall not exceed 25 per cent, of the liabilities 
with a maximum (overriding) of Es. 60 crores. 

At the outset, any excess in the combined assets of the Paper 
Currency and G-old Standard Eeserves over the liabilities (as 
defined in the next succeeding clause) shall be retained by the 
Government in the form of silver bullion and coin. Schedule III 
to our Eeport shows, on the basis of the figures of 30th April. 
1926, the assets and liabilities of the Issue Department. 


Definition of liabilities of the Issue Department. 

146. The liabilities of the Issue Department referred to in the 
preceding paragraph (Eeserve Eequhements) shall be an amount 
equal to the amount of G-ovemment of India and Bank notes in 
issue plus an initial amount of 50 crores in respect of “ rupee 
redemption,” which latter amount is to be reduced by one rupee 
for every five rupees delivered to the Government of India by 
virtue of the provisions in the next succeeding paragraph. The 
reverse procedure shall be followed when rupees are issued by 
the Government to the Bank, i.e. the rupee redemption liability 
will be increased by one rupee for every 5 rupees so issued. 


Right to deliver redundant rupees to Government. 

147. The Bank shall have the right to deliver to the Govern- 
ment of India against payment of four rupees in notes, gold or 
gold securities for every five rupees coin so delivered all the 
rupee coin of which it may become possessed in excess of the 
amount which, under the clause headed ” Eeserve Eequire- 
ments ” it is permitted to hold as part security for the liabilities 
of the Issue Department. Conversely the Bank shall be entitled 
to obtain rupees current under the Coinage Acts from the 
Government of India on payment of 4 rupees in notes, gold 
or gold securities for every 5 rupees so obtained. 

148. The Government of India’ shall undertake not to re-issue 
any rupee coin delivered under this or the preceding clauses nor 
to coin and put into circulation any fresh rupees, except to the 
Bank and on the Bank’s demand. The Bank, on the other hand, 
shall undertake not to dispose of rupee coin otherwise than for 
the purposes of circulation or by delivery to Government as 
hereinbefore prescribed. 
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Notes to be legal tender and guwranteed by Government. 

149. The notes of the Bank shall be legal tender for the pay- 
ment of any amount, and shall be guaranteed by the Govern- 
ment of India. If and when the Bank fails to comply with the 
provisions of clauses 150-151 to buy and sell ^old on 
the prescribed conditions, and the Government s guarantee thus 
becomes operative, or if and when it fails to comply with any 
other provision of the charter, which in the opinion of the 
Governor General in Council is essential, the assets held 
in the Issue Department shall become the property of the 
Government so far as they are required to meet the liability of 
the notes or of rupee redemption. Such failure shall involve the 
forfeiture of the privilege of note issue, unless it were caused by 
an impediment due to force majeure and recognised as such by 
the Governor-General in Council. 

The Bank to sell gold. 

160. The Bank shall sell to any person who makes a demand 
in that behalf at its offices at Bombay, Calcutta or Madras, during 
the office hours of the Bank, and pays the purchase price in any 
legal tender money, gold bullion for delivery at its Bombay office 
at the price* of Bs. 21 as. 3 ps. 10 per tola (180 grs.) of fine gold, 
but only in the form of bars containing approximately 400 ozs. 
(1,065 tolas) of fine gold. Provided that whenever the market 
rate for the selling price of telegraphic transfer on London is 
less than the upper gold point of the exchange as defined below, 
the Bank shall sell gold as aforesaid for delivery at its office at 
Bombay or in London at the option of the purchaser at prices 
hereinafter called the notified prices. 

The upper gold point referred to above is equivalent to l5. 6d. 
gold pltis a proportionate amount to cover the cost 
of shipping' gold bullion from London to Bombay, in- 
cluding packing, freight, insurance, and loss of interest, 
and shall be determined and published in the same manner 
as the notified prices. The notified price for delivery in 
London ^all be the said price of Es. 21 as. 3 ps. 10 per 
tola, with the addition of an amount corresponding to the 
expenses of the shipment of gold bullion from Bombay to the 
Bank of England, London, including packing, freight, insurance, 
and loss of interest. The notified price for delivery in Bombay 
shall be the said price plus an amount corresponding to twice the 
said expenses. The notified prices shall be calculated by the 
Bank from time to time as necessary. They shall be submitted 
to the Government of India, which shall satisfy itself that 
they have been calculated in the manner provided above, and 
certify the same. They shall be published with the certificate by 
notification in the Gazette of India, and the publication of the 

• * The figures in this paragraph are basedrupon our recommendation' in 
section IV of the Report regarding the parity of the rupee. 
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notification and certificate shall be conclusive as between the 
Bank and all parties as to the prices at which the Bank shall sell 
gold.* 

The Bank to buy gold. 

151. The Bank shall be obliged to buy from any person who 
makes a demand in that behalf at its offices in Bombay, Calcutta, 
and Madras, during the office hours of the Bank, in exchange for 
any legal tender money, gold bullion for deliver}’ at its Bombay 
office at the price of Bs. 21 as. 3 ps. 10 per tola of fine gold, but 
only in the form of bars containing approximately 400 ozs. (1,065 
fiolas) of fine gold ; provided always that the Bank shall in all 
<jases be entitled to require such gold bullion to be melted and 
assayed by persons approved by the Bank at the expense of the 
parties tendering such gold bullion. 

The Bumh to maintain the free interchangeability of the 
different forms of legal tender currency. 

152. It shall be the duty of the Bank to maintain the free inter- 
'changeability of the different forms of legal tender currency. It 
-shall issue notes on demand in exchange for rupees and it shall, in 
exchange for notes of Bs. 5 or upwards, supply notes of lower 
value or rupees or other token coins in such quantities as may be 
required for circulation. It will be the duty of the (government 
to supply such silver rupees or other token coins to the Bank on 
demand. Should the (^vernment at any time fail to discharge 
this duty the Bank will be released from its obligation to supply 
«ueh coins to the public. 

Suspension of Reserve requirements and tax on note issue. 

163. The Bank shall be authorised and empowered, subject to 
"the consent of the G-overnor-General in Council, to suspend for a 
period not exceeding 30 days, and from time to time to renew such 
suspension for periods not exceeding 15 days, the requii*ements 
as to gold and gold securities reserve specified in the charter ; 
provided that, upon the amounts by which the reserve 
ior the notes falls below the requirements of the charter 
in respect of such notes, a tax shall be paid to the 
Government equal to the Bank’s discount rate in force at the 
particular period plus one per cent, per annum when the gold and 
gold securities reserve against the notes is less than 40 per cent, 
but more than 32 J per cent, and an additional 1^ per cent, 
per annum in respect of each 2^ per cent, decrease or part 
thereof by which the reserve falls below 32^. Provided that the 
tax sball in no event be less than 6 per cent. 


* As to the calculations ronceruecl, see Schedule I. 
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Bank exempt from further note tax. 

154. The Bank shall be exempted from the payment of any 
tax or duty upon its note issue, other than the graduated tax 
provided for in the last preceding paragraph. 

Condition of note currency. 

155. The form and material of the notes issued by the Bank 
shall be approved by the Governor-G-eneral in Council. 

The Bank shall not re-issue notes which are torn or partially 
defaced or are soiled by excessive handling, and provision shall 
be made by the Bank for the disinfection and sterilization of 
notes before re-issue. 

In order to express on the face of the new note the 
cardinal features, viz., the guarantee of Government and the 
fact that it is essentially a Bank note, we suggest that its 
form should be as follows : — 


RESEBVE BANK OE INDIA. 

GUABANTEED BY 
THE GOVEBNMENT OE INDIA. 

ONE HUNDBED BUPEES. 

Eeserve Bank of India notes are legal tender 
for the payment of any amount and are convertible into 

gold in accordance with the provisions of 

Act of 

Issued by the Beserve Bank of India under the 
authority of the above Act. 


Chief Cashier. 


Audit. 

156. The provisions of the Imperial Bank of India Act, 1920, 
Schedule n, regulations 58 to 60 inclusive,, regarding the election 
of auditors, the right of the Governor-General in Council to 
appoint an auditor, and their rights and duties, seem appropriate 
and should be embodied in the new charter, with one modifi- 
cation, namely, that instead of three auditors, the new charter 
shall provide for not less than two auditors or firms of auditors. 
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Returns. 

157. — (1) The Bank shall make up and transmit to the 
Governor-General in Council weekly an account of the Issue 
Department and of the Banking Department in the form set 
out in Schedule IV. The Gtivernment shall cause copies of 
these accounts tO' be published in the next succeeding issue of 
the Gazette of India. 

(2) The Bank shall also, within two months from the close 
of each half of the financial year, transmit to the Governor- 
General in Council a copy of its half-yearly accounts, signed 
by the Managing Governor, Deputy Managing Governor, and 
the Chief Accountant of the Bank, and certified by the auditors, 
and the Government shall cause such copies to be published 
in the Gazette of India. 

(3) The Bank shall also, within 60 days after the 31st Decem- 
ber in each year, transmit to the Governor-General in Council 
a list giving the names, addresses and occupations and the 
number of shares held by each shareholder of the Bank. 

Bank rate. 

168. The Bank shall make public from time to time the 
minimum rate at which it is prepared to buy or rediscount bills 
of exchange, or other commercial paper eligible for purchase 
under the charter. 

Secrec'tf as to the business of the Bank. 

159. The Governors, officers and employees uf the Bank shall 
be obliged to maintain secrecy in regard to the affairs of the 
Bank and its customers, and any person contravening this 
provision shall be liable to a heavy pecuniary fine or imprison- 
ment, or both. 

Falsification of books, statements, etc. 

160. Any Managing Governor, Deputy Managing Governor, 
Governor, officer, or employee of the Bank — 

(a) who falsifies any account, statement, return or other 
document respecting the affairs of the Bank, with intent 
to defraud or in a manner calculated to deceive shall be 
guilty of an offence and liable on conviction to imprisonment 
or to a fine, or to both. 

(b) who negligently and in breach of his duty makes, 
prepares, signs, approves or concurs in any account, state- 
ment, return or other document respecting the affairs of the 
Bank containing any false or deceptive statement, shall be 
guilty of an offence, and liable on conviction to imprison- 
ment, or to a fine. 

57688 0 
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Cash Reserves to be maintained by banks and bankers 

against deposits. 


161. It seems highly desirable that the Bank Act should also 
include provisions compelling every bank or banker transactino 
business in India, from a date to be notified by the Govern oi? 
General, to establish and maintain minimum reserve balances 
Muth the Eeserve Bank equal to 10 per cent, of its or his demand 
liabilities to the public in India, and 3 per cent, of its or liis 
time liabilities to the public in India. It should be made 
obligatory upon every bank or banker transacting business in 
India to make a return at the end of each month, signed by the 
Chief Officer and Chief Accountant, or, in the case of a private 
firm, a Partner and the Chief Accountant of the fii'm, and to 
send such return to the prescribed officer of the Government 
and to the Bank, showing ; — 

{a) The amount of the demand and time liabilities respec- 
tively to the public in India ; 

(b) The amount of Government of India and Bank notes 
respectively held in India; 

(c) The amount of rupee coin and subsidiary coin respec- 
tively held in India ; 

(d) The total amount of advances and discounts resnec- 

tively in India ; and ^ 


(e) The reserve balances held at the Eeserve Bank. 

Pailure to comply with this provision should be subject to a 
penalty recoverable by action in a competent court. A sumniai'v 
of su^ monthly return for each bank or banker sliould be 
published in the Gazette of India, 


When it appears from any monthly return that any bank or 
banker has failed to maintain the required reserve balances it 
shall be competent for the Government of India to cull for such 
f or make such inspection of the books and accounts 

necessary to ascertain the 

^rbank^n t continued, 

^fch Sail hp ^ penalty at a rate per annum 

shall be 3 per cent, above the Eeserve Bank’s official 

it Continued® each day that 

It c^tmued The penalty shall be raised to 5 per cent above 

nSfb ® discount rate after the first seven days 

of the deficiency. No bank or banker may at any time make 

lequiied under this section is restored. 


Interpretation of term “ Bank or Banker.” 

“ bank or banker ” should be 
interpreted as meaning every person, firm, or oompanv usine in 
Its description or title “ bank ” or " banker ”T“^baXnV” 
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iind every cx>mpaiiy accepting deposits of money subject to 
withdrawal by cheque, draft, or order. We recognise, however, 
that in view of the special conditions of indigenous banking in 
India, this matter will require more detailed consideration than 
we have been able to give to it, and we recommend that it be 
further examined. 

Functiona a-ivd capacities of the Bank. 

163. The functions and capacities of the Reserve Bank shall 
be as defined in Schedule II. 

Regulations. 

164. A provision should also be inserted in the charter giving 
the Grovernor-G-eneral power to make, from time to time, 
regulations, not inconsistent with the charter, prescribing all 
matters which are required or permitted to be prescribed, or 
which are necessary or convenient to be prescribed, for giving 
effect to the provisions of the charter. 

Time Table. 

165. The above proposals cannot, of course, all be brought 
into operation at once. The existing agreement with the 
Imperial Bank of India, for instance, is not due to expire until 
the 27th January, 1931, and the contract with the Bank of 
England for the supply of G-overnment notes is not due to expire 
until the 30th June, 1929. The earlier termination of either 
agreement could no doubt be negotiated. On the assumption 
that the necessary arrangements are made, we recommend the 
following time table for the chief changes : — 

The transfer of assets referred to in paragTaph 144 should 
be made as soon as the Reserve Bank notifies that it is 
in a position to issue its own notes, but not later than 
1st January, 1929. 

The obligation to buy and sell gold should come into 
operation on a date to be approved by the G-overnor- 
General in Council on the proposal of the Bank, but not 
later than the 1st January, 1931. 

Transitory Provisions. 

166. During the transition period the cmrency authority* 
must be under an obligation to buy gold and to sell gold or 
gold exchange at its option at the gold points of the 
accepted gold parity of the rupee. It should take whatever 
steps are required to convert in the safest and most gradual 

* By currency authority is meant the G-overnment of India or the Beserve 
Bank of India, whichever is in control of the note issue. 
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manner a portion of the sterling balances into gold bullion, 
and should pursue a policy calculated to strengthen the position 
of the Bank in relation to gold when it assumes charge of the 
currency and the Beserve. 

We desire expressly to emphasise that this recommendation as 
to the transition period is of the essence of our proposals. The 
Grovernment of India should at once publicly announce its accept- 
ance of the obligation as defined, and should fulfil it without 
variation during the period of transition. We are of opinion that 
this obligation should be embodied in statutory form. In 
Schedule V we suggest an outline, form for such statute. 

Interdependence of Becommendations. 

167. In conclusion, we desire to emphasise that our recom- 
mendations in the ,preceding sections of this Eeport should be 
regarded as a comprehensive whole and that modifications of any 
of their integral parts involve the danger of destroying their 
balance and so preventing the efficient and smooth working of 
the whole. 


IV.— STABILISATION OF THE EUPBE. 
Time for Stabilisation. 


168. The system of currency wloich we have recommended 
implies the adoption of some fixed gold parity for the rupee, and 
the stabilisation of the rupee at that parity. It is therefore 
essential to our inquiry to consider whether the time is ripe for 
such a stabilisation of the rupee, and, if so, at what rate that 
stabilisation should be effected. 


169. The great preponderance of opinion in the evidence 
which we have received is that it is desirable that the gold parity 
of the rupee should be fixed and that the rupee should he 
stabilised at that parity forthwith. It is held that the rupee 
should not be left to discretionary variations, with a view to the 
mitigation of internal price movements or for any other purpose • 
and it is argued that, in view of the circumstances of the times' 
mclui^ the return to a gold basis of the United Kingdom, the 
Dommons, and other countries, the time is now fully rip; for 

^d a consequent lack of confine. Con^ercSl fnltfate 
must be clogged and hampered. There are therefore the 
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strongest practical reasons for deciding upon the parity and 
stabilising thereat forthwith, if that can be done with safety. 

171. After considering all foreseeable circumstances, we have 
come to the conclusion that it is safer to stabihse now than to 
wait. We do not overlook the fact that a certain element of 
instability remains in the economic conditions of the world 
as long as some important countries have not attained 
budgetary equilibrium or a stable currency. To fear, 
however, that even the worst disturbances that could 
proceed from these sources could seriously imperil the 
stability of Indian exchange would appear to us to imply an 
exaggerated caution. A stable exchange is an inestimable boon, 
and it should not be sacrificed or postponed for the sake of a 
security that is so absolute as to be unobtainable in the 
practical world. 

172. All apprehension was expressed to us lest some con- 
siderable change in the credit policy of the United States of 
America, at present the chief holder of the world’s monetary 
stock of gold, might produce a nse in world gold prices, in which 
India, if definitely linked to a gold standard, would be inevitably 
involved. As already stated on the authority of the evidence 
from the United States, we have satisfied ourselves that there 
is no such redundance of gold in the United States as would be 
likely to promote such a policy. Moreover, the number of 
countries which have returned or are returning to the gold 
standard is some guarantee that, with proper co-operation and 
management on the part of the various central banks of the 
world, a more even distribution of the available gold will be 
attained in time, so that world price levels will be less dependent 
upon the policy and actions of a single currency authority than 
they are supposed to be at present. 

173. In short, there is not in our opinion any event in the 
foreseeable future which would be likely to make conditions 
more favourable for the purpose of stabilisation than they are 
at present, and the outcome of which ought therefore to be 
aw’aited : and we are, in consequence, of opinion that stabili- 
sation should be effected forthwith. 


The Ratio of Stabilisation. 

174. The legislation of 1920 has fixed the statutory value of 
the rupee at '2s. ; but that rate is absolutely ineffective, and the 
G-overnment have declared that they do not seek to regain it. 
The present market rate is about l5. 6d. It has been at that 
level in relation to gold since June 1925, and in relation to 
sterling since October 1924. 
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175. For the reasons set forth below we recommend that the 
rupee be stabilised in relation to gold at a rate corresponding to 
an exchange rate of 1^. 6d. for the rupee. ^ 


Adjustment of Indian to world prices. 


176. The chief reason for this recommendation is our con- 
viction, which has been formed and cumulatively reinforced 
during the progTess of our inquiry, that^ at the present exchange 
rate of about l5. 6d., prices in India have already attained a 
substantial measure of adjustment with those in the world at 
large, and, as a corollary, that any change in the rate would 
mean a difficult period of readjustment, involving widespread 
economic disturbance, which it is most desirable in the interests 
of the people to avoid, and which would in the end be followed 
by no countervailing advantage. 

177. e shall proceed to discuss a number of relevant issues, 
which have been raised in this connection, and we shall examine 
the question from various angles ; but we wish to make it clear 
at the outset that the central, and as it seems to us the decisive,, 
factor is the extent to which the prevailing rate of exchange is 
reflected in internal prices. We are unanimous in holding the 
view — and, indeed, it is a proposition which it would be difficult 
to controvert — that, if it can be shown that prices have to a 
preponderant degree adjusted themselves to the existing de facto- 
rate, then that rate must be adhered to. The further proposi- 
tion, that such substantial adjustment has been secured, is a 
question of fact, as to which we shall now adduce the evidence 
on which our conviction is based. 


178. It would be difficult, if not impossible, to pursue any 
argument on the subject of the movement of price levels, without, 
makmg use of mdex figures in some form. We recognise that 
index are not an infallible guide, and that there are 

many directions in which they might lead one astray. Especial 
caution is necessary in using them for the puipose of com- 
paring the range of price levels in two or more countries 
over a particular period, because the figures are neces- 

different ways in dISent countries, 
fn ’ V® for purposes of comparison, to refer them 

be equally 

smtable m all the cases concerned. For example, there may 

X peouKariy in the circumstan^s of the basic 

y ar, or the character of production may have changed during 
the period m one or more of the countries. It ma y be said that 

pMt, when such 62 :pres 3 ions as “ the Is 6d i o A/7 

SltSpee^hoSd’te ‘0 reoomweida«on that' 

aa a convenient Ld fanulierU A^T^d^vK 
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the index figures are more reliable in indicating the general trend 
of prices in each particular countiy than in comparing the relative 
levels of prices in two or more eountries- 

It might have been expected that the sta,tistical employment 
of the doctrine of purchasing power parity would have facilitated 
the task of determining the proper exchange ratio to be fixed. 
But quite apart from the imperfections of the Indian figures of 
prices, the employment of index numbers for such a purpose 
implies the important assumption that changes in the prices of 
goods entering international trade have been followed by similar 
changes in the prices of all other goods. A caveat has to be 
entered against the application of the theory of purchasing power 
parity to general price level as determined by figures like index 
numbers of wholesale prices or index numbers of retail prices 
and cost of living. The theory can in fact supply a very 
approximate guidance only, and its practical utility is of a 
strictly limited character. Moreover, in comparing the pre- 
war and post-war price levels for the purposes of the theory, we 
have to allow for changes in tariffs and freights both at home and 
abroad and changes in the character of production, and these 
have been very important. 

179. In India there are special difficulties in the way of com- 
piling a representative index figure owing on the one hand to the 
great size of the country and the cost of inland transport, and 
on the other to defects in the statistics on which the compilation 
is based, defects which have been pointed out in the report of 
the recent Indian Economic Enquiry Committee. 

180. We desire to take this opportunity of recommending that 
a serious and sustained attempt should be made to remedy these 
defects, and to lay the basis of sound economic deductions by the 
collection of accurate statistics, not only of prices, but also of 
wages, a subject which in India presents even greater difficulties. 

181. Bearing the above reservations in mind we proceed to 
examine the data available. We draw no conclusions from the 
general index numbers for all India, because these are more 
■deeply affected by the defects indicated above than are the local 
indices of wholesale prices compiled at Calcutta and Bombay. 
Of the latter the Government of India pi'efer the Calcutta figures. 
They are more comprehensive, covering 71 items against 
Bombay 42. We shall deal with them first, but in the graphs 
referred to later we have combined the two sets of figures 
into one, 

182. From December, 1922, to June, 1924, the gold 
exchange value of the rupee (as measured by the cross-rate, 
Calcutta -London-New York) remained fairly stable round Is. 3d. 
gold (the limits being about D. 2|d. and D. 3Jd,). During 
the same period the rupee price level, as measured by the Cal- 
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cutta* wholesale index figure, remained fairly steady round 176 
(the limits being 170 and 181). From July 1924 to January 
1925 the rupee rose sharply to the neighbourhood of Is. Qcl. gold, 
and since the end of IVtay 1926 it has been held within the Is. Qcl. 
gold points. From July 1924 to June 1926 the rupee price 
level fell from 179 to 167, and has since thent varied between 
the limits of 163 and 163. 

183. Thus, treating the statistics in the most generalised way 
and disregarding minor movements, it is observable that : 

(i) During eighteen months, while the rupee was worth 
about Is. 3d. gold, the rupee price level ranged round a mean 
of about 176. 

(ii) In the succeeding year, while the rupee was rising 
to Is. 6d. gold, the rupee price level fell below 160. 

(iii) Since then, while the rupee has remained, or been 
held, at about Is. 6d. gold, the rupee price level has ranged 
round a mean of about 158, with a recent tendency to fall 
in sympathy with world prices. 

The level of world gold prices, as indicated by the wholesale 
price index figures of the United States and the United 
Kingdom, was (in spite of intermediate fluctuations) approxi- 
mately the same at the beginning of period (i) and at the end of 
period (iii). 

It is natural to conclude that, during the period of change, 
there was a mutual adjustment of prices and exchange, and 
that a substantial equilibrium was attained about the middle 
of 1926 and has been since maintained. 

184. The nature and extent of the tendency towards adjust- 
ment may perhaps be more readily apprehended by means of a 
graphic representation. In the attached diagrams, in which an 
attempt has been made to exemplify general tendencies and 
minimise the effect of local variations, attention is directed to 
the comparative slopes and movements and not to the actual 
levels of the respective lines. The latter, as already pointed 
out, may be influenced by factors (e.g. the base year chosen 
for the compilation of index numbers) which are largely 
irrelevant for the present purpose, whereas the general trend 
of movement would remain the same whatever basis were chosen 
for the figures. 

185. In Figure 1 are shown two lines representing respectively 
the course of prices in India converted into gold prices on the 
basis of the current m a r ket rates of exchange, and the course 
of world prices in terms of gold. In the case of India the 
average between the Calcutta and Bombay figures of wholesale 

* The trend of the Bombay index figure is similar. 

The statistics quoted in this ard the foUowins? paragraphs are carried down 
to March 1926, the latest inonth in respect of which complete data are, at the 
tkne of writing, available. 
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prices has been used, while the figui'e for world prices has been 
obtained by averaging tho wholesale index numbea’S of the United 
States (Bureau of Labour) and the United Kingdom (Board oL‘ 
Trade) after correcting the latter for any variation of sterling 
from gold parity. In Kigure 2 is shown the course of Indian 
prices in terms of rupees, i.e., actual prices in Calcutta and 
Bombay ; together with this is plotted, for purposes of easy 
reference, the course of the gold exchange value of the rupee. 

186. It will be seen that in 1923 and the first half of 192r4, 
when the exchange was fairly steady at about l5. 3d. gold, move- 
ments of world prices and of Indian rupee prices roughly 
corresponded, but from October 1924 to September 1925 
there was a rapid and violent downward movement of the rupee 
price level which was not the reflection of any similar movement 
in world prices. The line representing Indian prices iti terms 
of gold, however, continued to follow approximately the same 
trend as world prices, thus indicating that the fall of rupee 
prices was due to the adjustment of these prices to a new level 
of exchange. 

187. An inspection of the diagrams suggests some interesting 
inferences as to the nature, pace and extent of the inter-adjust- 
ments between prices and exchange during the period (from the 
middle of 1924 to the middle of 1925) when the rupee was rising 
from 15d. gold to IQd. gold. Although it was not until the end 
of that period that ISd. gold was definitely attained, it has to be 
remembered that the greater part of the rise took place in the 
first half of the period, i.e., during the last six months of 1924. 
During that half-year the rupee rose approximately from 15d. 
gold to 17'6d. gold. World prices rose sharply from July 1924 
to February 1925 and then receded gradually; by June 1925 
they had come back to the level at which they stood in November 
1924. Bupee prices remained nearly stationary from July to 
October 1924, and then, as pointed out above, a rapid fall set 
in. The only reasonable explanation of these divergencies 
between the course of rupee prices and that of world prices is 
the concurrent rise in exchange. The effect on rupee prices 
of this rise in exchange was not fully apparent at the outset, 
owing no doubt to the usual lag in such adjustments ; it was 
sufficient immediately to check the rise in rupee prices, but it 
took a few months to overcome the inertia of those prices and 
produce a decided fall. When once the fall had 'set in it 
continued with practically equal rapidity throughout the 
first six months of 1925, although, as already observed, 
exchange at this period was rising at a much less rapid rate ; 
in fact it only rose during these six months from 17-6d. 
gold to 18d. gold. The lag due to economic friction was 
then exerting its influence in the opposite direction, 
that is, it was tending to keep prices falling at the 
same pace although the impetus which started the fall had lost 
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much of its force. The conclusion seems almost irresistible 
that the marked fall in rupee prices in the first half of 1925 
represented largely the tendency of those prices to adjust them- 
selves to the rise in exchange, the greater part of which had 
occurred in the preceding half-year. This conclusion is 
strikingly illustrated by the parallel course of the lines in 
Figure 2 and is borne out by the course of prices in recent 
months, when with a steady exchange both rupee and world 
prices have been falling, practically in unison. The final curves 
in the diagrams suggest that the adjustment of internal prices 
in India to the l5. fid. rate of exchange is practically complete 
.and that the trend of rupee prices has again begun to correspond 
with that of world gold prices. 

188. This analysis appears to provide a conclusive answer to 
the main contention of those who doubt whether any substantial 
.adjustment has yet taken place. That contention may be broadly 
stated as follows : “It was not till June 1925, that the rupee 
attained 18d. gold. Since that date rupee prices have been 
practically stable in relation to world prices. Therefore adjust- 
ment has not taken place and is still to come.” The answer is 
that although the rupee did not definitely reach 18d. gold till 
June 1925, it had between July 1924 and January 1925 already 
traversed more than 80 per cent, of its upward journey from 15d. 
to 18d. gold ; and that before June 1925 there had already taken 
place a heavy fall in rupee prices in relation to world prices, 
which maj’ be regarded as the complement of the steep rise in 
exchange. 

189. A further indication of equilibrium between internal and 
external prices during the last twelve months is to be found in 
the steadiness of exchange. Exchange is the mechanism by which 
differences in these two price levels are adjusted, and by which 
they are, as it were, kept in gear. When exchange remains 
steady over a fairly long period it may ordinarily be inferred that 
there are no differences to be adjusted. It has been urged 
against this view that exchange has only been kept at 1^. fid. by 
Government manipulation, but in fact the so-called manipulation 
has been confined to an addition of 9 crores to the note circu- 
lation during the recent busy season and a withdrawal of 8 
crores at the end of it. Such an amount of expansion and con- 
traction is by no means excessive and is contemplated in the 
Indian Paper Currency Act as a normal seasonal variation. The 
fact that advantage has not been taken of the offer made by the 
Government in April last to sell sterling at l 5 . 5|d. goes to show 
that the present volume of currency is adjusted to the ly. fid. 
ratio. 

190. It is relevant also to consider the course of India’s 
foreign trade, which would naturally be affected by any dis- 
-equilibrium between internal and external prices. If the rupee 
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were either under-valued or over-valued internally in comparison 
with the external value, either exports or imports would be 
subjected to a handicap which we should expect to see reflected 
in adverse conditions in the general trade of the country. As a 
matter of fact, while there are individual trades which are 
passing through a period of adversity, the general trade of the 
country, taken as a whole, shows no signs of the imposition of 
such a handicap. 

191. All the above considerations point to the same conclusion, 
viz., that after twelve months of the Is. 6d. rate of exchange, 
substantial adjustment of prices has been attained ; and this 
conclusion is borne out by the experience of other countries 
which have recently stabilised their exchanges. 

Wages. 

192. We turn now to the question whether wages in India 
are in adjustment with the present level of prices and exchange. 
The material available is even less extensive and reliable 
than that relating to prices. But it may be inferred on general 
grounds that considerable progress has already been made in the 
process of adjustment. Prices are bound to react on wages 
sooner or later all the world over, and, although the effect may 
take longer to manifest itself in India than in countries where 
industry is more highly organised, the economic tendency none 
the less exerts its force in the same direction. In India a much 
larger percentage of wages is spent on foodstuffs than in 
western countries, and therefore there is a very necessary 
ultimate adjustment of wages to the price of food grains. This 
has been obscured for the time by the abrupt and belated rise of 
wages which the last decade has seen — a rise which was to some 
extent accelerated by factors not purely economic. 

Where exchange and prices have been steady over a con- 
siderable period, we should feel justified in assuming that wages 
were in adjustment unless there were any clear indications to the 
contrary. The statistics of foreign trade afford no such contrary 
indication, but rather strengthen the assumption. Agricul- 
ture, which is pre-eminently India’s greatest industry, has 
suffered from the world-wide effect of the war, which has 
been to leave the prices of agricultural produce at a lower 
level in relation to manufactured articles. This effect is 
illustrated by the marked difference between the average 
rise since 1914 in the prices of the articles that India 
exports, which are mostly agricultural, and the rise in 
the prices of imported articles, which are mostly manufactured, 
"me rise has been considerably greater in the latter case than in 
the formCT, and this undoubtedly constitutes an economic loss to 
India. But it is a loss which she shares with all other 
agricultural countries and which cannot be made good by any 
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monetary policy. In spite of this disadvantage such figures as 
are available (e.g., the index numbers of agricultural wages in 
rural areas compiled by the Labour Office, Bombay) indicate a 
general tendency to improvement in the wages of the 
labourer, and this tendency may be expected to facihtate adjust- 
ment to falling prices, which indeed operate as a check to the 
rising tide of wages. A similar phenomenon has been observed 
in the case of G-overnment services, where the increase in the 
value of the rupee to Is. 6d. has enabled Government to refuse 
increases of pay which it might otherwise have been difficult 
to resist. 

193. On the whole we see no reason to believe that there is 
any general maladjustment in agricultural wages. Neither have 
we been able to discover any such condition in the wages paid by 
manufacturing industries generally. The Jute mill industry of 
Bengal granted temporary increases of pay to its employes in 
the years when prices were abnormally high, but as a result of 
the adjustments which have taken place the wages now paid in 
that industry are in line with to-day’s price levels and cost 
of living. We found certain other important industries 
in a state of depression, notably the steel and cotton mill 
industries. The steel industry is suffering, not so much 
from high wages, as from the stress of foreign competi- 
tion, stimulated in some countries, e.g. Belgium, by 
depreciating exchanges. With regard to steel and other 
industries, it appears to us that relief, if relief is really required, 
cannot properly be obtained by manipulation of the currency. 
The cotton mill industry of the Bombay Presidency has 
furnished us with detailed figures illustrating its difficulties. The 
chairman of the Bombay Millowners’ Association told us that the 
present' index figure of wages of mill-hands is 231 (as compared 
with 100 in 1914), and that attempts to reduce wages have been 
frustrated by strikes. This, too, in spite of the fact that the 
Bombay index numbers of wholesale prices, retail food prices, 
and cost of living are only 150, 150, and 153 respectively. 
These figures indicate that either the pre-war rate of wage was 
too low or the present rate is excessive. The reduction of the 
exchange rate to 1^. 4d., which the chairman of the Association 
and many other witnesses advocated, would at best provide a 
temporary alleviation only for so serious a maladjustment. 
The ultimate effect would merely be, by inflating the currency 
to the extent of 12|- per cent., to produce a concealed reduction 
in wages of an equivalent percentage. Even if this would 
secure the desired equilibrium, which seems highly improbable, 
we do not regard it as sound policy to use the currency as a 
lever to reduce real wages. Any adjustment of wages thus 
brought about would be arbitrary in extent as well as temporary 
in character. Inflation is a dangerous expedient, which has 
often been advocated, and sometimes deliberately applied, in 
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other countries for similar purposes, but it has always been 
found to carry nothing but evils in its train. The prosperity 
of an industry depends on the soundness of its internal economy 
and its adaptability to changing conditions ; and any basic 
unsoundness in its economic conditions cannot be rectified by a 
mere change in the ratio of exchange. 

Effect on contracts. 

194. In addition to prices and wages it is relevant to consider 
how outstanding contracts will be affected by the rate at which 
it is proposed to stabilise exchange. It has been represented to 
us that land revenue and other long term contracts were settled 
when exchange was at l5. 4c2. It is true that many of the current 
land revenue settlements were made during that period because 
generally speaking the normal term of these settlements is 30 
years; but in view of the great rise in prices since 1914 the real 
incidence of land revenue, measured in terms of commodities, 
has been very materially lightened, and we cannot rogai-d a 
l5. 6d. rate as constituting a hardship in this respect. 

195. With regard to other long term contracts, it must be 
remembered that the Indian exchange has been in a more or less 
unstable condition for the last 8 or 9 years. If regard is 
had to the gold exchange value of the rupee (computed, 
during the period of sterling depreciation, by a combination 
of the rupee-sterling and dollar-sterling exchanges' it will 
be seen that the rate broke away from 1^. 4d. gold in an 
upward direction in 1917 and continued to rise until February • 
1920, when it touched 2^. gold. It then fell away very rapidly 
to 11 Jd. gold in Au^st 1921, and from that time rose 
until, in June 1925, it reached I 5 . 6d. gold. It has since 
remained at about that figure. During the whole of this period 
of 8^ years the rate has been at or about Is. 4d. for shoi’t 
periods only, and has certainly never remained long enough at 
that figure for conditions to have been able to be read] listed on 
the basis of the old rate. It cannot be contended that con- 
tracts and arrangements concluded prior to 1918, and still 
existent, bulk more largely in the economic life of the counti’y 
than those concluded during the subsequent 8^ years, during 
which period the exchange has been in a state of flux. 

196. After the prolonged disturbances which have taken place, 
it is impossible to do absolute justice to the long-term debtor 
and creditor by fixing on any particular rate of exchange. In 
any case these long-term debts form only a small part "of the 
total contracts outstanding. The great bulk of the contractual 
obligations incurred under modern conditions consists of short- 
term contracts, and so far as these short-term contracts are 
.concerned, it is reasonable to suppose that they originated, for 
the most part, when conditions were based on the Is. Qd. rate, 
or in any event after exchange had broken away from l.s. 4<if. 
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We conclude therefore that from the point of view of contracts”, 
as well as from that of prices and wages, the least disturbance 
will be caused, and the least injury will be done to all the interests 
concerned, by adhering to the de facto rate. 

Arguments for reversion to I 5 . 4d. 

197. The only other rate which has been seriously advocated 
by many of our witnesses is Ifi. 4d. This has been described to 
us as the “ natural ” rate for the rupee, but we have not been 
able to ascertain exactly what is meant by that term. Fluctua- 
tions in exchange are produced by the mutual interaction of 
internal and external prices, and as the level of internal prices is 
determined mainly by the volume of internal currency, the only 
rate which can properly be regarded as natural is the figure at 
which these prices are in adjustment with the existing volume of 
currency and are also in equilibrium with external prices. From 
this point of view l5. 6d. appears to be clearly the “ natural ” 
rate under present conditions. The term, however, appears to be 
loosely used to denote the rate which would result if no attempt 
\vere made either by statutory enactment or executive action to 
anchor the rupee at a particular point. If such a policy were 
adopted, there can be no doubt that in a country hke India 
where there are wide seasonal fluctuations of trade there would 
be similarly extensive fluctuations in the rate of exchange 
amidst which it would be impossible to distinguish any 
particular rate as “ natural.” 

198. In this connection we have received criticisms of th,e 
action of Government in intervening in April 1926 to prevent a 
fall of exchange below Is. 6fd., though no exception has been 
taken to the earlier action of the Government, in October 1925 
in intervening to prevent a rise in exchange above Is. As a 

matter of fact if either of these tendencies was a natural one 
(i.e. , the genuine reflection of trade conditions) it was the earher 
tendency to rise above the Is. 6d. upper gold point. That is 
evidenced by the fact that the rate was only kept down by large 
purchases of sterling and the accompanying expansion of the 
currency, whereas on the later occasion it has been authoritatively 
stated that the falling tendency was due not to any genuine trade 
factors but largely to speculation on the possibility of a lower 
rate than Is. 6d. being recommended in our report. This 
statement is to some extent confirmed by the fact that the mere 
offer of reverse remittance at the Is. 6d. lower gold point, 
coupled with a contraction of the currency by an amount nearly 
equivalent to that which was let out at the beginning of the 
busy season, was sufficient to check the fall, and no reverse 
councils were actually applied for. 

199. One of the arguments frequently urged against the re- 
tention of the Is. 6d. rate may be analysed as follows. Granted 
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that the de facto rate has been in operation for a considerable 
time and that prices and other conditions may have become 
adjusted to it, nevertheless it is urged that the rate came into 
being through Government manipulation of the currency, and 
it is suggested that a rate so established can be disturbed with 
less harmful results than would follow from the disturbance of 
a rate which has been produced by the interplay of 
purely commercial forces. This argument has only to be 
thus clearly stated to be seen to be fallacious. If it were 
true that the Government of India, as currency authority, 
were in error in pursuing a policy which resulted in 
the holding of the rupee at Is. 6d., it would be justifiable to 
-criticise such error, but it would still remain true that, in choosing 
a rate for the final stabilisation of the rupee, it is the facts of 
the present that must be faced. When prices and other con- 
ditions are in adjustment with those in the world at large on 
the basis of an existent exchange rate, the question of the 
means by which that rate came into existence has no bearing 
<«i the extent or violence of the economic disturbances which 
would result from an alteration in the rate. 


200. It has been suggested in favour of the l5. 4d. rate that 
it would reduce the total demand for gold in connection with 
the introduction of a gold standard ; and, further, that we have 
to envisage the possibility of a failure of the monsoon requiring 
the utilisation of the gold and sterling reserves of Government 
to support exchange, and that the rate of I 5 . 4d. would be easier 
to maintain than Is. 6d. The first contention overlooks the fact 
that a reduction in the gold value of the monetary unit by 12-J- per 
cent, involves of necessity an increase of the circulation by a 
eimilar percentage. The amount of gold in reserve required to 
support the circulation would therefore be the same in either case 
As regards the second suggestion, provided that the gold and 
gold securities reserves are sufficient to prevent their exhaustion 
before the necessary contraction of the rupee circulation has 
been brought about, we see no ground for thinking that, with 
the establishment of a central currency and banking authority 

^ policy effective, it will be 

^re difficult to maintain exchange at 1^. 6d. than at Is. 4d. 

The proviso is satisfied by the constitution of reserves recom- 
mended elsewhere. 


exchange has been stabilised and prices and 
(Other conditions are fully adjusted to the rate chosen it is of 
■TOurse true that the testing time for the mechanism that mdn- 
teins the exchange wiU come if and when there is a succession 
of bad monsoons. But that testing time will come eouallv 
whether the rate of stabilisation be Is. 6d. or Is 4d or anv 
•other rate; and the abiUty to meet it wiU depend, not on the 
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figure at which exchange is fixed, but, as indicated above, on 
the maintenance, and proper utilisation, of adequate gold 
reserves. 

202. It has been suggested that competition from foreign 
countries with depreciated or depreciating currencies, such as 
France and Belgium, could be met by lowering the Indian 
exchange to Is. 4d. When once these currencies have been 
stabilised, the adoption by India of a ratio of Is. 4d. rather 
than Is. 6d. would not leave her in any better position to meet 
such competition. During the transition period, when the 
foreign currencies are unstable, the remedy, if any, must 
rather be sought elsewhere than in the manipulation of her 
currency policy. If it should happen that any of the other 
countries concerned avoid stabilisation, and allow their curren- 
cies to depreciate continuously, it will scarcely be suggested that 
India should enter on a course of competitive inflation in order 
to keep pace with them. 

203. The rate of Is. 4d. has also been supported on the ground 
that the recent abnormal absorption of gold by India has been 
due to the cheapness of gold brought about by the rise in 
exchange, and that there will be a wholesome check to this 
absorption if the rupee price of gold is raised by lowering the gold 
value of the monetary unit. It was stated in evidence before 
us, by a leading bullion broker, that whatever the rate of 
exchange, India must buy, has bought, and will continue to 
buy gold ; and that she can never be saturated with gold, and 
will only stop buying it when her production falls off through 
famine or other causes. It is true that gold has in recent 
times been relatively cheap compared with other commodities, 
but it is evident that, since a change in the gold value of the 
rupee must involve a corresponding change in the rupee prices 
of commodities, the mere lowering of the ratio of the rupee 
cannot result in more than a temporary alteration in the rela- 
tive cheapness of gold and general commodities. The sugges- 
tion that India’s appetite for gold can be cured by a lowering 
of the exchange is indeed based on an imperfect apprehension 
of her economic circumstances. The only sure way to 
eradicate this wasteful habit is to stabilise the currency, 
establish confidence in its stability, educate people in the habit 
of investment, and extend banking facilities. 

204. Another argument advanced in support of a reversion to 
the pre-war rate is that there is likely to be a fall of world gold 
prices in the near future, and that the fixation of exchange at 
Is. 6d. will accentuate the fall in India, and make it specially 
embarrassing, as was the rapid fall which took place in 1920, 
when the ill-fated attempt to stabilise Indian exchange at 2s. 
was made. The economic conditions of to-day are very different 
from those prevailing in 1920. The fall in prices that occurred 
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ill that year was quite abnormal both in rapidity and in extent, 
rt was an aftermath of a world-wide upheaval, a reaction from 
the enormous expansion of credit that took place during the war. 
It would be imprudent to base a currency policy on the supposi- 
tion that such conditions are likely to recur, because a second 
upheaval of the kind would overwhelm almost all currency 
sj'stems in a common ruin. If we aim at stability we must assume 
that the period of catastrophic disturbance is over and that future 
movements of prices will proceed on more normal lines. If the 
world’s gold production in the future should fail to keep pace 
with the demand, a period of falling prices woidd probably set 
in, but, judging from past experience, the price movement due 
to such a cause would be slow and gradual, and should not 
prove a menace to the stability of the I'upee. India might no 
doubt suffer, with the rest of the world, from a long period of 
trade depression, but that is a risk which she cannot escape 
if she adopts-, and adheres to, a gold standard. Moreover, it is 
a risk to which she will be equally subject ■whether she stabilises 
her exchange at I 5 . 6d. or at 4d. 

205. Broadly speaking, the arguments which have been 
brought forward to prove that a reversion to I 5 . 4d. would be 
beneficial, merely show that, during a period of adjustment of 
conditions to that rate, certain sections of the community (e.p., 
debtors, exporters, and employers of labour) would be benefited 
at the expense of certain other sections (e.p. creditors, importers, 
and wage-earners) ; they do not show that there would be any 
substantial permanent benefit even to any section at the expense 
of another, still less to the country as a whole. 


Economic effects of a reversion to Is. 4d. 

206. On the other hand, the change woukl produce a 
profound disturbance in economic conditions throushout 
India. Even if our view that prices and wage^ have 
been substantially adjusted to the Is. 6d. rate is cEalleno'ed, 
it cannot be seriously contended that they are in any 
waiy adjusted to a rate of Is. 4d. As we have already 
pointed out, it is more than 8 years since that rate was 
m stable operation, and, in view of the wide fluctuations that 
took place between 1917 and 1925, it seems clear that the only 
rate to which there can be any degree of adjustment is Is. 6d. 
n so ar as his adjustment has taken place — and we have given 

tlia* it is practically complete— a redue- 
to Is. id. would produce a general 

felt by consumers generally and especially by the noorer neid 
members of the literate classes. The adoption a 1^ S rate 

and for the infliction of such a hardship we can se? no jnstifica- 
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tion in equity or in expediency, in the interests of the classes 
directly affected, or of the community as a whole. 

The effect of the change on foreign trade would be immediate 
and for a time convulsive. No one acquainted with the practical 
working of the exchange market can suppose that, once a policy 
of reversion to a lower rate had been announced, there would 
result merely a gradual and steady decline to that rate. There 
is always a considerable amount of latent demand for remittance 
to England, and, if the decision to adopt a lower rate were 
announced, remitters would at once endeavom* to obtain the 
best price for rupees which they could get until the rate 
announced Tvere reached. The tide would then turn the other 
way and there would be a very large demand for rupees at the 
new rate. This would have to be met by an offer to buy exchange 
without limit at the gold import point, thereby making additions 
to currency. This might possibly lead to a series of violent 
fluctuations before exchange settled down at the new lower rate. 
Whether such fluctuations took place or not, the sudden fall in 
exchange might easily create a boom which would be followed 
later by a slump. 


Effect on public finances. 

207. Some evidence has been put before us as to the effect 
which would be produced on the G-overnment finances by a 
reversion to Is. 4d. We do not regard this as a decisive factor ; 
but we cannot ignore the fact that a reversion to l5. 4d. would 
inevitably lead to increases in both Central and Provincial 
taxation and would probably also result in a postponement of 
further remissions of the Provincial contributions to Central 
revenues, and a setback to the development of nation-building 
projects in the Provinces. 

208. As to the finances of the Government of India, the Budget 
is now based on an exchange rate of l5. 6d. to the rupee. If 
exchange were lowered to l5. 4d. it would no doubt be possible 
ultimately to make adjustments (including the grading-up of 
taxation in accordance with the decreased value of the rupee) 
which would enable the Government to meet its liabilities with- 
out anj’ increase in the real burden of taxation. Never- 
theless, the immediate effect on the Budget would be 
considerable. The financial authorities in India have estimated 
that, on the basis of the 1925-26 Budget, the net sterling 
expenditure of the Government of India would be at once in- 
creased by about three crores per annum. There would be a 
similar immediate increase in the railway expenditure. Although 
railway finances have been separated from general finances, the 
effect of a lowering of the exchange rate would be to require 
either an increase in rates and fares or a revision of the 
terms of the Railway Contribution ; so that the whole or part of 
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this further increase might well become a charge on the 
general budget. There would be some extra expenditure on stores 
purchased in India, and some readjustment might have to bo 
made in salaries of Government servants who would be aflected 
by the increased cost of living. Some portion of the increased 
expenditure would no doubt be met from the increase in Customs 
revenue from such articles as are assessed on an ad valorem basis. 
This on a rough calculation, making some allowance for 
decrease in the volume of imports, would not exceed *2 crores. 
No estimate can be framed of any increased yield which might 
eventually be had from Taxes on Income. What is clear is 
that the immediate loss from the standpoint of public; finance 
would be considerable and would require to be made up by 
increases in taxation, if the Budget were to be balanced, and 
by still further increases, if further reductions in the Provincial 
contributions or in existing forms of taxation were to be made. 

209. A significant circumstance is the recent successful issue 
by the Government of India of a long term loan of Ks. 25 crores 
at 4 per cent, at a price of Rs. 88 per cent. That it is possible 
for India to borrow at a rate which compares favourably with 
the rate at which the most advanced countries can borrow at 
present is a matter of congratulation, and shows how high the 
financial credit of India stands. This improved position is 
based on the balancing of the Indian budget. A reversion to 
the Is. 4d. ratio, by the very adverse effect which it wo\ild 
have on the budgetary equilibrium, would necessarily impair 
the credit of India as regards borrowing. 

210. The effect on Provincial finances of lowering the rate to 
Is. 4d. has been well described as follows by the Government of 
Madras : — 

“ Any policy adopted as a result of the recommendations of 
the Royal Commission may vitally affect the Government of 
Madras as a Local Government. The alteration in the level of 
prices which resulted from the war subjected their finances to a 
strain from which they have not yet fully recovered. The 
necessity for a revision of salaries was becoming evident even 
before the outbreak of the war, and during its course cases in 
which relief was most urgently called for were met by a series 
of expedients which were purely temporary in character. On 
the conclusion of the war a comprehensive measure of revision 
had to be undertaken, and the burdens thus imposed on the 
revenues of the Presidency were so great as to neutralise any 
benefit it received from the financial settlement in connection 
with ^ the Reforms. The full liabilities which this revision of 
salaries imposed have not even now been liquidated, and only 
the fact that the considerable measure of stability in prices which 

any further general measure 
of revision unnecessary has enabled the Madras Government to 
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meet the annual increase in its establishment and pension 
charges. If, as a result of changes in currency policy, a further 
rise in prices were to render a revision of salaries again necessary, 
the revenues of the Local Government would become inadequate 
to the strain, and the levying of additional taxation for improving 
the salaries of Government servants at the cost of the taxpayer, 
who would himself be affected by the rise in prices, would cause 
widespread discontent. This would be accompanied by a new 
period of readjustment of agricultural and industrial wages with 
all the dangers and unsettlement which that involves. The 
Madras Government trust, therefore, that theoretical arguments 
will not be allowed to obscure a practical issue to which they 
• attach great importance.” 

Miscellaneous considerations. 

211. We have referred in an earlier part of our Beport to the 
difficulty of keeping the silver rupee in circulation if the price of 
silver were to rise above the melting point of the coin. With 
the rupee at L. 4d. the melting point would be reached if the 
price rose to approximately 43d. per standard ounce in London ; 
with a l5. 6d. rate the melting point would be at about 48d. per 
ounce. From the evidence that we have received as to the 
present state and future prospects of the silver market, it seems 
improbable that either of these levels will be reached for many 
years; but, as we have observed in paragraph 45, the future of the 
market is shrouded in obscurity, and in framing our proposals 
for reform of the currency system, we have deemed it prudent to 
envisage the possibility of a material rise in the price of silver 
at some future time. If such a rise should take place, it is 
obvious that a 1^. &d. rate of exchange will provide a wider 
margin of safety than L. 4d., and though an insurance of this 
kind will. not, in view of our recommendation as to the status 
of the note, be any longer a decisive consideration, it constitutes 
an advantage on the side of the Is. 6d. rate. 

212. There is one minor respect in which an advantage 
is claimed for the Is. 4d. rate. At that rate of exchange 
the sovereign is equivalent to precisely 16 rupees, whereas 
at Is. 6d. the value of the sovereign in Indian currency 
is Bs. 13 as. 5 ps. 4, a sum which would be very inconvenient 
if the sovereign were to circulate as money. This objection, 
however, will lose much of its force if the legal tender character 
of the sovereign is removed, and it will hold good only in regM*d 
to accounting, where the Is. 6d, rate will involve a recurring 
decimal in the conversion of pounds into rupees. Even this 
objection is not as strong as it appears at first sight, because a 
crore of rupees will be exactly three-quarters of a million pounds. 
We have been told by Government witnesses that for their 
accounting purposes Is. 6d. is not at all inconvenient. The 
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same is true in respect of commercial transactions. On the 
whole, therefore, the balance of convenience from the point 
of view of accounts seems to be about equal. 

Conclusion. 

213. The combined weight of all the above arguments leaves 
no doubt in our minds as to the right course. It brings us 
to the conclusion, as already indicated, that the rupee sh<jnld be 
stabilised in relation to gold at the existing rate of I 5 . 6d. The 
opportunity for reversion to the historic rate of Is. 4d., if it ever 
existed, is gone ; and the best interests of India as a 
whole now require that stability should be achieved without 
producing those disturbances which would be the inevitable 
consequence of adopting any rate but that which is current. 

V.— MISCELLANEOUS BECOMMENLATIONS. 

Means to promote banking development. 

214. Reference has already been made to the imxjortaiice of 
developing banking and investment facilities, and of finding 
means to encourage the people of India to divert their savings 
to profitable channels of investment. It does not fall within our 
terms of reference to suggest in detail all the measures which 
may be taken to this end. But, since the smooth working of a 
system of currency cannot but be impeded by the existence of 
large stores of currency in hoards, it is proper for us to urge, and 
we do urge emphatically, that nothing should be left undone 
which will tend to facilitate and encourage banking progress in 
India. 

215. We are impressed by the great and growing activities of 
the Imperial Bank in the direction of the extension of up-country 
banking. We note with interest the recommendations on the 
subject of extension of banking facilities which have been made 
by the External Capital Committee. We should welcome any 
steps which can be taken in the direction of making aii 
extensive and scientific survey of banking conditions in India. 
In any scheme of banking reform that may be planned, we 
trust that due emphasis will be laid on the provision and 
extension of cheap facilities to the public, including banks and 
bankers, for internal remittance. 

216. Of the other measures which are understood to be under 
consideration, one which appears to us likely to be particularly 
fruitful is the abolition of the present stamp duty on 
cheques. This charge is undoubtedly an obstacle in the 
way of the development of banking in the country. It 
probably tends to restrain many people from opening 
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c-urrent accounts and so making payment by cheque instead 
of cash. A similar duty was at one time in force in the United 
States of America. It was foimd to be an unsatisfactory restraint 
upon the use of cheques and upon economy in the us© of currency, 
and was abandoned. The abolition of the duty in India would 
hold out some prospect of a ready and wide adoption in the 
bazaars of cheques as a means of payment. This would be an 
appreciable step forward in the development of banking, and 
might well prove an important factor in bringing about a pro- 
found and still more widespread change in the economic habits 
of the masses. 


Improvement of statistical material. 

217. We have alreadv taken occasion to remark on the absence 
of reliable and scientifically constructed statistics of prices and 
wages, and to recommend that these should be improved. The 
possession and utilisation of a reliable and reasonably complete 
body of statistical data is an essential of a sound currency system , 
and this is especially the case in a country like India where 
conditions vary so gi’eatly in different parts of the countiw. 
It would be regrettable if the Reserve Bank should, at its 
inception, be handicapped by the absence of such an important 
aid to its activities as would be furnished bv a full bodv of 

t 

statistics. 


TT.— UEOCEEDINGS OF THE COMMISSION. 

218. We first assembled at Delhi on the 23rd November, 1925, 
and we took evidence there, at Bombay and at Calcutta. We 
held in India 60 meetings and orally examined 46 witnesses. 
Amongst these were the representatives of 9 Chambers of Com- 
merce. We concluded our sittings in India on the 8th January, 
1926, and reassembled in Dondon on the 1st March, where we 
heard evidence until the 12th May. We held in London over 50 
meetings and orally examined 17 witnesses. 

219. We wish to record our high appreciation of the ready 
assistance §nd helpful co-operation which we have received from 
all witnesses in India and in England, many of whom attended 
at considerable inconvenience to themselves. To the eminent 
foreign experts who have assisted us we express our particular 
thanks. We were fortunate in being able to hear, in London, 
distinguished authorities from the United States, who came over 
expressly to assist us, and we have received written evidence 
from others. To them our special thanks are due. 

220. The record of oral evidence, a number of written state- 
ments of evidence, and other relevant documents, are issued 
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separately. The number of written statements of evidence 
received was over 135. Considerations of convenience and 
economy have precluded the inclusion in the published volumes 
of the whole of this material. 


Vn.— SUMMAEY OF EECOMMENDATIONS. 


221. — (i) The ordinary medium of circulation should remain 
the currency note and the silver rupee, and the stabihty of the 
cunency in terms of gold should be secured by making the 
currency directly convertible into gold, but gold should not circu- 
late as money. (Paragraph 54.) 


(ii) The necessity of unity of policy in the control of currency 
and credit for the achievement of monetary stability involves 
the establishment of a Central Banking system. (Paragraphs 
83-86.) 


(iii) The Central Banking functions should be entrusted to 
a new organisation, referred to as the Eeserve Bank. 
(Paragi'aphs 89, 90.) 

(iv) Detailed recommendations are made as to the constitution 
(paragraphs 91-102) and functions and capacities of the Bank. 
(Paragraphs 139-164.) 


(v) The outlines of a proposed charter are recommended to 
give effect to the recommendations which concern the Eeserve 
Bank. (Paragraphs 139-164.) 

(vi) Subject to the payment of limited dividends and the 
building up of suitable reserve funds, the balance of the profits 
of the Eeserve Bank should be paid over to the (Government. 
(Paragraphs 99, 100.) 


(vii) The Bank should be given the sole right of note issue for 
a period pf (say) 25 years. Not later than five years from the 
date of the charter becoming operative, (Government notes should 
cease to be legal tender except at (Government Treasuries 
(Paragraph 141.) 


(viu) The notes of the Bank should be full legal tender, and 
should be guaranteed by (Government. The form and material 
of the note should be subject to the approval of the aovemor- 
eeneral m Council. A suggestion is made as to the form of the 
note. (Paragraphs 138, 149, 156.) 


to by statute on the Bank 

to buy and sell gold without limit at rates determined with 

quantities of 

not less than 400 fine ounces, no limitation being imposed as to 
160 ^1^)^^ required. (Paragraphs 59-61, 


-RoS ^ govern the sale of gold by the 

Bank should be so framed as to free it in normal cirLmstJnces 
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from the task of supplying gold for non-monetary purposes. 
The method by which this may be secured is suggested. (Para- 
graphs 64, 150.) 

(xi) The legal tender quality of the sovereign and the half- 
sovereign should be removed. (Paragraphs 65, 66.) 

(xii) (3-ovemment should offer “ on tap ” savings certificates 
redeemable in 3 or 5 years in legal tender money or gold at the 
option of the holder. (Paragraphs 67, 68.) 

(xiii) The paper currency should cease to be convertible by 
law into silver coin. It should, however, be the duty of the 
Bank to maintain the free interchangeability of the different 
forms of legal tender currency, and of the Government to supply 
coin to the Bank on demand. (Paragraphs 69-71, 162.) 

(xiv) One-rupee notes should be re-introduced and should be 
full legal tender. (ParagTaph 72.) 

(xv; Notes other than the one-rupee note should be legally 
convertible into legal tender money, i.e., into notes of smaller 
denominations or silver rupees at the option of the currency 
authority. (Paragraph 73.) 

(xvi) No change should be made in the legal tender character 
of the silver rupee. (Paragraph 74.) 

(xvii) The Paper Currency and Gk)ld Standard Reserves 
should be amalgamated, and the proportions and composition of 
the combined Reserve should be fixed by statute (Paragraphs 
75-77.) 

(xviii) The proportional reserve system should be adopted. 
Gold and gold securities should form not less than 40 per cent, 
of the Reserve, subject to a possible temporary reduction, with 
the consent of Government, on payment of a tax. The currency 
authority should strive to work to a reserve ratio of 60 to 60 per 
cent. The gold holding should be raised to 20 per cent, of the 
Reserve as soon as possible and to 25 per cent, within 10 years. 
During this period no favourable opportunity of fortifying the 
gold holding in the Reserve should be allowed to escape. 
Of the gold holding at least one-half should be held in India. 
(Paragraphs 78, 79, 131, 132, 153.) 

(xix) The silver holding in the Reserve should be very sub- 
stantially reduced during a transitional period of 10 years. 
(Paragraphs 80, 133-136, 146.) 

(xx) The balance of the Reserve should be held in . self- 
liquidating trade bills and Government of India securities. The 
“ created ” securities should be replaced by marketable 
securities within ten years. (Paragraphs 81, 116, 136, 146.) 

(xxi) A figure of Re. 50 crores has been fixed as the liability 
in respect of the contractibility of the rupee circulation. Recom- 
mendations are made to secure that an amount equal to one-fifth 
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of the fac© Yalue of any increas© or decrease in th© number of 
silver rupees in issue shall be added to or subtracted from f^his 
liability, and tli‘6 balancs of profit or loss shall accrus to or be 
borne by the Government revenues. (Paragraphs 82, 120-128, 

146-148.) ^ , 

(xxii) The Issue Department of the Reserve Bank should be 

kept wholly distinct from its Banking Department. (Para- 
graphs 137, 143.) 

(xxiii) The Reserve Bank should be entrusted with all the 
remittance operations of th© Government. The Secretary of 
State should furnish in advance periodical information as to his 
requirements. The Bank should be left free, at its discretion, 
to employ such method or methods of remittance as it may find 
conducive to smooth working. (Paragraphs 103-109, 111, 140.) 

(xxiv) During the transition period th© Government should 
publish a weekly return of remittances made. A trial should be 
made of the system of purchase by public tender in India. (Para- 
graph 110.) 

(xxv) The cash balances of the Government (including any 
balances of the Government of India and of the Secretary of 
State outside India), as well as the banking reserves in India 
of all banks operating in India, should be centralised in the 
hands of the Reserve Bank. Section 23 of the Government of 
India* Act should be amended accordingly. (Paragraphs 111, 
112, 140, 161, 162.) 

(xxvi) The transfer of Reserve assets should take place not 
later than 1st January, 1929, and the Bank’s obligation to 
buy and sell gold should come into operation not later than 
1st January, 1931. (Paragraph 165.) 

(xxvii) During the transition period the currency authority 
<i.e., the Government until the transfer of Reserve assets and 
the Bank thereafter) should be under an obligation to buy gold 
and to sell gold or gold exchange at its option at th© gold points 
of the exchange. This obligation should be embodied in statutory 
form, of which the outline is suggested. (Paragraph 166.) 

(xxviii) Stabilisation of the rupee should be effected forth- 
with at a rate corresponding to an exchange rate of Is. 6d. 
(Paragraphs 168-213.) 

(xxix) The stamp duty on bills of exchange and cheques 
should be abolished. Bill forms, in the English language and 
the vernacular in paorallel, should be on sale at post of&ces, (Para- 
graphs 116, 216.) 

(xxx) Measures should.be taken to promote the development 
of banking in India. (Paragraph 214.) 

(xxxi) Every effort should be made to remedy the deficiencies 
in the existirg body of statistical data. (Paragraph 217.) 
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222. Upon our joint Secretaries, Mr. G. H. Baxter, of the 
India Office, and Mr. A. Ayangar, of the Indian Binance Depart- 
ment, has fallen the burden of organising our prolonged enquiry 
in India and in London. Their task has been performed with 
signal industry and ability, and their labours deserve our cordial 
appreciation. 

We much regret that we were deprived by ill health at an 
early period of our deliberations of the valuable services as 
Secretary of Mr. A. V. V. Aiyar, C.I.E., of the Indian Finance- 
Department. 


223. The signatories of this Report other than Sir Pursho- 
tamdas Thakurdas desire to add the following observations with 
reference to matters dealt with by him in his note of dissent. 

224. We do not accept the historical retrospect in the note of 
dissent, but we have deliberately refrained in our retrospect 
from a detailed survey of the merits or demerits of the manage- 
ment of the currency in India since the silver standard was 
abandoned, partly because most of the ground had already been 
traversed by our predecessors, but mainly because we do not 
consider that any useful purpose would be served by attempting 
to apportion praise or blame for what is past. Any such attempt 
would probably result in injustice because currency theory and 
practice have undergone a steady process of evolution during 
the last quarter of a century, and it would be unfair in the light 
of later experience to condemn steps or decisions which were 
taken before that experience was acquired. We have delved 
in the past merely to the extent necessary to prepare the ground 
for future growth. We will only add, with reference to the 
conclusion in paragraph 46 of the note of dissent, that we do 
not regard the Government or people of India as committed to 
the principles recommended by the Fowler Committee to any 
greater extent than they stand committed to the principles 
recommended by other committees which have been accepted 
and acted on. We were instructed in our terms of reference 
to consider whether any modifications in the Indian exchange 
and currency system are desirable in the interests of India, and 
we have held ourselves free to make any recommendations which 
appeared to us to be desirable in those interests, whether they 
accord or dO' not accord with principles previously accepted. 

226. In paragraph 63 of the note it is said thai^ “ I am not 
aware that any other countries, with a gold standard, and a central 
bank as the currency authority, have found it necessary to 
demonetise their gold coin We must point out that in countries 
with a gold bullion standard such as that which we recommend 
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gold coin is demonetised in fact. In G-reat Britain, for instance, 
although there is gold coin of legal tender there is no means by 
which it can be obtained as of right. The only gold which can be 
obtained as of right is gold in bars, which are not currency. Thus 
gold coin cannot pass into circulation. This is an essential feature 
of the gold bullion standard to secure the automatic expansion and 
contraction of currency. 

226. It is suggested in that part of the dissenting note which 
deals with a Central Bank for India that no serious curtailment of 
the Imperial Bank's commercial banking activities need be feared 
if it were entrusted with the functions of a Central Bank. It is 
the unanimous opinion of the Commission that if the sole right of 
note issue were to be entrusted to the Imperial Bank its charter 
would have to be amended to conform precisely to the conditions 
which we recommend. A perusal of these and in particular of 
the business the Bank may and may not do (see Schedule II) 
sufficiently demonstrates that the limitations put upon its business 
would prevent it from transacting the every day commercial bank- 
ing business of the country or from entering into competition with 
the commercial banks in any general sense. We cannot therefore 
associate ourselves with the view that no serious curtailment of the 
Imperial Bank’s commercial banking activities need be appre- 
hended if it were limited to the business which can properly be 
transacted by a Central Bank. Such a limitation of its functions 
would, as we have said, deprive India of an indispensable com- 
ponent of its banking organisation and would leave a gap which 
could not be filled for many years by the growth of other 
indigenous institutions. Neither do we concur in the view that 
the establishment otf an entirely new Central Bank will either lead 
to competition between it and the Imperial Bank or leave the 
Central Bank without sufficient scope for the employment of its 
funds. The charter which we recommend will obviate the first 
objection, while the experience of newly established Central Banks 
in other countries does not support the second objection. 

227. As to that part of the note of dissent in which a reversion 
to a Is. 4:d. rate of exchange is advocated, there is no argument 
therein advanced which did not receive our most careful considera- 
tion before vfe arrived at our conclusions. The case appears to us 
to be fully dealt with in the relevant section of the Report . As to 
that portion of our ^lle^ue’s argument which is based upon 

i^res and statistics it will be understood that the accuracy and 
the wmpleteness of the figures have not the authority of the Com- 
mission. We do not agree either with the discrimination which 
has been exercised in their choice, or with the inferences and 
deductions which have been based thereon. 
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The whole note contains many statements and inferences with 
which we have not thought it necessary or even relevant to deal, 
but which we in no way accept. 


E. HILTON YOUNG (Chairman). 

E. N. MOOKEEJEE. 

NOECOT WAEEEN. 

E. A. MANT. 

M. B. DADABHOY. 

HENEY STEAKOSOH. 

ALEX. E. MUEEAY. 
PUESHOTAMLAS THAKUEBAS.* 
J. C. COYAJEE. 

E. PEESTON. 


O. H. BAXTEE ) 
A. AYANGAE | 


Secretaries. 


Dated the 1st day of July, 1926. 


* Subject to the Minute of Dissent attached hereto. 
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ANNEXE. 


StJJVIMART OF THE SCHEME FOB A GOLD CuBRBNOY KBFBBKBD TO IN 

Paragbafh 33 OF THE Ebpobt. 


The scheme, which was placed before the Commission in evidence by 
the officials of the Finance Department of the Government of India, and 
which is set ont in detail in Appendices 5 to 7 (Vol. II of Appendices), 
assumes the transfer of the management of the paper currency, and the 
conduct of the Government’s remittance, to the Imperial Bank of India. 
The estimates and inferences are those of the authors of the scheme, and 
not of the Commission. Hupees are converted at Is. Qd. 


The eventual position would be : — 


(a) Gold coin and bank notes to be unlimited legal tender, and 
silver rupees up to Ks.50 only. 

(b) A statutory obligation on Government to give gold coin in 
exchange for gold bullion. 

(c) A statutory obligation on the Bank to buy gold. 

(d) Bank notes to be payable on demand in gold coin. 

(e) Constitution of the new Reserve to be : — 

(i) Gold holding to be not less than 30 per cent., subject to- 
reduction on payment of a tax. 

(ii) Gold securities or sterling trade bills to be not less than 
20 per cent. 

(iii) Remaining investments to be Government of India- 
securities (not more than 90 crores) and internal trade bills, 

</) The Bank to undertake to keep the Secretary of State supplied 
With funds to meet th*e sterling charges of Government, 


rupee cannot be limited as legal tender until an opportunity 
has b^n given for holders of rupees to convert them into gold. The 
magnitude of this liability is indeterminate, but it is assumed that 
Ks.110 crores might be presented for conversion by the public. It 
womd not be practicable to provide for the immediate conversion of 
such an amount; the following stages are accordingly suggested: 

/• statutory obligation on Government to sell gold bullion 

(in 400 oz. bars) at par, and to buy gold bullion at par less 
seignorage. '■ 


T, as sufficient gold is available, a gold coin should 

and offered as freely as resources permit, 
definite obhgation. (During these earlier stages 
borro^ig^ necessary to increase the supply of gold by external 

(ui) After, say, five years, the liability to give gold coin in 
exchanp for notes or rupees, and also for gold bullion on pay“ 
ment of seignorage, should be imposed. ^ ^ 

Rs.^). ^ tender for sums up to a small fixed amount only (say, 

DuTing tho trBjUsitiOTi psriod, it is stssnnidd 4-^4 i i* 'i n -i 

gold securities in the Beserve may be allowed tn fsili o ^ on 

The CtoverrmeM wiSd W for m 30 per MPt. 

neeeeeery to epreed the ealee over a fairly loag^perioi “Si is aaTm^. to 
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estimating the cost of the scheme, that they might be spread evenly over 
a period of ten years. The average price obtained may be expected to be 
not less than 24c2. per standard ounce. 

The amount of gold required (on the basis of a note issue of 189^ crores) 
for introducing the scheme in all its stages would be : Hs.27*2 crores 
additional for the "Reserve, plus Rs.llO crores for the conversion of 
rupees; total, Rs.l37*2 crores, or £103 millions. 

It may be assumed that about £15 millions of gold would be required 
at the time of initiation of stage (i), a further £36 millions within a year, 
and the remaining £53 millions over a period of 10 years. 

The cost of the scheme is estimated by its authors at about Rs.lJ 
crores per annum during the first five years and thereafter from two-thirds 
of a crore to 1*12 crore. 


SCHEDULE I. 
(Pab.4Graph 64 OS' Report). 


Note ox the Method op OoMPtrTiKG the BxnrixG and Selling Rates 

POB Gold. 


1. The circumstances in which gold flows out of and into a Central 
Bank, for purely monetary reasons, in a country which has adopted the 
gold bullion standard are as follows: — 

Gold will be withdrawn from the Central Bank only when the rate 
of exchange between the domestic currency and the currency of 
another gold standard country has reached a point at which it becomes 
profitable to individuals to ship it to the other country, sell it there 
to the currency aut.hority at its statutory price and employ the 
proceeds for obtaining their domestic currency. On the other hand, 
gold will be sold to the Central Bank only when the rate of exchange 
between the domestic currency and the foreign currency has reached 
a point at which it becomes profitable to individuals to convert it 
into the foreign currency, to buy with it, from the foreign currency 
authority, gold at the statutory price, ship the gold to their own 
country, and there present it to the Central Bank for reconversion 
into the domestic currency. These conditions will be reached when 
the domestic currency varies from its par value by an amount equal 
to the cost of shipping it to or from the foreign gold centre. 

2. This may conveniently be expressed as follows, using illustratively 
the particular case of rupees and sterling : — * 

Let X denote the number of rupeest required to buy in Bombay a 
telegraphic transfer on London for the sterling equivalent of one 
tola of fine gold. 

Let p denote, in rupees per tola of fine gold, the gold par value 
laid down for the rupee. 

Let n denote in rupees the cost (including packing, freight, 
insurance, and loss of interest in transit) of shipping one tola of fine 
gold from London to Bombay. 

*For the purpose of this generalised statement, the small difference 
between the Bank of England’s buying and selling prices for gold may 
be ignored. , , 

ti.e., the rate of exchange, here expressed. in a somewhat unfamiliar 
manner in order to relate all the expressions to a given wei^t of fine 
gold. 
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Then gold will he withdrawn from the Central Bank, and shipped 
abroad, when 

X is greater than (jp + «-) ; 

and gold will he imported, and sold to the Central Bank, when • 

X is less than (p — n). 

When 05 lies betwen (p + n) and (p - n), i.e., when the 
exchange lies between the “gold points,” it is not profitable for 
individuals, for purely moneta/ry purposes, to withdraw gold irom 
the Bank or to import and sell it to the Bank. 

3 It cannot he assumed that, in the case of India, gold niovo- 
ments can be confined to those for purely monetary purposes ; unless 
therefore, the Central Bank is relieved of the necessity of supplying gold 
within the two gold points of the exchange, it would be exposed to a 
constant drain upon its gold reserves for purposes other than those for 
which they are held. The gold and gold security reserves of a Central 
Note-Issuing Bank serve the purpose of rectifying a teniporary cus- 
equilibrium in the balance of foreign payments. They are held to enable 
external obligations to be discharged pending an adjustment oeing 
achieved (by an appropriate credit policy) of the value of the currency 
to its parity with gold. The reserves exist to assure the maintenance 
at parity with gold of the purchasing power of the ^monetary unit, i.e., 
to meet purely monetary needs. It is evident that, if they can be drawn 
upon in the ordinary course to satisfy non-monetary purposes to anything 
but a minor extent, the Bank’s primary task, viz., to maintain thf 
external value of the cnri'ency, will he jeopardised. To avoid having 
gold reserves depleted in these circumstances, and to replenish 
them when a drain occurs, the Bank has at its command but one weapon, 
that is credit control. It would have to follow a more or less per- 
manent policy of so restricting the monetary circulation by a contraction 
of credit as to cause the rupee to appreciate beyond the upper gold point 
of the exchange. That is the only way in which gold can be attracted 
from abroad to make good the loss of reserves due to an internal drain. 
It is obvious that such a state of things would have highly injurious, 
reactions on the internal economy of India, and should consequently be 
avoided. 

4. London is undoubtedly the most convenient gold centre for India. 
Not only is the currency of Great Britain freely convertible into gold 
at statutory prices and exportable in that form, but there is also an 
extensive bullion market. London is India’s clearing house for her 
foreign commercial and financial transactions, and the available means 
of communication are such as to assure the movement of gold to and 
from India to be less subject to uncertainties than would be the case if 
any other of the great gold centres were chosen. 

In what follows it has therefore been assumed that London will be 
treated as the gold centre in relation to which the appropriate buying 
and selling rates for India will be calculated. 

5. It is required so to frame the Bank’s obligation to sell gold as to> 
make it unprofitable for gold to be bought from it except in circum- 
stances in which it would be profitable to do so for purely monetary 
purposes. 

6. Beverting to the symbols employed in paragraph 2 above, the rupee' 

equivalent of the price of gold in the gold centre (London) is x rup'Ses per 
tola. So that, when x => p + n the exchange is just within the gold 
points), the price of gold- in London = (p + a> rupees per tola. The 
cost of shipping being n rui^s per tola, the cost of laying down in 
Bombay gold from London will then be (p rupees per tola. It 

follows, that the lowest rate at which the Oentral Bank can safely sell 
gold, when ^change , is within the gold points, is (p 2ny rupees per 
tola, for delivery in Bombay, or (p + n) rupees per tola, for delivery in 
London. 
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7. Value' of n . — ^The following table gives the various elements that 
enter into the value of n, taking London as the foreign centre. (For 
purposes of comparison the corresponding figures for two other centres 
are also given.) 


— 

From London ex 
Bank of England, 
or to London (Bank 
of England). 

Prom South 
Africa ex 
Durban. 

From New 
York ex Mint. 


Per cent. 

Per cent. 

Per Cent. 


s. d. 

s. d. 

s. d. 

Freight 

15 0 

12 (5 

10 0 

Insurance 

2 3 

1 3 

3 2-5 

Packing, etc. 

0 3 

0 s 

— 

Mint charges 


— 

1 2*5 

Bank charges 

1 ' 

— 

0 6 

Total transport charges 

17 6 

14 0 

14 11 

Interest at 5 per cent, for period 
of transit, 21 days between 
London or Durban and 
Bombay and 35 days between 
ISTew York and Bombay. 

5 9 

i 

1 

1 

5 9 

9 7 

i 


The cost of transport, etc., expressed as a percentage of the cost of 
gold at the foreign centre, and taking London as the foreign centre, is 
thus 23s. 3d. per cent. = 1'1625 per cent. 

8. Buying rate for gold . — 

1 tola of fine gold = 180 grams of fine gold. 

480 grains of fine gold = 1 oz. of fine gold. 


1 oz. of fine gold 


Is. 6d. ... ... ~ 

1 tola of fine gold = 


84s. ll*45d. (price per fine oz. corresponding 
to Bank of England’s selling price of 
77s. 10’5d. per standard oz.). 

1 rupee (par of exchange). 

180 X 84s. ll*45d. 


480 X Is. 6d. 

= Bs. 21 3as. lOps. (approx).=:Rs. 21'239583. 

9. Selling rates for gold , — fWhen the telegraphic transfer rate on 
London is at or above the upper gold point (see table below), the selling 
rate, for (delivery Bombay, is the same as t3ie buying rate, viz. : 
Bs.21 3as. lOps. per tola of fine gold. 

When the telegraphic transfer rate on London is below the upper gold 
point, the selling rate, 

(a) for delivery London, is : — 

Bs.21 3as. lOps. + cost of transport, etc. 

= Bs.21 3as. lOps. + 1'1625 per cent, of Bs.21 3as. lOps. 

= Es.21 7as. 9ps. (approx). = Bs.21 *484376. 

(&) for delivery Bombay, is: — 

Bs.21 3as. lOps. + twice cost of transport, etc. 

— Bs.21 Sas. lOps. + 2*326 per cent, of Bs.21 3as. lOps. 

5= Bs.21 lias. 9ps. (approx). 

10. The Gold Points . — 


Reserve Bank selling 
price (London). 
Bank of England 
baying price.* 
Reserve Bank buying 
price (Bombay). 
Cost in Bombay of gold 
ex Bank of England.f 



21*484376x480 
4*240909 X 180 


21*239583x480 
4*297221 X 180 



13*60929 rupees to £1 
sss 17*76556a. per rupee 
(say, 17|fd). 

13*18036 rupees to £1 
sssl8'20S9M. per rupee 
(siy 18Hd.)- 


* Price per fine ounce corr^pondiug to 'Bank of England buying price of 
77s, 9d. per standard ounce. 

*(* Price per fine ounce corresponding to Bank of England selling price of 
77s. lO^d. per standard ounce, plus a percentage to cover transport charges and 
interest daring transit. 
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SCHEDTTLE II. 

(Pabagraphs 102 AND 163 OP Report). 
Business of the Reserve Bank. 


IBusiness vrhich the Bank should he authorised to carry on and to 

transact. 

The several kinds of business which the Bank should be authorised to 
carry on and to transact are specified below : — 

(1) It may make and issue bank notes. 

(2) It may accept money on dep<^it on current account from and collect 
money for the Government of India, Provincial Governments, banks and 
bankers. 

I* or rediscount bills of exchange, promissory 

notp, or other commercial paper, arising out of hona fide commercial 
or trade transactions, bearing two or more good signatures, one of 

which must be that of a bank or banker, and having a maturity not 
exceeding 90 days, payable in India. ^“^nty nou 

(6) It may buy, sell, or rediscount, to an amount not exceedins? 
20 per cent, of the bank’s total discounts, biUs of exchange nr 
missory notes, or other commercial paper, bearing two or more good 
signatures one of which must be that of a bank or baXr drLnTi 
issued in respect of current transactions for agricultural’ purnoses 
and having a maturity not exceeding six months. Purposes, 

(c) It may buy, sell, or rediscount bills of exchange and nromiesnrtr 

notes, with a maturity not exceeding 90 days bearint ^ 

of a bank, iaanod or drawn for thTpirp^ 5 
trading m Government of India securities. ^ trying or 

(d) It may buy and sell securities of the GovernmoTi+ rv# Tw.j- 

i.’srii sxTi- ssMs”- 

ment m^«rof dopoa^ ^ Uabihtios of the banking depart. 

90 days agaiMt the seonr!^ of ■— periods not exoseding 

in^“ihS?’?’t^^ k “■»o™abIo property) 

of Perliaiinrck by anriotTl^r^’"^* '>5' aS 

(b) Sold coin aS bnUion o/ rt ®®™™»--GeneraI in Oonnoil. 
ment or storage thereof. <3oouments relating to the ship- 

bankers’ acceptanoea 

against securities specified in fSi (h\ ll^ bank (but adranoes 
Of tte tow adyano^rS ^ ^e bank? 

by the bank and a^ r^eSS ^n*dbi^°(6)*” Pnrcbase 

(5) It may make advances tn +iia clt. 
and Means purposes, p?^ed tW ^or Ways 

il^aid not later than at the end ^ advances I 

tbe h^a, 

by the Cental ^Boa°^ of*^ the^ P^^ies approved 

equivalent of Rs. i lafch, transtoW the 

trade acbeptauces, bankers’ acceptance bln 

uepvancee, and bills of exchange (including 
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treasury bills), <irawn in or on places in sucb foreign countries as adbere 
to the gold or gold exchange standard, of a maturity not exceeding 90 
days, and it may keep in such foreign countries credit balances u'ith 
banks or bankers. 

(7) (a).— It may invest a sum, not exceeding its paid-up capital 
and reserve, in securities, having not more than 5 years to run, of 
the Government of India, or other Governments, provided that the 
capital and interest of such, latter securities are payable in gold or a 
currency which by statute is convertible into gold. 

(6) It may invest its stsuff and superannuation funds in securit’cs 
of the Government of India of any maturity. 

(8) It may buy and sell all securities which are eligible as, and utilised 
for, the cover of the note issue, as defined in the clause dealing with the 
conditions governing the issue of notes by the bank, 

(9) It may issue demand drafts and make, issue and circulate bank post 
bills made payable on its own branches. 

10) It may accept the custody and management of moneys, securities 
and other articles of value. 

(11) It may sell and realise all property, whether moveable or immove- 
able, which may in any way come into the possession of the bank in 
satisfaction, or part satisfaction, of any of its claims, 

(12) It may act as agent for the Government of India and Provincial 
Governments in the transaction of the following kinds of business, viz : — 

(a) The buying and selling of precious metals. 

(b) The buying, selling, transferring and taking charge of any 
bills of exchange securities or any shares in any public company. 

(c) The receiving of the proceeds, whether principal interest or 
dividends, of any securities or shares. 

(d) The remittance of such proceeds, at the risk of the principal, 
by public or private bills of exchange payable either in India or 
elsewhere. 

(13) It may buy and sell gold whether coined or uncoined. 

(14) It may open accounts in foreign countries, and act as agent or 
correspondent of any bank carrying on business in or outside India. 

(15) Generally, it may do all such matters and things as may be 
incidental or subsidiary to the transacting of the various kinds of busi- 
ness hereinbefore specified. 

business which the Banh should not he authorised to carry on or to 

transact. 

The kinds of business which the Bank should not be authorised to 
carry on or to transact are the following: — 

(1) It shall not engage in trade, or otherwise have a direct interest in 
any commercial, industrial, or other undertaking, save interests which 
may in any way come into the possession of the bank in satisfaction, or 
part satisfaction, of any of its claims, provided that these interests 
are disposed of at the earliest possible moment. 

(2) It shall not purchase its own shares, or the shares of any other 
bank or corporation, or grant loans upon the security of the same. 

(3) It shall not advance money on mortgage of fixed property, or on 
notarial or other bond, or cession thereof, or become the owner of fixed 
property except so far as is necessary for its own business premises. 

(4) It shall not make unsecured loans or advances. 

(6) It shall not draw or accept bills payable otherwise than on demand. 

(6) It shall not accept money on deposit for a fixed term, or allow 
interest on credit balances. 
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SOHEDtJLE III. 
(Pabaqbaph 145 OP Report). 


Note showing the effect op the Commission’s pboposals on the 

CONSTITUTION AND WOBKING OF THE RESERVES. 


(For purposes of this Note, gold <md sterling have been converted 

at Is. 6d. per Bupee.) 


1. The following is (in aggregate) the constitution of the present Paper 
Cfurrency and Gold Standard Reserves as on the 30th April, 1926 : — 


Liabilities. Bs. 

crores. 

^iSsets. 

lie. crores. 

Note issue 

185 

Silver 

85 

Rupee redemption 


Rupee securities 

57 


Sterling securities 

81 



Gold 

30 


253 


2. Under the scheme outlined in the Report the following changes are 
contemplated ; — 

(1) Inabilities . — ^Initial liabilities will include Rs. 50 ororest in respect 
of the rupee circulation (inclusive of the rupees retained in Reserve). 
Future Uahilities will he increased by the full amount of further 
note issues. (Paragraph 146 of Report). 


(2) Assets.—(a) Gold and gold securities will be 40 per cent, cf 
liabilities (minimum) from outset. 

(b) Gold will eventually be 25 per cent, of liabilities (minimum), to 
be attained by the following stages : not less than 20 per cent, after 
6 years, and not less than 25 per cent, after 10 years; with a minimum 
(overriding) of 30 crores. 

(c) Rupee securities will be not more than 25 per cent, of liabilities, 
with a maximum (overriding) of 50 crores. 

(d) Rupee coin will not be held in excess of the maxima set out 
below : — 


To end of 3rd year 70 crores 

Prom end of 3rd to end of 6th 
year 50 ,, 

From end of 6th to end of 10th 
year 35 „ 

From end of lOth year 25 ,, 

(Paragraph 145 of Report). 


or 10 per cent, of 
liabilities which- 
ever is greater. 


3. The following transitory provisions have been recommended : — 

(a) In order to carry out provisions (c) and (d) above, and to 
enable the new Ranh to show in the opening accounts of its Issue 
Department a reserve ratio of gold and gold securities to liabilities 
of not less than 50 per cent, (i.e., to show a good margin above the 


* l^e ^ amount of the Gold Standard Reserve, whose functions include 
this liability, is Rs. 53f crores. 

This figure may be subsequently increased or decreased, according as 
there is a net absorption of rupees or a net return from circulation. 
(See paragraph 3 (c) of this Schedule.! 
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minimum requirement), the Government of India- should replace 7* 
crores of their created rupee securities by gold securities. If the 
Government should find it difficult to do so immediately they may be 
allowed to replace such rupee securities by 7* crores of Government 
of India sterling Treasury Bills (created ad hoc), these to be re- 
placed within 2 years by gold securities of the kinds laid down else- 
where as eligible to be helA in the Reserve. (Paragraph 145 of Report). 

(6) The surplus of 18* crores in assets at the outset should be 
retained by Government in the form of silver, including the whole 
of the silver bullion, the balance being in silver coin. The Govern- 
ment should not re-issue (except to the Bank on demand) this coin 
or any rupee coin delivered by the Bank subsequently as redundant, 
vide (c) below. (Paragraph 145 and 148 of Report). 

(c) The Bank should have the right to deliver to the Government 
redundant rupee coin in Reserve, i.e., any rupees coming into the 
Reserve in excess of the maxima stated in paragraph 2 (d) above. 
The Government would pay for every Rs. 5 thus received in coin 
Rs. 4 in notes, gold or gold securities, the Bank writing off the 
difference, of Re. 1, by a reduction of the figure of rupee redemption 
liability. (Paragraph 147 of Report). 

The reverse procedure would be followed when rupees were delivered 
by the Government to the Bank on demand. 


4. As a result of these proposals the constitution of the Reserve would 
at the outset* be as follows : — 

Liabilities. 

Note issue * 185 

Rupee redemption 60 


235 235 

Gold and sterling securities would thus be 60 per cent, of total liabili- 
ties; and the Bank would be enabled, without overstepping the minimum 
statutory reserve ratio, to issue further notes against biUs to the maximum 
of €0 crores. 


Assets 


Silver coin 

... 67 


Rupee securities 

... 50 


Gold securities 

... 88 ) 

118= 

Gold 

... SO) 

50% 


* These figures, and those in the table in paragraph 4, are based upofl 
the composition of the Reserves as in paragraph 1 above. They will 
require modification if the composition is different at the time of transfer. 


B 3 
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SCHEDULE IV. 

(Paraobaph 157 OB Report). 

Sttgoested Fobh bob, Presentation ob the Reserve Bank’s Accounts. 


Reserve Bank ob India. 


An Account pursuant to the Reserve Bank of India Charter Act, 192 
for the week ending on the day of 


Liabilities, 

Bank Notes 
held in the 
Banking 
Department Rs. 

Bank Notes in 
circulation Rs. 

Total Bank 
Notes 
issued ... 

Government of 
India Notes 
in circula- 
tion 

Rupee re- 
demption ... 


Issue Department. 

Assets, 

Rupee coin Rs. 

Government of India 
rupee securities ... Rs. 

Domestic Bills of Ex- 
change Rs. 

Gold securities Rs. 

Gold specie or bullion ... Rs. 


Rs. 

Rs. 

^IrS. 


> 


Ratio of gold and gold securities to liabilities, 
Dated the day of , 19 


per cent. 


Banking Department. 


Chief Cashier, 


Liabilities, Rs. 

Capital paid 

Tip ' 

Reserve 
Deposits — 

(o) Government 
(h) Bankers 
(c) Others 
Bills payable 
Other liabilities 


Dated the day of 


Assets. Rs. 

Notes 

Silver rupee coin 
Subsidiary coin 
Bills discounted — 

(a) Domestic 

(b) Foreign 

(c) Government of 

India Treasury 
Bills 

Balances held abroad ... 

Loans and advances to 
the Government 
Other loans and 

Advances 

Investments 

Other Assets 


, 19 . 


Chief Cashier. 
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SCHEDULE V. 
(PABAGItAPH 166 or Bkpobt). 


Suggested Outdinb Form or the Statutory Provisions to be in Forue 

DURING THE PERIOD OF TRANSITION 


1. The Government of India shall receive from any person making a 
demand at the Office of the Controller of the Currency, or the Deputy 
Controller of the Currency, Bombay, or at any other office of the Govern- 
ment which may be notified for the purpose in the Gazette of India, gold 
in the form of bars containing approximately 400 fine ozs., in exchange 
for legal tender money, at the rate of lts.21 as. 3 ps. 10 per tola of fine 
gold, subject to conditions to be notified in the Gazette of India. 

2. The Government of India shall sell to any person in India who makes 
a demand in that behalf at the Office of the Controller of the Currency, 
Calcutta, or the Deputy Controller of the Currency, Bombay, or at any 
other office of the Government which may be notified for the purpose in 
the Gazette of India, and pays the purchase price in any legal tender 
money, gold for delivery at Bombay at the rate of Ils.21 as. 3 ps. 10 per 
tola of fine gold or at the option of the Government an equivalent amount 
of gold exchange {as defined below) payable in a country or countries 
outside India maintaining a free gold market and approved by the 
Governor General in Council subject to the condition that no single 
demand for gold or gold exchange shall represent a less value in gold than 
approximately 400 fine ozs. 

The “ equivalent amount of gold exchange ” referred to shall be a sum 
in foreign currency calculated by the Government of India to represent 
the standard price of one tola of fine gold in the country outside India 
concerned less an amount representing the normal chargee of a remittance 
of gold bullion from India to the country concerned. For this purpose the 
Government shall notify in the Gazette of India the country or countries 
upon any one of which, at the choice of the purchaser, gold exchange 
will be issued, and the rates of gold exchange. 


Note . — The provision as drafted above is intended to relate to the period 
during which the Government of India remains the currency authority. 
From the date when the control of the currency is transferred to the 
lleserve Bank to the date when the Bank assumes the final obligation to 
buy and sell gold, a statutory provision imposing similar obligations on 
the Bank should be put into force, with the’ requisite modifications. There 
should then be a proviso that the notifications as to the conditions of 
purchase of gold, as to the rates of gold exchange, and as to the country 
or countries upon which gold exchange will be issued, should be subject 
to the previous approval of the Governor General in Council 


D 4 
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KOTE BY SIR NOROOT WARREN. 


Whilst joining in the recommendations of this Report, and advocating 
ihem without reservation, I wish to avoid any possibility of misconcep- 
tion by expressly stating that I do so in my personal capacity as a 
member of the Commission, and not in any representative capacity on 
behalf of the Imperial Bank of India. As a member of the Commission, 
mj' duty, which is wholly towards the public, is separate and distinct 
from my duty towards the Institution of which I am a Managing 
Governor. It will therefore be understood that by making these recom- 
mendations in so far as they may affect the Imperial Bank of India, I 
have neither the desire nor the capacity to commit that; Bank. 


NORCOT WARREN. 
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MINUTE OF DISSENT 
BY SIR PURSHOTAMDAS THAKURDAS. 


1 have signed the Report subject to the following Minute of Dissent. 

I. HISTORICAL RETROSPBOT. 

1. My colleagues state in paragraph 11 of the Report that the 
stability of the gold value of the rupee is “ based upon nothing more 
substantial than a policy of the Government, and at present that policy 
can be found defined in no notification or undertaking by the Government. 
It has to be implied from the acts of the Government in relation to the 
currency, and those acts are subject to no statutory regulation or control.” 

2. With this "I entirely agree. But it is necessary to enquire whether 
the currency system and practice as developed, constitute a material 
departure from the main principles of the policy laid down 27 years 
ago, accepted by Government, and still binding on them, and if so, 
whether such departure was made either with the consent of representa- 
tives of the people, or with the approval of the Government of India, 
who were best able to judge of Indians requirements. 

3. The present currency system in India, as referred to us, starts with 
thd closing of the Indian mints to free coinage of silver in 1893, and the 
recommendations of the Fowler Committee to link the rupee to gold, 
making the former a token coin for internal circulation. There have been 
one Royal Commission and one Committee since the Fowler Committee 
reported, and both* give a history of the currency system of India since 
1898. Whilst anxious, therefore, not to duplicate the historical facts 
by repeating them here, I feel it incumbent upon me, for a full elucida- 
tion of the problem before us, to summarise the history of the Indian 
currency system since 1898, by quoting the revelant despatches between 
the Government of India and the Secretary of State for India, with 
reference to each important aspect of the working of the Fowler recom- 
mendations, and the official policy supposed to have been based thereon. 

4. Till 1893, India had a silver standard with free coinage of silver, 
and the rupee was a full value silver coin. Owing to the discarding of 
silver as a standard of value in leading countries in the West after the 
Franco-German War, wild fluctuations took place in the rates of 
exchange between India and gold standard countries. In response to a 
widespread general feeling amongst the organised sections of the com- 
mercial community in India, the Government of India proposed to the 
Secretary of State the stopping of the free coinage of silver with, a view 
to the introduction of a gold standard. The Herschell Oommittoe, to 
whom the proposal was referred for investigation and report, approved 
of the Government of India’s proposals, with certain modifications. The 
recommendations of that Committee were accepted* by Her Majesty’s 
Government j and in 1898 the Fowler Committee was appointed to con- 
sider and report on “ the proposals of the Government of India for making 
effective the policy adopted by Her Majesty’s Government in 1893 and 
initiated in June of that year by the closing of the Indian Mints to what 


* ATbte.— See Notifications of 26th June, 1893, whereby arrangements were 
made for : — 

(1) The receipt of gold at the rate of 7*63344 grains of fine gold per 

rupee. 

(2) The acceptance of sovereigns at Rs. 15. 

(3) The issue of currency notes in exchange for sovereigns or gold bullion. 

(See pp. 66, 67, East India — Mint for Gold Coinage, 1913, No. 495.) 
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is known a® ■fcho free coinage of silver. Xliali policy had. for its declared 
object the estaiblishnaent of a gold standard in India.”* 


The Fowler Recommendations, 

6. The Fowler Committee “ looking forward ... to the effective 
establishment in India of a gold standard and currency based on the 
principles of the free inflow and outflow of gold,”t recommended that:- — 

(1) The Indian Mints should continue closed to the unrestricted 
coinage of silver and should be opened to the unrestricted coinage 
of gold. 

(2) The sovereign should be made legal tender and a current coin. 

{3) The ratio between the rupee and the pound sterling should 

be to the pound, i.e., the exchange value of the rupee should 

be Is. 4d. 

(4) No legal obligation to give gold for rupees for merely internal 
purposes should be accepted] but 

(5) The profit on the coinage of rupees should be held in gold as 
a special reserve and made freely available for foreign remittances 
whenever exchange fell below gold specie point. 

(6-) The Government should continue to give rupees for gold but 
fresh rupees should not be coined until the proportion of gold in the 
currency was found to exceed the requirements of the public. 

These recommendations were accepted “ without qualification ” by the 
Secretary of State, who on the 26th of July, 1899, “ requested the Govern- 
ment of India to make reparation for the coinage of gold.”J 


(i) GoIiD OuBiiENoy. 

First Stage: 1899 to 1902. 

Viceroy telegraphed to the Secretary 
Government of India were preparing for the coinage of 
® subsequent history of this essential project of a gold niint is 

Government of India put forward definite proposals for 
^tablishi:^ in the Bombay Mint a branch of the Boyal Mint for the 
linage of sovereigns. A proclamation to effect this object was drafted 
^d received the approval of the Lords Commissioners of the\re^ur7 
^anwhile, difficidties had arisen regarding a number of admiristrative 

establishment 5 the proposal bSneh miS 
of occasioned much correspondence between the Secretary 

of the authorities of the Boyl^mlt In Mar^lcnwl f 

of May 1901 and I^^€r4|^^dated^'^6 fan?' 

were forwarded with IjMd Oeoroe TT.— .iu liiOl, copies of which 

the 26th of Jcly WOi^yiS? No. 130. dated 

whole question, TIlot State to reconsider the 

eowereilM in Mia WM a ^ that tte original decision to coin 
the Government of India to adher^t^ icatiye of the determination of 
intention to take prl^“al I??! “td of their 

Wever, that enhsl^n^iarrS^^ «n^^*at ^M^nd”^^ 


Z Committee Eeport, Par. 1 

t Fowler Committee Ee^rt, Par. 64 ■ 

am. 6 and 7, p. 8, Bast India-Mikt for Gkild Coinage. 1913, No. 496 



MINUTE OF DISSENT. 


106 


was already firmly established in the public confidence, that sovereigns 
were being readily attracted to India whenever required, and that there 
was no reason for believing that the position of the gold standard in 
India would be strengthened, or public confidence in the intentions of the 
Government of India confirmed, by the mere provision of machinery for 
the manufacture of gold coins in the country. They further pointed out 
the practical di£Q.culties in the way of the establishment of a branch of 
the Royal Mint in India, an arrangement which they described as 
anomalous, and likely in practice to give rise to inconvenience and 
possible friction. 

“ (6) Upon receipt of the views of the Lords Commissioners, the Gk>vern- 
ment of India decided, for the time being, not to persevere with the 
proposals. In their despatch of the 25th of December 1902 they refrained 
from expressing any agreement or disagreement with the reasons adx'anced 
by the Treasury. But they had ascertained that the chief Indian Mining 
Companies had made arrangements for the regular sale of their gold out- 
side the country, and that they were unlikely to alter those arrange- 
ment at an early date. In the absence of an assurance that a steady 
supply of Indian gold would be available for minting, liord Ourzon’s 
Government preferred to drop the scheme, at the same time expressing 
their willingness to revive it should conditions change. 

“ (7) No public explanation was given in India of this sudden recession 
from what had hitherto been regarded as an essential feature of the 
currency policy inaugurated in 189S and definitely established o-n the 
recommendations of the Currency Committee of 1898 . . . .” 

7. It is necessary to note here that this decision followed the failure of 
the Government’s attempt to issue sovereigns in 1900 owing to famine 
conditions,* when, because of the low purchasing power then prevailing 
throughout India, the sovereign was an unsuitable form of currency. 

Second Stage: 1909-1910. 

8. In 1909, the Government of India in their despatch No. 236 of the 
30th of September 1909 applied to the Secretary of State for a holding of 
about £9 million liquid gold in the Paper Currency Reserve, in order to 
make a gold currency possible. They stated in Paragraph 8 of that 
despatch that the popularity of the sovereign was rapidly increasing till 
checked by the crisis of 1907-8, and that sovereigns were actually changing 
“ hands at a premium even in the chief commercial centres of the country, 
while for ordinary purposes they are practically unobtainable.” They 
also urged in the same despatch; ‘‘We are of opinion that you should 
stay further drawings other than those required for ways and means 
purposes, for if further trade demand for money be genuine, the result 
must then be that gojd will come out to us in India.” (Paragraph 10.) 

9. The Secretary of State by his despatch No. 25 of the 18th February, 
1910, Paragraph 4, rejected these suggestions of the Government of India 
on the ground that they “ might cause the periodical recurrence of 
stringency in the London money market.” He also refused, by Paragraph 
6 of his despatch, to allow the Government of India to publish the 
correspondence with him on the subject. 

Third Stage; 1912-1913. 

10. In 1912, the Government of India again urged the opening of a 
branch of the Royal Mint in India by their despatch No. 110 of the 16th 
of May 1912. This despatch gives a full history of the goM mint question 
from 1899 to 1912, and meets the various arguments that are advanced 
against a gold currency in India. The Secretary of State forthwith got 


* Chamberlain Commission Report, Par. 25, p. 10. 
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in touch with the Treasury on the 27th of June 1912, and the latter by 
their reply of the 8th of August 1912, intimated that the Lords Com- 
missioners of His Majesty’s Treasury “ are prepared to co-operate in 
giving effect to the proposal ” but regret that they are “ quite unable to 
agree to any scheme involving divided control.” The Secretary of State, 
Ijy jj^ig despatch No. 139 of the 18th of October 1912 communicated the 
Treasury’s reply to the Government of India, pointing out in 1 aragraph 3 
the two alternatives offered by them. In Paragraph 5 of bis 'despatch he 
intimated to the Government of India that if both the alternatives 
“ are dismissed, it will remain to consider whether it is desirable 
to produce at one of the Indian Mints a separate Indian gold coin 
of the denomination of, say, Rs.lO; this course would be inexi>ensive and 
would a,void the interference of the British authorities in your general 
coinage operations.” He added that he would be prepared ** to sanction 
the issue of such a coin.” 

11. On the 20th of January 1913, the Government of India in a telegram 
said: “As you anticipated, we do not favour either of the alternatives 
•offered by the Treasury. We therefore accept your offer to sanction the 
issue of a separate India gold coin of the denomination of Rs.lO. We shall 
submit our pi'opiosals 'as to details of the coinage in due course.” Thereafter 
it appears from Sir Lionel Abrahams’ evidence before the Chamberlain 
Commission (Q. 1143) that discussion took place as to the dates on which 
“ it would be desirable to make an announcement.” On the 24th January, 
however, the Secretary of State suggested that, “ before any final d'oeieiou 
was taken, the usual pr'Ocedure for eliciting public opinion in India should 
be followed.” It need only be recalled here that in their despatch of the 
16th of May 1912 the Government of India had stated that “ it was not 
until last year, when a resolution was moved in the Imperial Legislative 
Council hy Sir Vithaldas Thackersey, that the Government of India were 
formally invited to revive the proposals which had so nearly reached 
fruition a decade previously, and to embark on the coinage of gold. The 
discussion thus started has been vigorously taken up by the Press and hy 
commercial interests both in India and England, and the whole subject has 
been thoroughly ventilated in a manner which makes any special reference 
to mercantile bodies in this country unnecessary.” The Secretary of State 
informed the Government of India on the 14th of February that tho Royal 
Commission, by that time proposed, “ would inquire inter ulia into the 
Indian currency administration.” On the 10th of April the Government of 
India wrote that “ the only possible course now ” was to leave the question 
of the gold coinage for the Oommission to decide. 

' Fourth Stage: WaHime Coinage. 

12. During the War, the Bombay Mint was made a-branch of the Royal 
TsSint for the coinage of sovereigns for a short period. Later on, when some 
technical difB.culties arose in this connection, the Bombay Mint coined gold 
mohilrs of the weight and fineness of the sovereign. The Babington-Smith 
Cominittee, in Paragraphs 66 and 67 of theia: Report, recommended “ that 
the,4jranoh of the Royal Mint which was opened in Bombay during the 
war for the coinage of sovereigns and half-sovereigns and has since been 
t^porarily closed, should he reopeniqd, and that arrangements similar to 
^ose in force in the United Kingdom should be made for the receipt of 
gold bullion from the public for coinage. The Government of India should 
announce its readiness to receive gold bullion from the public, whether 
refined or not, and to issue gold coin in exchange at the rate of on© 
sovereign for 113-0016 grains of fine gold, subject to a small coinage 
charge.” 

Fifth Stage: Post-vxtr Owarantee. 

3 3. On the 24th of ‘ J anuaxy 1922, Sir Malcolm Hailey, then Finazvee 
Member, spoke as follows in the Legislative Assembly, on a resolution 
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moved by the late Sir Vithaldas D. Tbackorsey on tbe subject of Currency 
and Exchange : — 

Now, Sii', let me turn to tbe second part of tbe Resolution. It proposes 
that the suggested Committee should consider the question of opening the 
Indian Mints to the free coinage of gold. Now, I must really assume that 

Honourable friend. Sir 'V^ithaldas Thackersey, expert as he is in these 
questions, has realiy included this in hie Resolutions to satisfy the feelings 
of some of his friends, rather than because he himself supposes that this 
question does actually need the further investigation of an expert Com- 
mittee. He is well aware, Sir, that it was a cardinal feature in the policy 
of the Babington-Smith Committee that the Indian Mints should be opened 
to the free coinage of gold. Indeed, one of the intentions of the Com- 
mittee in fLxing the rupee on a gold basis was to permit of the free use of 
gold currency in India, and the opening of the Mints to the free coinage 
of gold is an aid to such a process, though of course it is not in itself an 
essential condition of it. We, Sir, are prepared out here to coin gold as 
soon as the need for gold currency arises. Sir Vithaldas Thackersey 
suggested that the Royal Mint might on technical grounds 3 >efuse to allow 
us to do so. He need have no fear on that score. I can give him a 
guarantee that, as soon as the demand for gold currency arises, the Mint 
will be ready for it.”* 

14. This, in short, is the history of what the Treasury called in their 
letter dated the 9th of July 1901 to the India Office, “ the frank 
abandonment of one of the details of the policy recommended by the 
Indian Currency (Fowler) Committee, which experience has shown to 
be unnecessary.” In their preceding letter of the 22nd of May, to the 
India Office, they had already expressed the opinion that “ The gold 
standard is now firmly established, and the public requires no proof of 
the intention of the Indian Government not to go back on their policy, 
which is beyond controversy.” 

(ii) Gold Standabd Reserve. 

16. Another important recommendation, material to the Fowler Com- 
mittee’s scheme adopted by the Government of India, was that ” any 
profit on the coinage of rupees should not be credited to the revenue 
or held as a portion of the ordinary balance of the Government of India, 
but should be kept in gold as a special reserve, entirely apart from the 
Paper Currency Reserve and the ordinary Treasury balances.”* 

The First Departure. 

16. In September 1900, the Government of India proposed to inaugurate 
this special reserve of gold. But the profits on coinage for the pre- 
ceding year, amounting to £1 million, were temporarily unavailable, 
having been used to meet pressing famine demands. The then Viceroy, 
Lord Curzon, and the Finance Member, Sir Edward Law, •disagreed 
on the policy to be adopted with rega3rd to the gold holding in the 
Paper Currency Reserve. A lengthy despatch, No. 302 of the 6th Sep- 
tember 1900, was addressed to the Secretary of State, with, in all, 
four Minutes upon it, one from the Viceroy and three from the Finance 
Member. As one of his reasons for differing from the Finance Member, 
the Viceroy wrote : “ I have a natural suspicion of anything that may 
tend, in the present early stage of our currency policy, to cause alarm. 
Most things that the Government of India do in the region of finance 


* See Legislative Assembly Debates, Vol. H, No. 21, 24th January, 1922, 
pp. 1842-1869. 

t Far. 60, Fowler Committee Report, 
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are misi’epresented ; many are misunderstood. We are constantly 
accused of having no confidence in our policy and of not pursuing it with 
consistency. 1 think that we should be very careful about taking any 
steps that may seem to give ground for these charges.”* 

17. The Finance Member in Paragraph 26 of his first Minute said : 
1 do not lose sight of the fact that, however readily saleable our gold 

investments, they are not quite the same thing as actual gold, but 
holding such a sum as I contemplate in the actual metal, there would, 
under all "conceivable circumstances, be plenty of time to effect gradual 
sales of the securities for the replenishment of the stock of gold, should 
the necessity arise.” 

18. In his final Minute, dated the 23rd of August 1900, the Finance 
Member recorded the fact that “ the general question of the advisability 
of legislation affecting our exchange policy was discussed in Cbuncil, and 
the view was, I think, unanimously accepted that such legislation should, 
if possible, be avoided.” 

19. The Secretary of State, replying by his despatch No. 232 of the 
13th of December 1900, said in Paragraph 3, that he was fully convinced 
of the advantages of maintaining a special gold reserve, and that, “ in 
order to mark the primary object of its formation, .... the title 
to be assigned to it should be the Gold Standard Reserve.” In para- 
graph 4 of his despatch he parenthetically observed that the word “ gold ” 
used in Paragraph 60 of the Fowler Committee Report appeared to be 
interpreted by Sir Edward Law as including “ securities saleable for 
gold,” and in Paragraph 6 he gave his decision : “ This proposal is in 
harmony with the 60th paragraph of the Report of the Indian Currency 
Committee, and I fully concur in the principle which it enunciates.” 

20. Paragraphs 6 and 7 of the despatch lay the foundation of the 
departure from the Fowler Committee Report and need to be quoted in 
full here. 

“ (6) In order to ensure the due application of the gain made through 
the coinage, it is advisable that your Government should once in three 
months make up an account of the receipts and charges, and should 
forthwith remit the net profit to be held by the Secretary of State in 
this country. 

“ (7) It does nob appear necessary to specify precisely in what gold 
securities the reserve shall be invested, whether in 'Consols or India 
Stock, or in any other manner. This will be at the discretion of the 
Secretary of State in Council from time to time, and the result will be 
periodically reported to the Government of India, and published in its 
Gazette.” 

21. Thus, w’hile the question in dispute referred to the Secretary of 
State actually concerned the Paper Currency Reserve, he gave a decision 
regarding the Gold Standard Reserve, and the interpretation put on 
the word “ gold ” in Paragraph 60 of the Fowler Committee’s Report 
was 13 years later a subject of close examination of the India Office 
representative before the Chamberlain Commission. 

22. On the 7th of December 1906, the Secretary of State telegraphed 
to the Viceroy, with reference to the latter’s information about extreme 
stringency and the possibility of serious panic in India, that “Tfor various 
reasons I wish to avoid addition of gold to Currency Reserve in London. 
This would, for example, entail diminution of reserve of Bank of England 
and, by its eft'ect on discount rates in London, would probably interfere 
with arrangements for renewing debentures of Guaranteed Railways 
maturing in December.” 


* Par. 4, Viceroy’s Minute. 
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Divethion for Railway Purposes. 

23. In July 1907, the Secietary of State decided that £1 million out of 
the profits on coinage might safely be diverted from the Reserve 
to be utilised on railway capital expenditure, as recommended by a 
Departmental Committee on Indian railways. The Government of India, 
in their despatch No. 296 of the 8th of August 1907, Paragraph 3, 
observed as follows : — 

“ From the report of your announcement in Pai'liament, we understand 
that on the advice of the Committee which was recently appointed to 
consider the question of railway finance, you have decided on a differem 
course. We do not therefore propose to trouble you with the reasons which 
led us to the co-nclusions outlined above. We accept your decision, 
although some of us entertain doubts as to its expediency, and although 
we should all have preferred if it had been possible to give the commercial 
community in India an opportunity of stating their opinion regarding the 
diversion of coinage before final orders were issued.” 

Employment in temporary Loans. 

24. In 1908, the Secretary of State by his telegj'am of the 2nd of April, 
intimated to the Government of India that the balance of the Gold 
Standard Resei’ve -would be “ lent on security on shoi't tempoi*ary loans.” 

The Govet nmeni of India’s protests. 

25. In April 1909, the Government of India renewed their appeal to the 
Secretary of State that the whole of the profits on coinage should be 
devoted to the Gold Standard Reserve and should be held in liquid gold. 
In their despatch No. 89 of the 1st of April 1909 they emphatically 
pointed out that any failure to fulfil the “ definite pledge of oui‘ active 
support of the Go’ld Standard, .... either through tiie exhaustion of the 
reserve or for other cause, would shake the public confidence in our 
Currency policy to a degree which it would be difficult to estima-te.'’ 
(Paragraph 2.) 

26. In Paragraph 3, they said that the “ Gold Standard Reserve . . . 
is the recognised fulcrum of our whole currency system ,* and its strength 
is of vi-tal importance both to Government and to the merchants, capitalists 
and investors who are associated -with us in the development of India,** 

27. In Paragraph 4, they expressed doubt whether the “ Gkjld Standard 
Reserve has ever yet approached the position which it ought to ocouiay.’* 
They further drew attention to the fact that, between November 1907 and 
January 1909, they lost £15 million of gold, and pointed out that ” this 
is the result of a little more than a single year of adverse conditions and 
of a famine which was more restricted in its area than is frequently the 
case with similar calamities.” With these preliminary observations, they 
submitted their first definite proxxisal for the Secretary of State’s 
consideration. 

28. With regard to the Secretary of State’s decision to divert £1 million 
from^Jbe Gold Standard Reserve to railway capital expenditure, in Para- 
gra;^!r5 they said : — 

** We deprecated the decision at the time, but accepted it and have 
defended it against an outburst of public criticism in India. You subse- 
quently determined that half the profits on the coinage of rupeeeisiiould 
be consistently diver-ted in the same manner, and this qouis» Mins acoord- 
ingly been followed so long as any profits accrued. We woxild. bow ask you, 
however, to reconsider your decision, and to alkw the future profits on 
coinage to pass into the Gold Standard Reserve without deduction, until 
the Reserve stands at a much higher fi^ire than it has yet attained. We 
do not yield to your Lordship in ouf desire to press forward railway devq- 
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lopment in India ; but we are convinced that the stability of our currency 
is a far more vital factor in the welfare of the country than the pace at 
which our railway facilities are extended. It is highly significant that this 
view is so widely shared by the mercantile community, in spite of the 
sti'png personal interest which attaches large sections of them to an 
active railway policy. We have already forwarded to you the expression of 
opinion by the Bombay Chamber of Commerce on the subject; and we 
now submit, for your information, copies of similar protests which we 
received from the Chambers at Calcutta, Madras, and Karachi, The 
position has again been dealt with, in a similar strain and 'with much 
conviction, by the Chairman of the Bombay Chamber, whose remarks 
on the subject at the Chamber’s annual meeting on the 3rd instant have 
met with the general approval of the business public in India. We find 
ourselves in entire accord with these views, and we would earnestly press 
upon your Lordship the impolicy of retarding the growth of the Reserve 
when circumstances again permit us to renew the coinage of rupees.” 

29. In Paragraph 6 they submitted another aspect of the Gold Standard 
Reserve, in the following words : — 

“ Another aspect of the Gold Standard Reserve which attracts much 
criticism in India is the form in which it is held. When the Reserve 
was first established, it was the desire of Lord Ourzson’s Government that 
it should be kept in liquid gold in India. Your predecessor decided to the 
contrary, and it was invested in gold securities, which have lost appreciably 
in value. We are not prepared to revive the proposal that the gold should 
be held in India, though it is our duty bo refer to the very strong feeling 
in favour of such a course which prevails in this country.” 

30. In Paragraph 7 they pressed for holding a substantial part of the 
Reserve in liquid gold, and the whole of this and the following Paragraph 
can usefully be quoted here : 

“ But, while we do not press for any change in the location of the 
Gold Standard Reserve, we attach very great importance to our second 
proposal, that a substantial part of the Reserve should be held in a 
liquid form. This seems to us to be necessitated both by expediency and 
on broader grounds of policy. We do not lay stress on the loss that has 
occurred in selling the Reserve securities during 1908; those losses have 
been ^ more than covered by the accrued interest. What we fear is a 
combination of events which would demand the employment of the Reserve 
at a time when large sales of British Government securities in London 
would be contrary to Imperial interests. Such a combination is by no 
means inconceivable; and even in less serious situations the free employ- 
ment of the Reserve might be gravely hampered by the form in which 
it is now held. The point is one on which informed public opinion in 
India is singularly unanimous. We are frequently asked why we strain 
after interest on the Reserve which is the basis of our currency system, 
and consequently one of the chief pillars of the credit of India; and it 
it pointed out that other countries are careful to retain the ultimate 
foundation of their credit in bullion. We think these views deserve 
every consideration, and we are satisfied that it would have an excellent 
■effect if your Lordship decides to refrain from further investment of the 
Reserve gold. That such a course is right on general grounds we consider 
to be beyond question. Our strength in combating a low exchange 
de^nds, broadly speaking, on our ability to reduce the supply of rupees 
and to augment ^e supply of gold.' If we can do both simultaneously, 
our intervention is the sooner effective. At present, we can only reduce 
the supply of rupees; for our gold has already been put on the market; 
and all that is meant by realising it is the transfer of certain securities 
from ^ Government to another holder. Moreover, we conceive that the 
position of the Government of India in the markets of the world would 
be much stronger as the possMsor of a large store of liquid gold than as 
the possessor of a corresponding capital in Oonsbls or similar securities* 
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In the former case, the Indian Government might in emergency be 
powerful to help the market; in the latter there would always be the 
potential danger of their wishing to realise at an inconvenient season. 
We would therefore urge on your Lordship the propriety of building up 
a substantial share of the Reserve in liquid gold, to be held under as 
nearly as possible the same conditions as the currency gold in London. 

“ We have intentionally avoided any general review of our currency 
policy. Our object for the moment is to place before you the views which 
are held in India regarding the Gold Standard Reserve, and the con- 
victions that have been forced upon us by the experience of the last year. 
The two modifications in procedure which we recommend are in entire 
harmony with the declared policy of supporting the Gold Standard, and 
they will go far to secure public confidence in our intentions.” 

The Sefcretary of State* s Reply. 

31. The Secretary of State in his despatch of the 2nd of July 1909 
admitted the importance of the subject of the Government of India’s 
despatch of the 1st of April. But he refused to accede to the Govern- 
ment of India’s request, “ in view of the pecuniary disadvantage of 
holding a part of the Gold Standard Reserve in gold,” and he accepted 
“the responsibility” for realising gold securities instead of gold “on 
occasion arising.” 

32. In Paragraph 10 of his despatch, he said as follows: — 

“ The consideration dealt with in the preceding paragraph is the most 
important of those mentioned by you in favour of your proposal, but 
there are certain others which should be noticed. 

One is that it is the desire of Lord Ourzon’s Government that the 
Reserve * should be held in liquid gold in India ’ and that Lord George 
Hamilton overruled their recommendation to this effect, and decided to 
hold the Reserve in securities. I find, on referring to the correspondence 
which took place when the Reserve was established, that Lord George 
Hamilton understood the Government of India to desire that the Reserve 
^ould be held either in gold or in securities saleable for gold, or partly 
in one form and partly in the other. Whether his understanding of their 
wishes was correct or not, it is clear that it would not now be reasonable 
to attach more importance to su gg estions regarding the management of 
the Reserve which were made before its establishment than to the results 
of the experience, extending over more than eight years, which has since 
been gained. 

A second argument, to which you refer with approval, is that * other 
countries are careful to retain the ultimate foundation of their credit 
in bullion.’ I understand that these words are meant to convey that 
Governments which issue notes encai^able in gold or silver on demand 
are in the habit of holding gold or silver in oi*der to provide for the 
encashment. This remark is accurate, except so far as it needs to be 
qualified by^ a reference to the large fiduciary issues of most Governments ; 
but it has little, if any, bearing on the question of the most suitable form 
for the GOld Standard Reserve. That Reserve will presumably be used 
in future, so far as it is used at all, for defraying the Home Charges 
when Council bills cannot be sold at or above the gold point, or for 
meeting London biUs drawn by the Government of India. For either 
purpose easily realisable securities or bank balances are as useful as gold 
and there is therefore no advantage in holding the latter. * 

“ A third argument used by you is that it is desirable that the Govern- 
ment of Indio, when combating a low exchange, shall be in a position not 
only to contract the circulation of rupees in India, which is done under 
the existing system, but also to expand the circulation of gold irfsewhere 
simultaneously (the object of the expansion of the circulation of gold 
being presumably to stimulate trade throughout the world and thus to 
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increase the demand for Indian produce), and that the latter operation 
is not within your power unless the Gold Standard Reserve is held in 
gold. I am not disposed to think that the release of such gold as might 
be held in the Gold Standard Reserve would have an important or speedy 
effect in creating a favourable balance of Indian trade ; but, if it is to bu 
held that this result would follow, it must equally be held that the 
previous accumulation of gold in the Gold Standard Reserve would, so 
long as it was proceeding, have an unfavourable effect on the Indian 
trade balance; and it would certainly injure India’s power of borrowing 
ill the London market.’’ 


Benewed Protests, 

S3, In Paragrajih 11 he pointed out that in eight 3 ’ears there had been 
a net gain to the Gold Standard Reseirve, after deducting the loss through 
the sale of securities, of £1,371,063. 

34. In September, 1909, the Government of India, by their despatch 
No. 236, of the 30th of September, made a rejoinder to the Secretary or 
State’s despatch. In Paragraph 4 they expressed their regret at the 
Secretary of State’s decision in the following words : — 

“ On the second point your Lordship has not seen your way to accept 
our proposals. Holding that, for the purpose of maintaining exchange, 
securities capable of easy realisation are as efficient as liquid gold, while 
they are at the same time producing interest to the credit of the Gold 
Standard Reserve, you have declined to do more than keep a sum or 
£1,000,000 of this Reserve uninvested, such amount being either lemc 
from time to time for short periods, on approved security, to approved 
institutions and firms, or deposited at interest with banks of high stand- 
ing. We accept this decision with regret. While we admit the force or 
your argument in normal circumstances, and recognise that existing 
arrangements adequately met the requirements of the late crisis, wa 
would once more emphasise our conviction that it is necessary to provide, 
and to assure the public that we do provide, against a situation in which 
the securities of the Gold Standard Reserve would not be easily realisable 
or realisable only at heavy loss.” They added, “ accepting, however, as 
we must, your decisions,” they desire to discuss the methods to be 
adopted in meeting exchange difficulties. They suggested a holding of 
gold in the Paper Currency Reserve in India, and the limitation ot 
Council Drafts so as to build up the gold resources of the country, as 
already mentioned in Paragraph 8 above. 


Diversion of G-oWt from India, 

35. The Secretary of State rejected this request of the Government of 
India, and, not content with such rejection, he observed in Paragraph 3 
of his despatch. No. 25 of the 18th of February, 1910, as follows ; — 

” As the stock of gold held by you now exceeds £5,000,000 I propose 
to revive shortly the arrangements which were in force in 1905, 1906 and 
1907 for the purchase of gold in transit to En^and.” 

In those years, gold destined for India was bought in transit by the 
peretary of State from the Exchange Banks, and diverted to England 
by Council Drafts which carried special rates thus to attract sold (see 
Qs, 910-940, Chamberlain Oonunission). 

36, This is the history of the Executive action taken to carry out the 
policy recommended in Paragraph 60 of the Fowler Committee Report 
regardmg ” gold ” reserves, which was accepted by Her Majesty’s 
Government and the Government of India. 



MINUTE OF DISSENT. 


113 


(iii) Free Ikfi.ow and Otjtelow of Gold. 

37. In Paragraph 54 the Fowler Committee said that they looked 
forward “ to the effective establishment in India of a gold standard and 
curi-ency based on the principles of the free inflow and outflow of gold.” 

38. In Paragraph 8 of his despatch, No. 140 of the 25th of July, 1890, 
the Secretary of State communicated to the Government of India as 
follows : — 

“ I am also in accord with the Committee as to the general principles 
by which your Government should be guided in the management of your 
gold reserve in the absence of a legal obligation to give gold in exchange 
for rupees, namely, that you should make it freely available for foreign 
remittances whenever exchange falls below specie point, under such 
conditions as the circumstances of the time may render desirable.” 

39. On the 20th of November, 1907, when the American crisis led to a 
sadden demand for remittance of gold to London, the Viceroy applied to 
the Secretary of State for authority to refuse gold for export to the 
Exchange Banks, since such gold could at that time only be drawn from 
the currency gold in London. By his telegram of the same date the 
Secretary of State gave the Government of India authority to inform the 
Fxxchange Banks of their inability to accede to their application. This 
authority was not exercised; but* on the fiist demand for gold for foreign 
remittances, the “ free outflow of gold,” recommended by the Fowler 
Committee, was severely restricted. 

(iv) Coinage of Rupees. 

40 . Regarding the coinage of rupees, the Fowler Committee had 
recommended that ” Government should continue to give rupees for gold, 
but fresh rupees should not be coined until the proportion of gold in the 
currency is found to exceed the requirements of the public.” (Para- 
grapah 60.) The unfortunate coincidence of a severe famine with the 
commencement of the introduction of the Fowler Committee’s recom- 
mendation necessitated coinage of rupees until the time when the after- 
effects of the famine had passed. But when, in 1909, the Government 
of India reported that sovereigns were in demand and at a premium,* 
the refusal of the Secretary of State to permit a substantial holding of 
gold in India, in order to make a gold currency possible, marked a 
deliberate departure fram the Government’s policy as laid down in 1899. 
Lord Farrer and lord Welby, in their supplementary minute to the 
Herschell Committee Report, Paragraph 15, emphasise the importance of 
this part of their recommendation (subsequently accepted also by the 
Fowler Committee) in a remarkable manner: — 

“ Under these circumstances, we could not join in the jreeommendation 
contained in the Report, without at the same time recommending that 
the Government of India should, in view of the ultimate adoption of the 
whole of their plan, be prepared to secure the convertibility of their token 
silver currency, and should, with that object, accumulate a sufGicient 
reserve of gold.” 


(v) PosmoN IN 1913. 

41. When, therefore, the Chamberlain Commission was appointed by 
Royal tWarrant dated the 17th of April, ' 1913, the position wae ' as 
follows. The Government of India were committed by Statute d gold 
standard, and by the acceptance of the Fowler Committee’s recom- 
mendations (Paragraph 54), to a gold currency, based on the principles 
of the free inflow and outflow of gold. The main departures from the 


* Vide Par. 8 above. 
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important principles of the scheme were made under orders of the 
Secretary of State, against the repeatedly expressed, and, indeed, 
tenaciously folio wed-up protests of the Government of India, who had the 
backing of the commercial community in India in that period. So appre- 
hensive were the Government of India and the Secretary of State of the 
effect of these departures from their accepted currency policy, that not 
less than three times did they enjoin secrecy with regard to their deci- 
sions and to breaches of the officially accepted policy. 

The following are instances : — 

(1) The decision of 1900 to invest the Gold Standard Peserve in 
securities. (Vide Paragraph 18 above.) 

(2) The correspondence of 1908-9 regarding the gold reserves, the 
gold currency and the limitation of sales of Council Drafts. (Vide 
Paragraph 9 above.) 

(3) The decision of 1902 to abandon a gold mint. (Vide Para- 
graph 6, “ (7) ” above.) 

(vi) Subsequent Enquibjes. 

42. At this stage the Chamberlain Commission was appointed. The 
terms of reference to that Commission include, ‘‘ the measures taken by 
the Indian Government and the SecretsCry of State for India in Council 
to maintain the exchange value of the rupee in pursuance of or supple- 
mentary to the recommendations of the Indian Currency Committee of 
1898.” 

43. The Commission submitted their Report towards the end of 
February, 1914; but, owing to the outbreak of war less than six months 
later, it could not be considered either by the Legislature or by the public 
of India. 

44. On the 30th of May, 1919, the Secretary of State ordered a further 
enquiry and appointed the Babington-Smith Committee, who were 
directed in their terms of reference to make recommendations “ ensuring 
a stable gold exchange standard.” This change from a gold standard to 
a gold exchange standard was in absolute contravention of the currency 
policy officially adopted in 1899, binding on the Government and the 
country, and still existing as the recognised monetary system of India. 
It is unnecessary to notice here the recommendations of that Committee. 

The Position To-day. 

45. The position therefore to-day, as I view it, is that the Government 
and people of India stand committed to the principles recommended by 
the Fowler Committee and adopted by the Secretary of State and the 
Government of India. 

(vii) The besult of Dbparttjkbs from the Accepted fobiott of 1899 . 

46. The reason why I consider it necessary to give a fuller narrative of 
Indian Currency history between 1899 and 1913 than my colleagues have 
done in the Report is, that the correspondence between the Government 

and the Secretary of State for India oonclusively shows that 
the developm^ts in the currency policy of India since 1899 were not 
justified by the wishes of the Government of India or by the require- 
ments of the people as e:^ressed by that Government. Those could aU 
have been met by action in accordance with the .policy approved by the 
becretary of State and the Government of India. I Lbinir it my duty to 
state the facts be^ing on this aspect as they appear in the official oorre- 
^ beheve that such a presentation of the history 
ol the I^an currency system is material to the recommendations made 
in t^ Report, and necessary for a due appreciation of the reasons of 
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47. Many of the recommendations accepted by the Secretary of State 
and the Gfovernment of India in 1899 were departed from by Executive 
action. It may be asked whether these departures were detrimental to 
the interests of India. Apart from monetary profit or loss, the develop- 
ment of a currency system different from the one indicated by the 
Government’s acceptance of a policy is undesirable in itself. 'When such 
a development is effected without the knowledge of the people most 
concerned, it becomes a real danger. I do not wish to criticise this 
aspect further, but will now mention the material loss which India has 
suffered by these departures: — 

(a) It has involved the circulation of a very large number of token 
coins in India which could not be converted into international money, 
and, indeed, have proved to be a source of embarrassment to the 
Government in periods of weak exchange. This led to the 
unparalleled difficulties of the Gk>vernment of India in 1918, and 
necessitated the purchase of large quantities of silver at abnormally 
high prices involving a correspondingly heavy loss on the Indian 
Exchequer. 

(b) It has locked up the gold reserves in a form which admittedly 
involves difficulties in realising them. 

(c) It has been the cause of grave misunderstandings between the 
Government of India and the public in India, misunderstandings for 
which the Government cannot possibly be blamed, and which can onlj'- 
be regarded as natural, and inevitable under the circumstances, on 
the x>art of the people of India. The policy of secrecy adopted 
has aroused serious distrust in their minds of the system as a whole. 
This distrust having continued over a period of a quarter of a 
century cannot be removed without whole-hearted measures. It is 
true that the policy adopted has earned for India a certain amount 
of interest on her reserves. It is stated* that, up to the 31st March, 
1925, the net profit on investments has been £17,962,466 in interest 
and discount, after allowing for losses due to depreciation in value. 
The loss on sales of Reverse Bills in India exceeds Rs. 22 crores.t 
Besides this, one has also to take into account the effect produced on 
the public mind by the Inability of the Government to realise at 
critical junctures the securities in which the reserves have been 
locked up. 


The Secretary of State’s ohjecf. 

48. The late Sir Iiionel Abrahams, who was examined at some length by 
the Chamberlain Commission, gave his reasons for every step that was 
taken. It is not necessary for me to go into the details of this explana- 
tion. The one outstanding impression that it leaves on mv mind is that 
the Secretary of State was bent on earning for India all the reventie 
that he could by way of interest on the Reserves without deliberately 
breaking any existing statute. Indeed, there was, and is still, no statute 
to break. He continued to make investments in securities, instead of 
keeping the reserve funds of India in gold. The object that the Secretary 
of State had in view — the maximum financial advantage to India — was 
unobjectionable per se; but it was energetically pursued, against the 
representations of the Government of India, with complete disregard for 
the stability of the Indian currency system and the confidence which 
would have resulted from a substantial holding of liquid pild whioh^ was 
definitely prescribed and accepted. Sir Bionel Abrahams himself admitted 
in reply to Question No. 833 that at certain times the markete in 
Ltondon for the sale of securities are extremely difficult.^’ 


* See p. 20 JSast India : Accounts and Mstimates. Omd. 2498. 
f See p. X56 Council of State Rebates, ToL III., No. 14. 
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The Attitude of the Bank of England. 

49. Another witness before the Chamberlain Commission. Mr. Clayton 
Cole, till then Governor of the Bank of England, protested against the 
disturbance caused by the loaning of the Indian (Ouriency) Heserves in 
London. He said in reply to Question 3348 : “ I think it is obiectionable 
to have large sums of money raised in London which are, so to speak, 
not in any sense required for English trade. The loans in the market 
of the Indian Government are very large. I had the figures taken out 
the other day at the bank, and I find that the amount they are lending 
now through their broker is approximately 11 millions. That is money 
which, in the London money market, you can hardly describe as good 
money, because it is liable to be withdrawn for reasons which have nothing 
to do with what I call the London market. The India Office lend the 
money at the best rate they can get, quite independent of 
what I call the considerations affecting the London market proper ; there- 
fore, that money may be lent, and is at times lent, in a way which is 
d^adrantageous certainly to the Bank of England, which has to look 
after the gold reserves of this country.” Such was the attitude of the 
Bank of England towards money lent in the London market to earn 
interest for the Reserves of India, a matter which naturally aroused 
suspicion in India. 


TI.— A GOLD STANDARD FOR INDIA. 

50. The Fowler Committee recommended, and the Government adopted, 
a gold standard, based on gold reserves and a gold currency, as the 
currency system of India. I do not think that it is possible to improve 
upon the ideal ^of a gold standard based on gold reserves j and my 
colleagues agree in this. But it is now contended that since 1899, when 
the Fowler Committee reported, modern monetary practice has made a 
considerable advance, and that metallic gold need not form so large a 
part of the currency reserves under a real gold standard to-day as was 
believed to be necessary 27 years ago. We have, however, always to keep 
^i*^d the special circumstances of India. She has to-day sterling and 
rupee securities equal to about four and a half times the value of her 
gold coin and bullion in reserve. It is neither feasible nor desirable that 
the sterling securities should be realised and converted into gold forth- 
with, or in any manner other than the safest and most gradual to the 
markets of the world. The proportion of gold to securities in the 
currency reserves, set out in Paragraph 146 of the Report, demonstrates 
the necessity of the free inflow of gold into India being permitted in the 
normal course. 


The importance of the free inflow of gold. 

ol. It has, however, been claimed that for the speedy reconstruction of 
the currency systems of other important countries disturbed by the War 
the greatest possible economy should be exercised in drawing on the 
world^s stock of gold. The co-operation of these other countries in this 
connection, either wii^ each other, or with India, is, however, neither 
assured, nor within sight, so far as I am aware; each is pursuing its 
individualistic national poUcy. If at any stage an international agree- 
ment should be framed for the economical distribution of the world’s gold 
supplies, il am confident that India would be prepared to exercise self- 
denial in her gold requirements in proportion to that of other countries 
whose currency reserves were parallel to her own. But it is of paramount 
important that any regulation of the inflow of gold should never be 
attempted by executive action, or by the currency authority. The main 
principles of the gold standard should be embodied in statutes, and 
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varied, if necessary, only by amendment to such statutes, i.e., with the 
fullest publicity and the concurrence of the Legislature. India is fully 
aliv-e to the commercial importance of sound monetary systems in all the 
principal countries, and given the safeguards I have indicated, will 
always be ready to play her part in the proper co-ordination of the 
monetary policy of the world. On the other hand if any discretionary 
power vested in the currency authority* is used to interfere with the free 
inflow of gold, without legislative sanction, certainly for the next few 
years at least, the old suspicions regarding the currency policy will be 
revived, and the miasma of distrust, which we are anxious to dissipate, 
will be raised anew. 

62. Non-interference with the free inflow of gold into India, except 
with due publicity and the concurrence of the Legislature, is, therefore, 
to my mind of paramount importance. I regard this as the foundation 
of Ihe Indian currency system we are recommending and as the most 
vital factor in ensuring the fullest confidence of the people in the policy 
adopted. Confidence is one of the two essential desiderata in any reform 
of the currency system; and this view has the support of Sir Basil 
Blackett, the Finance Member. Subject to the condition outlined above 
being unequivocably guaranteed, I am in agreement with the gold bullion 
standard as recommended by my colleagues, 

TJemonitisation of the Soi'ereigTt. 

53. My colleagues regard the demonetisation of the sovereign and the 
half sovereign as a necessary part of that standard. The sovereign and 
the half sovereign are the only gold coins legally current in India since 
1893. I regret that I am unable to appreciate the necessity of this 
recommendation. I am not aware that any other countries, with a gold 
standard, and a central bank as the currency authority, have found it 
necessary to demonetise their gold coin. Indeed, several witnesses in 
London have expressed doubts whether either England or America would 
be prepared even to consider the adoption of such a course. But as nine 
of my colleagues are convinced of the necessity of demonetising the 
sovereign and the half sovereign as essential to the establishment of a 
gold bullion standard, I am prepared to view with diflBidence by inability 
to see eye to eye with them, and do not press my objection beyond record- 
ing my own opinion. 

My colleagues hope that when the gold reserves of India are adequate, 
the people of India may not want a gold mint. I share their hope. But 
if when that stage is reached other important countries have not 
demonetised their gold coin, then we must, hiunan nature being what it 
is, be prepared to find the India Legislature asking for a gold mint, 
though, in all probability, gold coin will be as little used in India then as 
it now is in the West, 

A PROPOSED SCHEME FOR A GOLD CURRENCY. 

oo. I think it necessary to record the very laudable departure made 
by Sir Basil Blackett in the history of the Government of India, by 
appearing before us personally at the very start of our deliberations^ to 
give us the benefit of his expert knowledge and expwience of the r^uire- 
ments of India, and his own views as to the most suitable currency i^stem 
for the country. He also allowed two important oflflcers of the Finance 
Department of the Government of India to appear before us in their 


• As recommended in Pars, 104 and 166 of our Report. Vide Despatch 
No. 61, dated 24th April 1914, from Secretary of State to Government of 
India, Enclosure : “ Note referred to in 4tt ” — Appendix 97. 
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personal capacity, and the difference in views expressed by him and by 
Messrs. McWatters and Denning only serves to show that the latter 
were expressing views without being trammelled by office or tradition. 


Grounds for Bejection. 


56. 'While I subscribe to the conclusion arrived at by niy colleagues in 
regard to Sir Basil Blackett’s scheme, I cannot but disagree with some of 
the reasons adduced in support of that conclusion. In the first place, I 
do not believe that the introduction of a gold currency can jeopardise 
the note circulation, except perhaps at the outset, when popular curiosity 
may create a certain amount of demand for gold currency. Such 
curiosity, however, would only be small in extent and temporary in 
duration. Instead of the replacement of notes by gold currency, as 
apprehended, the ready convertibility of notes into gold will, if anything, 
increase the confidence of the people in paper currency, and to that 
extent promote its circulation further. In the second place, I cannot 
agree with the observation that “ the mere act of putting gold into 
circulation would not develop the banking and investment habit 
in India. I agree with Sir Basil Blackett when he said that “ the intro- 
duction of gold into circulation, although it is a wasteful and expensive 
system, is necessary in Indian conditions to inspire confidence in the 
people, and provide the stimulus which is badly needed for investment 
and the banking habit in India.” 


57 . The two essential desiderata in any reform of the currency system 
of India are, according to Sir Basil Blackett, and as also accepted by 
my colleagues, “that the Indian people should have fuU confidence in 
their currency, and that the system should be reasonably intelligible to 
them.” I have no hesitation in accepting Sir Basil Blackett’s recom- 
mendation^ that the ciuickest and best method of ensuring this confidence 
is by making the internal currency absolutely convertible into gold coin 
at the will of the holder, as a necessary step “ in the direction of the 
still more ideal form of currency, viz., an international Exchange 
Standard by which I mean a paper currency inconvertible internally, but 
freely convertible on a gold basis for external purposes.” 


58. It remains only to emphasise that Sir Basil Blackett has based his 
calculations of the cost of his scheme for a gold standard and a gold 
currency on assumptions which throughout have deliberately been made 
to err on the side of safety. The actual cost would, according to him 
be considerably less than his estimate of Bs.!^ crores per annum for the 
first five years and from Es.Gli lacs to Es. 112 lacs per year thereafter. 
The apprehension that the cost to India will be increased by an indefinite 
and an incalculable amount due to the replacement of notes by gold is 
as mentioned above, groundless and need not seriously be considered. * 


59. The Eowler Committee had considered a suggestion made to it to 
borrow for the purpose of introducing a gold currency. But they rejected 
the suggestion. There may be people to-day anxious to disregard the 
cost involved in the introdtiction of a gold currency by this 
method, particularly in view of the departures made from the Fowler 
Committee s recommendations, in preference to a gradual process of 
^uisition of gjfid. The only reply to such impatient enthusiasts would 

nothing to retard the reconstruction of 

avoided by a slower and more natural 
process of accumulating gold for her requiromonts. 


though I also cannot accept Sir Basil Blackett’s 
^ should ^ to my sense of appreciation of the service 

t^t ^ has wndered to India in clarifying once for all, with the weiekt 
curSScyTylw^ os:perienoe, the fundamental requirements of her 



MINUTE OF DISSENT. 


119 


III.— A CENTRAL BANK FOR INDIA. 

61. The maiin question to be determined in regnrd to the authority to 
which shall be entrusted the working of the Indian currency system is 
whether, as recommended by my colleagues, a new Bank should be 
started, to exercise the functions of a Central Bank, or whether the 
Imperial Bank of India, which now performs some of the functions of a 
central bank, shall be developed into the Central Bank of India. The 
first scheme would involve the existence of two banks working side by 
side, each supported, wholly or in part, by the user of the Government 
balances. Whilst fully appreciating the reasons which have induced my 
colleagues to propose the creation of a new central bank, and recognising 
that this is perhaps the ideal system, in the special conditions of India I 
am of opinion that the ends in view, for as far ahead as we can see will be 
better served by developing the Imperial Bank of India into a full- 
fiedged central bank. It is contended that if the Imperial Bank of India 
is developed into a central bank, some of its commercial activities will be 
curtailed. I apprehend no serious curtailment. On the other hand, I 
consider that such curtailment of the commercial business of the Imperial 
Bank which might follow its conversion into a central bank would conduce 
to the growth of new banking institutions, started by private enterprise 
in India. The bulk of the business laid down for the proposed new 
Central Bank can all be transacted by the Imperial Bank of India as the 
Central Bank. In some cases, it would only necessitate a change in the 
method or form of its business. 


Suitability of the Imperial Bank of India. 

62. It is said that if the Imperial Bank is developed into a Central 
Bank “ the country would lose the benefit of the elaborate and wide- 
spread organisation which has been set up through the length and 
breadth of India to make available to the community the increased 
commercial banking facilities which are so urgently needed and to assist 
in fostering among the people as a whole the habit of banking and 
investment.” I do not think that this necessarily follows; it is only 
necessary to mention the model of the Bank of France, which success- 
fully discharges both the functions of a Central Bank and those of “ the 
initiator of banking facilities ” through more than six hundred branches. 
It is admitted that in India none but a State-aided bank has either 
found it possible systematically to develop branches, or is likely to be 
able to do so in future. The importance of spreading banking facilities 
throughout the length and breadth of the land needs no emphasis, 
Eveiy previous currency inquiry has laid stress upon it; but from the 
time of Mr- Hambro’s minute in the Fowler Report of 1899 till to-day 
the progress has been lamentably slow. The bank in India with the 
largest number of branches is the Imperial Bank; the number of these 
is only a hundred and sixty-four, yet witnesses of authority have stated 
that India needs thousands of branch banks. It is imperative that the 
Government of India should for years to come regard the rapid extension 
of banking facilities as an essential and urgent part of its financial 
policy. This can be accomplished only through the strongest banking 
institution in the country. No rival therefore should be allowed to 
impair the prestige and authority of the Imperial Bank of India, imd 
no division of the Government funds between it and another inirtiiution 
should be permitted to restrict its capacity to open new, and even 
temporarily unprofitable, branches W'hich are essential to the mobilisa- 
tion of the resources of the country. 

63. Moreover, I do not see at present, or for several years to come, 
any scope for two banks working side by side, one fully, and the other 
partially, with Government support. My Cdleagues recommend that 


120 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


the new Central Bank should only re-discount drafts. The present 
currency and popularity of drafts in India is limited, though they are 
not by any means a new feature in its banking system. In fact, they 
have been used for generations; but, during the last 60 years or more 
the tendency has been to work on credits on the lines of the Scotch 
banks. The system recommended by my colleagues may perhaps be 
evolved in course of time; but for the present there will be compara- 
tively few bills available to the Central Bank, and certainly fewer still, 
if any, with the signatures of banks. For, at the moment, the most 
active banks in India are the Exchange Banks which would go to the 
Central Bank to re-discount external bills — they do not discount internal 
bills, or hundiSf to any appreciable extent — only when the Central Bank 
rate for re-discounting is lower than the discount rate in London. 
Judging by past experience, I do not foresee such a contingency; and 
I fear that the Central Bank may find very little business available 
to it, unless it competes with the Imperial Bank. My apprehension, 
therefore, is that either the Central Bank and the Imperial Bank will 
have to compete with each other, or the Central Bank will not find 
sufficient scope fox business to employ its funds. Either result would, 
to my mind, be undesirable. My question, therefore, is : Why multiply, 
if it can be avoided, institutions, -supported by Government balances? 

64. On these grounds, therefore, I recommend the evolution of the 
Central Bank from the existing Imperial Bank of India, instead of by 
starting a new bank in addition thereto, as redommended by my 
colleagues. This would necessitate restriction of the earnings of the 
Imperial Bank of India. Such a restriction would necessarily be confined 
to the present rate of dividend, as the minimum, because the Imperial 
Bank has been earning it for several years. Over and above that 
minimum the increased dividend should be limited to 2 per cent., on 
the lines recommended in the scheme outlined by my colleagues. Unless 
the shareholders of the Imperial Bank agree to such restriction of their 
dividends, there will, of course, be no alternative left but to start a 
new Central Bank. 

IV. STABILISATION OP THE RUPEE. 

65. My colleagues recommend that “ the rupee be stabilised in relation 
to gold at a rate corresponding to an exchange rate of Is. 6d. for the 
rupee.’’ The main grounds on which this proposal is made is that one 
shilling and sixpence is the de facto ratio, and that prices, wages, con- 
tracts and public finances, in other words, conditions generally, have 
either substantially adjusted themselves to it, or “ the least injury will 
be done to all interests by adhering to that rate.” I am unable to 
accept any of these premises, nor the conclusion it is sought to draw 
from them. 


(i) Thb Be Paoto Ratio. 

standard of money payments in India recommended by the 
H^schell Committee in 1893 was one shilling and fourpence to the rupee. 
That standard was accepted by the Fowler Committee in 1899, and officially 
adopted by the Government of India. It remained the effieotive standard 
until the 28th of August 1917, when, in consequence of the abnormal rise 
in the price of silver caused by the War, the Government of India raised 
the rates for the sale of .Council Drafts to correspond roughly to the price 
at which silver for coinage could be bought. The Babington-Smith Com- 
mittee recommended," in their report dated the 22na of December 1919 
teat an entirely new ratio of 2s. gold to the rupee should be established* 
The G^ernment of India, despite earnest entreaties in the Imperial Legis- 
latiye Oouncil, passed the legislation necessary to establish the rupee at 2? 
gold m September 1920, when the actual rate was Is. gold, and gold 
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prices were slowly, but unmistakably, falling. Tbis rate, wbicb was plaoeid 
on the Statute Book, was nedither the de facto rate, nor was it warranted 
by world conditions. The operations undertaken to establish and maintain 
this unnatural rate were : — 

(o) Sales of Kpeserve Councils, £66^ millions. 

(h) Deflation in India to the extent of Bs.35 crores. 

The Gkwecrnment of India dared not prosecute the experiment after these 
operations. The attepapt to stabilise the rupee at 2s. gold was adandoned ; 
and the value of the rupee was allowed to adapt itself to market conditions 
without any further attempt artificially to control it. India reacted to 
the violent fluctuations in prices in other parts of the world, and the 
rupee varied from Il^d. to Is. 3|d. gold, from August 1921, to September 
1924. 

The Opportunity of 1924. 

67. When, in September 1924, the rate was approximately Is. 4d. gold 
(it ranged during the month between Is. B^d. and Is. Qd. sterling), sugges- 
tions were made oflSoially to the Government, in the Legislative Assembly, 
to restore this ratio to the Statute Book, in place of the fictitious ratio 
of 2s. gold. The Government of India declined to favour these proposals. 
Their telegram of the 11th of October 1924 (when exchange was about 
Is. 4\d. gold) to the Secretary of State shows that their policy then was to 
look for, in their own words, “ a permanently higher rate than Is. 4d. 
gold.” Subsequently, when in April 1925 the pound sterling reached gold 
parity, the Government of India were able to talk* of this new ratio as 
Is. 6d. gold, instead of Is. 6d. sterling. The unavoidable conclusion is that 
the Government of India could have stabili^d the rupee at Is. 4d. gold 
in September 1924, thus restoring the long-establised legal standard of 
money payments, if it had chosen to do so. 


Sow the rate of Is. 6d. was reached. 

68. It has further to be considered how the rate of Is. Bd. sterling was 
attained. The pre-war average expansion of currency in India was over 
Bs.20 crores per annum. During the last four years the net expansion or 
contraction has been as follows : — 


In Grores of Bupees, 


Year. 


Bopees and 
Notes. 


Sovereigns. 


Nett, 


1921- 2... 

1922- 3 ... 

1923- 4... 

1924- 5 ... 


— 1 
- 6 
+15i 

4 - 1 


+ 3 

= + 2 

+ d 

=s ■+■ 3 

+ 7 

= -j- 224 

-i-15 

= -f- 16 


-h 43i crores 

The average expansion was therefore 11T2 crores a year. No wonder 
that the Imperial Bank of India rate went as high as 8 per cent, towards 
tEe end" of 1923, and remained there for the first half of 1924, money in the 
chief trading centres of India being not available even at that rsdp dur- 
ing the period! Indeed, in the Viceroy *a telegram to the Secretary of 
State, dated the 8th of October 1924, it is admitted ** that i^ae stringency 
in the market is the direct outcome of Government action in contracting 


* Vide Appendix 98. Tel^ams from Vicerdy to Secretary of State dated 

8th October 1924 and 11th October 1924. 
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currency, or rather in placing strict limits on possibilities of expansion 
. . . . We should have difficulty in refusing to provide more 

generously for additions to currency even if we wished to do so and there 
is serious risk of a financial crisis if we keep the screw on too tight.”* 

69. In fact, the efforts of the Government in preventing the normal 
expansion of currency had reached such a stage by October 1924 itihat the 
Secretary of State expressed himself as follows in his telegramf to the 
Viceroy , dated the 10th of October 1924 : — 

“ It seems to me, however, that the vital consideration is not so much 
the actual level of exchange at the moment as the avoidance of such 
abnormal stringency as might threaten the financial and economic 
position.” 

Thus ratio of Is. Qd. sterling was attained by official administration of 
the currency. 


70. Whilst the currency was being administered in this manner, the 
natural corrective to rise in Exchange — ^the tender of gold at the Currency 
Offices — ^wias made impossible for practical purposes by the retention of 
the fictitious ratio of 2s. on the statute book. The gold imported into 
India as genuine cover for her favourable balance of trade could not 
function as currencyl and was a mere commodity. Under such condi- 
tions, and by such actions, it was within the power of the Government 
of India to establish almost any rate, and to maintain it for a time. 


71. It might be contended that the ratio of Is. 6d, has been established 
since October 1924, and that therefore it should be accepted as the de 
facto Tcits, liet us, however, be quite clear about this. Sterling was not 
on parity with gold in recent years till June 1925. From October 1924 
onwards the rupee was not Is. 6d. gold, but Is. Qd. sterling. The rupee 

reach Is. fid. gold till June 1925, when sterling reiaohed gold 
parity, and this rate has, therefore, now prevailed only for a year.§ 

72. Account mxist also be taken of the manner in which the rupee has 
been maintained at Is. fid,, even in the very favourable conditions of the 
day, when India has experienced four good harvests in succession. From 
ATarch 1926, there was a visible lull in exports, believed to be temporary 
and the rupee immediately sagged. Possibly this tendency was later 
aggravated by speculation but the subsequent history of the Exchange 
does not indicate that such speculation, if there was any, was a serious 
or luore than a temporary factor. The rupee was maintained at 
Is. fid. only by the deflation of the currency by Rs.8 crores, during April 
last, and by an offer by Government through the Imperial Bank of India 
to sell Revise Councils at Is. 5|d. It has been argued that as Govern- 
ment used its^Msources to prevent the rupAe from rising above Is. fid. sterl- 
ing since October 1924, conversely, it was justified in taking admiiiistra- 
tive action to ^event it from falling helow Is. 6d.% I cannot accept this 
intention. Unlike other countries with their currency. Government 
deliberately rejected the opportunity of stabilising the Rupee at its pre- 
war ratio, when /each^. Insisting as they did on retaining the legal 

prevented gold from being tendefed 
at the currency offices in settlement of India’s balance of tride. They 

thus expos^ to the risk of a rise to any height (see 

telegram from the Viceroy to the Secret ary of State, of the 11th of 

+ eff -Appenffix 98. Telegram from Viceroy, fich Uoiober iyi>4. 
t Iff TeJ^ram from Viceroy, 10th October 1924. 

f 2^1«Bram from Secretary of State, 15th October 1924 

i The rates ruling m Septem^r and October 1924, were’ ^ Sider 
^ptember ; la. 5/id. sterling ^ Is. 3jd. gold. 

■r T 7 - j . October : Is. 6#|d. sterling =s; Is. 4id. gold. 

Novem&,‘^^“'^“ from , Secretary of State to Viceroy, 19th 
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October 1924), and it is a mercy that they did not select a higher rate 
than Is. Qd. at which to intervene. That does not, therefore, afford any 
jnstifioation for administrative action to prevent the rupee from finding 
its natural level downwards. Indeed, if it is contended that the course 
of the rupee both ways can justifiably be regulated by manipulation, 
there was no necessity to refer to this Commission the question of the 
ratio which has been made a fait accompli by administrative action, as 
foreshadowed by the Secretary of State himself* in his telegram to the 
Viceroy of the 24th of September 1925. And, under the circumstances, 
this Executive action must be regarded as calculated to prejudice both 
our enquiry and our findings. 

The Satio and the Legislature: a Pledge. 

73. It is true that there is no Statute governing the selling of Reverse 
Councils ; but it will be recalled that after the fruitless and prodigious 
sales of 1920, Sir Malcolm Hailey, then Finance Member, gave an under- 
taking to the liogislative A.ssembly, on the 24th of January 1922, in the 
following terms ; — 

“ But there may nevertheless still be some who fear that we may be 
intending to use these reserves artifically to raise exchange. Now the 
method by which we could utilise these reserves would, of course, be only 
that of re-opening the sale of Reverse Councils : and I can give the 
Assembly this much guarantee, at all events, that we should not re-open 
the sale of Reverse Councils in order to maintain exchange or to raise 
exchange in the manner su gg ested, without first coming to this 
Assembly.” t 

I consider that the recent Executive action in making an offer 
for the sale of sterling, as it is put, is nothing but an offer 
by Government to sell Inverse Councils, without using these words. 
The Assembly was in session till the end of the third week in. March last, 
and exchange had shown signs of weakness even then. The Government 
of India in their telegramj of the 19th of March, to the Secretary of 
State, referred to what they called the recent “ pronounced weakening 
of exchange ” which “ makes it desirable that we should be prepared for 
possibility that exchange may decline to lower gold point as determined 
on basis of 18d. gold rupee.” The Government could well have approached 
the Assembly for their concurrence in offering to sell Reverse Councils, 
or to sell sterling, ae it is put, on a contingency arising. In relation to 
the Assembly, therefore, this action on the part of the Executive was 
nothing short of a breach of faith. 

74. It is important at this point to mention that the Legislature in 
India has shown a sustained interest in the question of a suitable ratio 
for India in place of the ineffective 2s. ratio. The late Sir Vithaldas D. 
Thackersey moved a resolution in the Assembly on the 24th of January 
1922, and a full report of the debate raised on it is given in the Assembly 
Debates, Vol. II, No. 21. Sir Malcolm Hailey assured the 
movei’ of the resolution that “ our power of rapid deflation 
is by no means considerable,” and repeated that ” when the 
Seci’etary of State sells Council Bills he ceases to have any power 
to raise exchange.” Sir Vithaldas Thackersey, replying, expressed 
his fear that ** when the opportunity occurred,” the Secretary 
of State would use Jiis power to manipulate exchange. Even with i^hie 
guarantee that Reverse Councils would not be sold until the Assembly 
had been consulted, he urged that exchange could artiflcdally .be raised 

* Vide Appendix 98. Telegram from Secretary of State to Viceroy, 24th Sep- 
tember 1925. 

JVide Assembly Debates, Vol. II, No. 21, 24th January 1922. 

4: Vide Appendix 98. Telegram from Secretary of State to Viceroy, 24th 
September 1925. 
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if tlie Secretary of State refused to sell Council Bills when trade demand 
arose. Sir Malcolm Hailey reiterated that in the ciroumstanoes the 
Secretary of State’s power to influence exchange was very smaU. 


76. In March 1921, in a debate in the Council of State, the Financial 
Secretary to the Government stated : “If there is going to bo any funda- 
mental change, any new rate to be settled or any attempt at a permanent 
solution, neither the Government of India nor the Secretary of State will 
do this off his own bat.” 


76. Events have justified the apprehensions oi Sir Vithaldas Thackersey. 
Heflation has not yet taken place by the methods which he feared, i.e., 
by sales of Reverse Councils or the withdrawal of the Secretary of State 
from the market. But deflation, and a consequent raising of exchange, 
has been accomplished by preventing the expansion of the currency to 
the extent normally required By India, as evidenced by the pre-war annual 
average of expansion. In fact, the Government of India themselves 
pleaded with the Secretary of State in Paragraph 3 of their telegram* 
to him of the 4th of November 1924, when they pressed for authority 
to prevent the exchange rising above 1 «. 6d., in the following words: — 

“ We doubt whether sufficient weight has been given by you to 
the great improvement in internal economic conditions which has 
taken place in India, and to the check which in the last few years 
has been placed on the expansion of currency. In the last two years 
the raw materials of India have been in great demand, with the 
result that there has been a substantial trade balance in her favour.” 


In a word, India has been starved of her natural currency requirements 
and this operation, being equivalent to deflation, has been effective in 
raising the rate of exchange. 


AutJionfhe Views on Artificial Measures. 

77. Two distinguished authorities in the financial word, the Bight Hon. 
Montagu O. Norman, Governor of the Bank of England, and Mr. 
Benjamin Strong, Governor of the Federal Reserve Bank of New York, 
■have expressed their views on the question of the ratio as follows : — 

Q. 14,386. Sir P. Thakurdas : It does not matter, then, in your opinion, 
whether the present rate is stabilised by natural means or hy something 
which is artifi'ci'al ? — Mr. Montagu Norman’. If I was aware of the 
existence of an unnatural position which had resulted from the adoption 
of exceptional measures, that might change my viewj but, as I under- 
stand ^ it, though I have not studied the question, it has been generally 
speaking by natural causes that the Indian exchange has come to be 
-"t^here it is, and to remain there over a long period; and I see no reason 
to advocate that it should be altered. 

Q'^I^'473. Ohairman i Are you able to consider the matter from the point 
of view of the statistical x)osition of the reserve ? — Mr. Benjamin Strong : 
I should say that the three main considerations would be first, the 
domestic readjustments to a given price of the rupee; the extent to which 
any artificiality has entered into the management of the external price; 
and the sizfe of the reserve. 

I wonder if these two eminent authorities would have much doubt about 
the nature of the conditions 'under, and ihe measures by which the rate 
of Is. %d. has been attained and maintained. 


Vide Appendix 98. Telegram from Viceroy to Secretary of State of 4th 
November 1924. - 
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78. On all these grounds I am strongly of opinion that any recommenda- 
tion to fix the rupee at Is. 6<i., because it is the de facto rate, is not 
•per $e, entitled to the slightest weight. The ratio of the future must be 
decided on weightier considerations. 


(ii) Adjustments to a Is. 6d. Ratio. 

79. The main point for examination is whether thei'e are any economic 
adjustments to the current rate of* Exchange still inco-mplete, and which, 
after stabilisation of the rupee at Is. 6d. will involve a disturbance of 
existing conditions. Such an examination should be in the following 
directions : — 

(1) ‘Whether the adjustments are complete, and if incomplete, in 
what directions. 

(2) In the latter case, the period required for complete adjustment. 

80. No evidence has been forthcoming, even from experts, as to the 
time necessary in India for the essential adjustments to take place. Mr. 
Keynes, in a brochure issued when Great Britain returned to the Gold 
Standard, in April 1925, indicates that in a country like the United 
Kingdom, a period of about two years is necessary for adjustments to 
take place to a 10 per cent, variation in Exchange. If this is so in a 
country the bulk of the trade of which consists of exports and imports, 
compared with which, the internal trade is small, in the case of India, 
where the proportions are reversed,* the period must undoubtedly be 
longer. 

81. The important directions in which adjustments have to be sought, 
should include at least the following — 

(I) Prices. 

(II) Wages, 


(I) Prices: General Considerations. 

82. It is a historical fact that prices rise during wars, and gradually 
fall after peace. The Babington-Smith Committee was led into believing 
that prices would remain more or less on the high level at which they 
stood at the end of 1920; and that was an important ground on which 
they recommended a ratio of 2s. gold to the rupee. Since then, prices 
have fallen. The consensus of opinion, both in the United Kingdom and 
in America, api)ears to be that the present level of prices will at besr 
only be maintained. Where a doubt about stability in the future was 
expressed, it was in the direction of a fall. No one has ventured to 
predict that gold prices will rise; the monetary reconstruction oi 
European countries and their economic recovery, and the present 
isolation of Russia, are such important factors, that this is not 
apprehended. 

83. For the purpose of this examination the prices that have to be 
taken into consideration are (1) prices of articles exported from India; 
(2) prices of articles produced and consumed locally ; (3) prices of 
imported articles. 

Articles of export. 

Regarding (1) articles of export, the bulk of these have to be sold in 
competitive world markets, and their prices, governed by world price**. 


* Tide Appendix 26 — Dr. Balkrishna*a written statement, " Domestic trade 

verstis foreign trade.” 
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automatically adjust themselves, practically from day to day, to the 
prevailing rate of exchange. Even in the case of articles like jute, in 
which India enjoys a monopoly, there is an upper limit of price beyond 
which the effective use of substitutes is resorted to. If, therefore, the 
rupee is appreciated to a point at which, during the period of non- 
ad jusiraent, the Indian cultivator cannot reduce the prices of exportable 
articles to the world level, he will miss the world market when there ma'', 
he a demand for his produce. He must either sell his produce at once at 
a or he forced to hold on for a better price, which, however, would 
expose him to the risk of having to sell his produce later at a time when 
the world’s demand has been met from other sources, and consequentlj , 
to accept a still more unremunerative price. He must sell his produce 
sooner or later, for his holding power is low.* While, therefore, price 
adjustment in the case of articles of export must be complete at anv 
moment, and at any rate prevailing, the Indian cultivator is exposed to 
this serious risk pending adjustments in other directions. 


Produce consumed locally. 

84. Regarding (2) Indian produce locally consumed, this is not nearly 
as sensitive to exchange fluctuations. The higher or lower purchasing 
power of the rupee in terms of gold should ultimately be reflected in the 
prices of these articles, but the adjustment is neither automatic nor 
speedy. Eor instance, if the price of wheat in the world market falls, 
wheat sells at a lower price for local consumption in India.. The great 
millets, Jowari and Bajri, consumed by the poorer classes in India, 
always sell at a price level below that of wheat. Should wheat fall so 
as appreciably to narrow the normal margin of difference, either the 
millets are sold more cheaply, or consumers may take to wheat. No one 
can say at what point this substitution takes place, and it is difficult to 
estimate the time or the extent of the ffarrowing of the margin between 
these staples. But it is beyond doubt that everything else, such as 
seasonal conditions, being normal, the reaction of prices of Bajri and 
Jowari to a fall in the price of wheat would take a considerable time 


Articles of Import. 

85. Regarding (3), ^ides of import, it is true that a higher exchange 
would make these articles available to the consumer in India at a lower 
rupee price. To that extent, the consumer benefits; but here the question 
arises as to the proportion of imports which are consumed hy the masses 
nf +1 i,- ^ given at various percentages of the total imports 

+L«h and the lowest 7 per cent. In 

estima^s^^ information, one can only name these two extreme 

ad^ukment^ir-fchf 5® premises is that while 

*+ -fehe price of articles of export to the rate of exchange- is 

adjustments are completef the 
theiXn^I^^r^^ of loss. For articles enteW into 

J proportions of which are many times larger than 

lare taJsen place till now to the pre-war rate of exchange TVia«<» at.* 
fmni without proof. Regarding imported articles the benefit 

eaoiango is immediate; but tbo proporiiou of suA beSt 

Pttagtapb. Minute of 
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The Course of Indian ices. 

87. In the light of these general considerations, it is iiis tractive to 
examine the recommendation that the rupee should be stabilised in 
relation to gold at a rate corresponding to an exchange rate of Is. 6d. 
for the rupee. The chief reason advanced by my colleagues in support of 
this recommendation (Paragraph 176 of the Peport) is their conviction 
that at the present rate of about Is. 6d. “ prices in India have already 
attained a substantial measure of adjustment with those in the world at 
large, and as a corollary that any change in the rate would mean a 
difficult period of readjustment, involving widespread economic distur- 
bance, which it is most desirable in the interests of the people to avoid, 
and which would in the end be followed by no countervailing advantage.” 
While recognising .that index hgures are not an infallible guide, and that 
there are many directions in which they might lead one astray,” they 
consider that such figures ore ” more reliable in indicating the trend of 
prices in each single country than in comparing the relative levels of 
prices in two or more countries.” 


The Arguments of my Colleagues. 

88. Treating the statistics “in tlie most generalised way ” they observe 
that during the eighteen mouths from December 1922 to June 1924, when 
the rujiee was worth about Is. Zd. gold, the rupee price level ranged round 
a mean of about 176; that in the succeeding year, when the rupee was 
rising to Is. Qd. gold, the rupee price level fell below 160, since when, 
while the rupee has remained round about Is. Zd. gold, the rupee price 
level has ranged round a mean of about 168, with recent tendency to fail 
in sympathy with world prices. They then proceed by means of a graphic 
representation (Figure 1) to show that prices in India in terms of gold 
have, since the middle of 1922, generally moved parallel to movements in 
world prices in terms of gold. This is, of course, as it should be; for 
after all, there is such a thing as a world price level measured in terms 
of gold, to which prices in any country, measured also in terms of gold, 
must in general trend cori'espond, if not in actual level. If Indian 
prices in terms of gold have moved approximately parallel to world prices 
in terms of gold, English pri<es in terms of gold have done the same. 1 
shall therefore confine myself to movements in India rupee prices. 


Sir Basil Blackett* $ Argument. 

89. Sir Basil Blackett In the evidence that he gave before us on the 
24th of November, 1925, also' contended that ” substantial equilibrium of 
prices had been attained ” to a rate of Is. 6d. because “ British, American 
and Indian prices have come together at a figure about 160.” (Q 27.) He 
added, however; ” But 3 am not qxiite sure what value is really to be 
attached to any of these index numbers, and particularly to the Indian 
one. It is hard to be sure that it is completely valid. At the same time 
it does su gg est that prices have now come together . , . You will see that 
there is a considerable fall in Indian prices imder certain heads when you 
get into details.” (Q. 27.) 

I* 

90. The argument was that because the index numbers of wholesale 
prices, in India (in rupees), in the United Elingdotn and the United States 
of America (in gold) were at the moment all at about the same level, 
Indian rupee prices had ” generally speaking ” adjusted themselves to 
Is. 6d. If there is any value to be attached to index numbers — and Sir 
Basil Blackett is “ not quite suire ” what value can be attached to them 
—they lead to a verv different. ertneliiBinn 
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Th6 (Jouj'se of Ji^otces from JunCf 1925. 

91. Early in June, 1925," the rupee touched Is. 6d. gold. The Calcutta 
index number for that month was 167. For February this year the 
number was 168, and for March 156. In between, it was 160 for July, 
157 for August, 158 for September, 160 for October, 164 for November and 
163 for December and J anuary. In other words, after the rupee touched 
Is. 6d. gold in June, 1925, for six months there was a progressive rise. 
(And even in March, 1926, the level was only two points lower than in 
June, 1925.) On the other hand, sterling reached its pre-war parity 
also in June, 1925. The index number of sterling prices for that month 
was loS. Since then it steadily fell to 149 in February, 1926. In other 
words, since sterling reached gold parity there was up to February, 1926, 
a fall of nine points in the British index number, compared with a rise of 
one point in the Calcutta number as between June, 1925 (when the rupee 
also touched Is. Qd. gold), and February, 1926. 

92. Taking Bombay prices, from July, 1925 (on the first of July the 
rate was Is. BiVd.), to February, 1926 : 

(1) Bombay wholesale prices fell from 158 to 152, i.e., 6 points; 

(2) U.S.A. gold prices fell from 160 to 166, i.e., 5 points ; 

(3) United ELingdom prices fell: — 

(a) Hoard of Tmdet — ^157 to 149, i.e., 8 points. 

(b) Economist '^ — 166 to 154, i.e., 11 points. 

(c) j8tafisf+ — ^158 to 160, i.e., 8 points. 

It would appear, therefore, that the fall in Bombay prices was due to 
the fall in gold prices themselves, and not to any adjustment of Indian 
prices to Is. 6d. 

93. The course of Calcutta prices in this period may perhaps be due 
to the predominance of jute and tea in the Calcutta index number, and 
to the marked fluctuations in jute during that period. Omitting these 
two commodities from the Calcutta number, the fall between July, 1925, 
and February, 1926, was 6‘3 points, a figure which corresponds very closely 
to the fall in Bombay prices, and in gold prices theanselves, and reinforces 
the conclusion that such a fall is no part of an adjustment of prices to 
the higher exchange rate of Is. 6d. In other words, it cannot be 
contended that there has been any adjustment in Indian nrinoes since 
the Rupee touched Is. Qd. gold in June, 1925. 

The Course of Prices from Decemher, 1922, to June, 1926. 

94. I shall now examine the contention in Paragraph 187 of the Report 
that the faU in rupee prices in the first half of 1925 represents “ the 
tendency of those prices to adjust themselves to the rise in exchange 


(a) We had before us a statement from which I have taken the figures 
used by me m thm note. The figures relied on by my colleagues are* also 
based on J^e saine statement. These are taken from the following sources : — 
DoIlM-Sterhng Exchange rates from the London and Cambridge 
Econormc Service Bulletin. ^ 

Rup^-Sterling Exchange rates from the average of the Daily 
Bombay quotations from the limes. * ^ 

Rupee-Dolfer Exchange rates from the Federal Reserve Bulletin. 

Numbed ^^SIS^IOO)^ prices from the Board of Trade Index 

Labour Garotte. 
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Starting from December, 1922, the point from which my colleagues begin 
their examination of the course of Indian prices, the gold parity of the 
Rupee rose from 93 in hhat month to 113 in June, 1923, the world gold 
prices were about the same level at the beginning and at the end of 
the period — to be exact, 136 and 157 respectively. On the rise of the 
gold parity of the Rupee during this period from 95 to 113. i.e., 19 per 
cent,, adjustment of Indian prices to world prices, would in order to be 
complete have meant a corresponding fall of 19 i)er cent, in the Indian 
price level, i.e., a fall of 33*5 points in the Calcutta Index number which 
was 176 in December, 1922. The actual fall, however, was from 176 to 137, 
or only 19 points. This proves that the adjustment till June, 1923, was 
only partial. An examination of the Bombay Index figures lead to 
^exactly the same conclusion. I have already explained, that the fall 


(b) I give below an absiraot from this Statement for the months referred to 
in the Report and by me. 

EXOH&.KOB AKD PAICBS. 



(c) I have, however, not reduced the British and American figures to the 
July, 1914, base of the Indian Index numbers. Bor I am only concerced wi^ 
the levels of the latter. Besides, as my colleagues have pointed out in para. TTSr 
of the Report, “ Index fignres are more reliable in indicating the trend 

of prices in each particular country than in comparing the relative levels of 
prices in two or more countries ” ; and, further, in para. 184 that the levels 
may be influenced by factors (e.g. the base year chosen for the compilation of 
Index numbers) which are largely irrelevant for the present purpose, whereas 
the general trend of movement would remmn the same whatever bass was 
chosen for the figures.” 
t 1913=100. 
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in rupee prices swice June, 1925, was only a reflection of a corresponding 
world fall. 

The Course of prices from July 1922 to February 1926. 

95. I should, however, like to take the whole range of price move- 
ments, from Jul 5 ’, 1922, to February, 1926. The world price level was 
exactly the same, viz., 155 at the beginning and end of this period. The 
gold parity of the Rupee was 90 in July, 1922, and 114 in February, 
1926, i.e., an increase of 27 per cent. The Calcutta Index Number was 
181 in July, 1922, and 168 in February, 1926, i.e., a fall ol 23 points. But 
on a 27 per cent, increase in the gold parity of the Rupee, a fall of 49 
points was called for, to bring about complete adjustment of Indian 
to world prices. The actual fall, however, was 23 points. In other words, 
a fall of 26 points, or more than half the adj'ustment, was still to tome in 
February, 1926, it being clear that recently “ both rupee and world 
prices have been falling practically in unison,” as stated in Paragraph 
187 of the Eeport. Taking the average of the Calcutta and Bombay 
Index Numbers, instead of the Calcutta number alone, the July, 1922, 
average was 186, and that of February, 1926, 166. There has thus been 
a fall of only 30 points, against 50 (27 per cent, of 186) to be expected 
for full adjustment. 


The Course of Sterling Prices. 

96. It cannot, of course, be assumed that because the balance of 
adjustment has not yet taken place, India can permanently escape it. 
The experience of the United Kingdom shows that more or less com- 
plete adjustment must follow movements in exchange sooner or later. 
Taking the same period as I have in the preceding paragraph, the gold 
parity of Sterling stood at 91*6 in July, 1922, and almost at 100 (99-9) 
in February, 1926, i.e., a rise of 8*4. There has thxis been an increase 
in the parity of the pound Sterling of 9-2 per cent. Sterling prices in 
J’uly, 19^, stood at 160, and in February, 1926, at 149. I need not 
repeat that the world gold price level stood: at 165 in July, 1922, and at 
the same figure in February, 1926. There has therefore been a fall of 11 
points in Sterling prices, as against 14-7 (9-2 per cent, of 160) points 
that we should have to look for. And sterling prices have been falling 
further since February, 1926. 

Conclusion as to JRupee Prices. 

- remembered that commodity prices folio vo a movement 

in exchange, and that there is always a lag in Indian internal prices 
a^ a delayed adjustment to external factors, it must be admitted that 
the greater part of the general adjustment to l.s. 6d. by a fall is still 


If Gold Prices Fall? 

98. I*’ the rupee is to be now stabilised at Is. &d. that fall will be 

present level. The 
distinguished witnesses from America indicates that 
America is anxious to maintain the present level of gold prices • that a 
rise IS ^rtamy not to be looked for; if anything, a fall is n^’i^prlb- 
able. My coHeagu^ themselves in Paragraph 36 of the Report refL to 

Josenh^ ^^®*^“Siiished experts (Professor Oassel and Mr 

^opph Kitehin) in this connection. If gold prices fall— 

mis of th, population of tho country that^^t^u^^Su^T ’ 
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(II) Wages. 

99. The main classes of wage-earners to be considered are : — 

(a) The agricultural labourer. 

(b) The industrial labourer. 

(c) The middle-class and clerical workers. 

Agneultural Wages. 

100. (a) The latest figures available with regard to agricultural labour 
are in a Statement* submitted to us by Mr. -Gennings, of the Labour 
Bureau in Bombay. He says that in the various Divisions of the Bombay 
Presidency the increase in the wages of labour in urban and rural areas 
between 1913 and 1925 has been as follows : — 

Per cent. 


Field labourer, urban areas 

• mm 

t • • 

... 121 

Field labourer, rural areas 

• mm 


... 106 

Ordinary labourer, urban areas 

• • 

« * ■ 

... 104 

Oidinary labourer, rural areas 

• • m 

* * » 

... 86 

Skilled labourer, urban areas ... 

• • • 

« w « 

... 116 

Skilled labourer, rural areas 

• mm 

• ^ • 

... 109 


In the absence of anj* other data, these figures may be taken as repre- 
senting the general agricultural wage level in India, there being no 
evidence of a decline in wages from any other part of the country. 

Industrial Wages. 

101. (b) Begarding the industrial labourer, the figures submitted to us, 
are as follows : 

Wages in the Bombay cotton mills are to-day 232 against 100 in 
1914. In the Jute mills and the mines of Bengal, the figures are 160 
against 100 in 1914. From no province in India did we receive even 
any suggestion that industrial wages had a tendency to fall. 

102. It is insti'uctive to examine how increases in wages have varied 
with the rise in prices since 1914. The following figures show the varia- 
tions in the Jute Mills in Bengal. 


Jute Mills in Bengal. 


Date. 


May, 1918 ... 
April, 1919 ... 
September, 1919 
January, 1920 
October, 1920 

April, 1925 ... 


Index Numbers of 
Wholesale Prices in 
Calcutta (31st July, 
1914=100). 


Wages (1913=100). 


173 

110 

190 

not 

200 

120 

218 

140 

206 

150 

169 

150 


Regarding the Cotton Mills in Bombay, we have, unfortunately, xio figures 
showing the increases given after 1914 and before 1921, when the full 
increase of 131 per cent, was given. I am not sure that the beginning 
of the increase in the wage of the cotton mill operative was not made 
before 1921. As, however, no figures for 1919 and 1920 are available, 1 
am unable to give any definite oompariso-n. 

103. The above shows that the industrial labourer either did not press 
effectively for full compensation for the higher cost of living, or the 
employer delayed recognising the hardship of his employee. This 


* Vide Appendix 49, 

t See Appendix 99. (Letter from Messock T. Duff & Oo.). 
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illustrates the lag in wages, and the very sUght connection, over a con- 
siderable period of time, between variations In the cost of living and in 
wages. 

104- But once an increase is given, be it in the' permanent wage of the 
operative, or in the shape of a bonus varying with the earnings of the 
industry, the operative will not reconcile himself to any reduction in it on 
any account. A very pertinent example of this is what happened in 
Bombay when the bonus given to the operative in the cotton mills, 
because of the exceptional prosperity of the industry in 1921, was 
withdrawn in 1923, when that prosperity had definitely disappeared. The 
bonus was not an increase in wage, but was a special payment based on 
the profits of the year concerned. The equity of the withdrawal of the 
bonus could not be understood by the operative and a prolonged strike 
ensued. Similarlj’, in 1925, when the cotton mills in Bombay found that 
the cost of living had declined and they could not afford, owing to the 
mills having to work at a loss, to pay the full increase in wages sanctioned 
in 1921. there was another strike which lasted for 10 weeks, and came to 
an end only because the Government of India suspended the Cotton 
Excise Duty, thereby enabling employers to effect an approximately equal 
reduction in the cost of production, while maintaining the increase in 
wages. But for this, the strike would have been more proloiiged. 

105. These two examples show the inability of the Indian industrial 
wage earner to reconcile himself to any decrease in wage, even on the 
ground of the appreciation of the rupee in gold. What has happened in 
the ease of the mill operative in Bombay has not been challenged as being 
likely to happen in the case of wage earners in any industry in any other 
part of India. It has been said that the cotton-mill owners in Bombay 
blundered in giving such a large increase as 131 per cent, over the pre- 
war level of wage, and hence Bombay’s anxiety to get the lower ratio of 
exchange. At best, this is a most uncharitable view of the Bombay 
millowners’ attitude on this question. It is not contended that the 
exchange should be fixed at Is. Ad. to help them over what some regard 
as an extravagant increase given by them. The increases given in other 
industries would be equally incapable of reduction without a bitter 
struggle with labour in those industries. 

106. The publication by the Department of Statistics of the Government 
of India, styled “ Prices and Wages in India,” gives changes of wages in 
selected industries up to 1922. Unfortunately, the necessity for retrench- 
ment in 1923 led to the discontinuance of this publication, but none of the 
industries dealt with in the last (37th) issue appears to have effected a 
reduction in wages up to that year. The various industries selected are 
as follows: — 

nice Mill, Bangoon. 

Jute Mill, Bengal. 

Tea Gardens, Assam. 

Cotton Mill, Madras. 

Ihigineering Workshop, United Provinces; (Some fall in 1922, 
owing to trade slump). 

Cotton Mill, Cawnpore; (Bonus subsequently stopped). 

Army Boot Factory, Cawnpore. 

Woollen Mill in Northern India; (Wages of some Mistries reduced 
owing to low production, and in other cases on engagement of new 
hands). 

Colliery, Bengal. 

Paper Mill, Bengal. 

We have_ had no figures regarding the present wages in these industries, 
but my private enquiries have elicited the information that no reduction 
has been made since 1922 in any of .them. 

107. It has not been suggested by any official witness that the Govern- 
ment either intend or would find it feasible to make any reduction in the 
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in relarfdon to gold. With I'ogard to their employees on the State railways, 
the rise in the average wages of the largest classes of labour in the North 
Western Railway Locomotive Workshops at Lahore was as follows : — 

1914 = 100. 1922. 

Daily. Monthly. 

Fitters ... ... ... ... ... 218 245 

Carpenters ... ... ... ... ... 181 204 

Unskilled labourers ... 194 ‘220 

Olerical Wages, 

108. (e) An official statement issued by the Bombay Labour Office in 
February 1926 gives the result of an investigation held into the wages of 
clerical workers in the City of Bombay in 1924. The averages given for 
each group into which the clerical service was divided for this purpose are 
as follows; — 

Peiv3entage 
over 1914. 

Railways and allied offices 78 

Semi-Government Offices ... ... ... ... 81 

Jtfajikrs ... ... ... ... ... ... ... 79 

OommeiTcial Offices (about) ... ... ... ... 70 

It has not been submitted to us by any witness that the rise of the rupee 
from under Is. 4d. to Is. 6d, during the last year has brought about any 
reduction in the wages of these workers. 

Di^eulty of Adjustment in Wages. 

109. This confirms the general conclusion that the wages of manual 
labourers and of the lower ranks of clerical workers do not undergo a re- 
duction in India, except when there is substantial unemployment or a 
redundant supply. The literate and. comparatively educated classes seeking 
employment in clerical posts can reason, and perhaps ‘reconcile themselves 
to changing conditions such as increase in the purchasing power of the 
rupee; but the diass of labour which is illiterate, and therefore less capable 
of reasoning, is unable to reconcile itself to any reduction of wages, under 
any circumstan'oes, without a bitter struggle. 

Strain on Industry. 

110. Industries generally in India are still suffering from the prevailing 
depression. An. adjustment in wages to the Is. 6ci. basis, if it has to be 
enforced, will therefore entail a long and bitter struggle between Labour 
and Capital, with consequent disturbance in the economic organisation of 
the country. The desirability of avoiding such a strain on industry in any 
country is obvious. The anxiety of the Government to avoid having to 
reduce wages in factories and departments under their own control should 
be sufficient to convince them of the risk to which industrial development 
will be exposed if the adjustment of wages toi the higher ratio is to be 
enforced. 

Wages and Cost of lAving. 

111. It was contended by Sir Basil Blackett in his evidence before us 
that he recommended the ratio of Is. 6d. in order to avoid having to face 
a demand for higher wages. If any reliance is to be placed on the cost 
of living index numbers it is seen that there is a margin between the 
. f>Trig+.iTigr Indian cost of living index number of 166, in March, 1926, and 
the'' rise of wages over the pre-war level. If the cost of living in. India is 
likely to increase on a reversion to the Is. 4ci. ratio, at the most,, it can- 
not exceed 12^ per cent, even assuming that adjustments to Is. 6d. have 
fully taken place, and the wages earned by the three classes, of labour re- 
ferred to above show a margin to cover thisj .wceepting' in the case of 
the labourer in the jute mills and mines in Bengal. On the other hand, 
if internal prices have not adjusted themselves complet^y to the Is. Qd. 
ratio, the rise in the cost of living, owing to the lower ratio of Is. 4d. 
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definite iDeroentage of the increase iiivolveJd bj P 

TJ-’agrcs and 'Provincial Finance. 

ll‘> In paragraph 210 of their report, my colleagues quote ^ 

letter' submitted to us by the Madras ^^suH a 

cate anv change in the currency policy ‘which -would lesult m a 

further rise in prices, rendering a revision +fltSion”^Ture’ 

which would in turn lead to the levying of additional taxation. I P^® 

r«me that the Government of Madras mean that f 
follow as if the ratio was fixed at a figure lower than Is. 6d. In the first 
Xe I may point out that no other Provincial Government has put 
forward any apprehensions of this kind. Even the honourable Minis- 
ters of the Madras Government have not endorsed these appre- 
hensions, having restricted their concurrence to another aspect 
only of the reference made to them (*). I have dealt above with the 
merits of these apprehensions. If the Indian Ci-^l Service is mended 
in the fears expressed, it has to be borne in mind that -when the Boyal 
Commission on the Superior Services, presided over by Lord Lee, sub- 
mitted their report, exchange was well below Is. 4a. gold, and the 
increases given on their recommendations were certainly not based on a 
rate of exchange higher than Is. 4d. gold 

' Conclusion as to "Wages. 

113. It must therefore be admitted that no adjustment either in 
agricultural, ind-oatrial or clerical wages has -taken place, and none wo-u 
hereafter, without a struggle. It is clear that there has been no reduction 
so far from the level of wages in 1921, when the rupee was below Is. 4a. 

1 J 

Wage.s in the United IKingdofn. 

114. In sharp contrast to this state of things in India is the variation 
in the rates of wages of labour in the United Kingdom.^ The only -wage 
index that I understand exists at present for the United Kingdom shows 
variations in the rates of wages as follows: — 


1922- 


1924— 


1926— 


1926 -^ 


January 

Jane 

December 

■January 

Jnne 

December 
-January 
June «.« ... 

December 
-January 
J une ••• ••• 

December 
-January 

une ... ... 

December 
-January 
June ... 

December 

-January 

June 

December 

-Janaa^ to April (in 
dusive). 


Wages 

(July, 1914 = 100). 

206 

210 

226 

229 

261 

276 

277 
264 
223 
217 
197 

178 
177 
176 
173 
173 
178J 

179 

180 
181 
180 
180 


Mini^try of Labour, 
Cost of Living Index 
(percentage of pre-War). 
220 
207 
226 
230 
252 
265 
251 
219 
192 
188 
184 

178 
177 

169 
177 

179 

170 

180 
179 
173 
175 

173—167 


*Yide Appendix 66 
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Kates of wages of 11 classes of wage-earners, including those in 
sheltered and unsheltered industries are averaged in this index. (I am 
indebted to Professor A. L. Bowley, B.Sc., F.B.A., of the Loudon School 
of Economics for these figures.) 

The adjustment of wages to various factors, including exchange, is thus 
more or less automatic in the United Kingdom, and for aU practical 
purposes wages are brought into line with the cost of living. 

Foreign Competition. 

115. Further, until adjustment is complete, a Is. Qd. ratio presents 
the foreign manufacturer with an effective though indirect bounty of 
12^ per cent., which will place a heavy strain on Indian industries nascent 
and established, and protected industries will consequently need a further 
12^ per cent, countervailing protection, or assistance by subsidies. 

(iii) Stabilisation at Is. Ad. 

lid. For these reasons I am unable to accept the proposal to legalise 
1/?. Qd. as the new standard of money payments in India, and recommend 
that the rupee should be stabilised at the rate which obtained for nearly 
20 years, viz.. Is. Ad, to the rupee. 

117. It might be asked why I recommend stabilisation at 1«. Ad. and at 
no other rate. I do so because I share the widely-held opinion that a 
country’s standard of value should never be changed unless circumstances 
arise, permanent i*n their effects, compelling a change; unless, in other 
words, it is found that the ratio is absolutely unmaintainable, or unattain- 
able after a fall. The period during which her “ permanent ratio ” was 
unmaintainable, was shared by India with almost every other country 
in the world, and was the sequence of a world convulsion which affected 
them all. The Babington-Smith Committee recommended a change in 
India’s legal ratio under abnormal conditions. Its recommendation was 
put into force when no other country had undertaken the settlement of 
its monetary problems. Had the 2s. ratio not been put on the Statute 
under the conditions of 1920, and had the Is. Ad. ratio been left undis- 
turbed when the fall in world prices took place, I am convinced that the 
probability is that it would have been naturally reached once more. The 
fall under Is. Ad. would have been temporary, and the rate would have 
found its natural level again under the conditions of 1923 and 1924 at the 
latest, as, in fact, it actually did. With a ratio of Is. Ad. on the Statute, 
there would have been no possibility of the pre-war parity being exceeded, 
as gold would have flowed in at that point. I am anxious that the 
country should now at least be freed from the effects of the error of 
judgment of 1919-20, and O'f the artificial measures taken subsequently as 
its corollary. 

118. Advocating, as I do, stabilisation at Is, Ad., on this fundamental 
consideration, I need hardly say that I cannot agree with those who 
protest that, in doing so, I am advocating a depreciation of the Indian 
currency. In fact, I urge that the artificial appreciation of the Kupee, 
represented by the Is. 6d. rate, justified neither By India’s circumstances 
nor by her requirements, should be eliminated and should in no way 
prejudice considerations determining her legal ratio. 

(1) Ekpeot on the Finance, o® the Central Government. 

119. It is claimed tharti the loss involved to the Government of India 
Budget by stabilisation at Is, Ad. as against Is. Qd. will be as follows: — - 

(1) Revenue (in rupees) : 

(1) General Budget : 3*16 crores. 

(2) Railway Budget : 1‘01 crores. 

(2) Capital Expenditure : 

Railways : 1*68 crores. 

Postal and Telegraph : 2^ lacs. 

New Delhi : Rs. 63,000. 

I cannot but regard the remarks made by Mr. McWattexs in the first 
part of paragraph 4 of his Note under “ Stabilisation cef Exchange,” as 
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exaggerated. The Railway Budget is separated from the General Budget 
for purposes of taxation, and would not count, except to the extent of 
the division of surplus, profits betw'een the Railway Reserve Fund and thei' 
General Budget. The most serious item to be considered is the alleged 
gain from Is. 6cZ. of Rupees 3T6 crores in the General Budget. As against 
this, there is to be put an increase of 2*62 crores in Customs on stabilisation 
at 1* 4u'.* Afber allowing for a margin of 62 lacs in respect of the two 
assumptions made in that statement, there would remain only rupees 1*16 
crores to fill the gap in the General Budget. 

120. This does not take into account the decrease under bounties to 
certain industries given on the rise of exchange to Is. 6d., and an increase 
in receipts under Income Tax and Corporation Taix, owing to industries 
being spared the disturbance incidental to Is. 6d., bearing in mind in 
this connection that Joint Stock Companies in India pay very nearly 16 
per cent, out of their profits under Income Tax and Corporation Tax. 
Frnlherraore, there has to be considered the general improvement in 
trade and agricultural prosperity, and the consequent increase in imports 
resulting in additional benefit to the Exchequer. It is suggested that 
there may be a lag m the receipt of increased revenue under Income 
Tax and Customs Duties. It is not clear why this lag should be for more 
tha_u a few weeks, because the change in the ratio would automaticall'y 
^volve a corresponding change in rupee calculations for purposes of 
Customs Duties and Tariff valuation. 


the very fact that Sir Basil Ble^ckett looks \ipon the increased 
revenue, accruing from a Is. 6d. rate, as a tangible revenue, worth even 
naiuing for purposes of discussion of the ratio, shows that he is not con- 
vinced that adjustment to a Is. 6d. rate is complete. Giving evidence 
before us in Calcutta, he said that after a number of years it made no 
^fference to the Government what the rate of Exchange was. 
(Question 10,451.) He did not indicate what period he had in mind 
when he said this, but one may presume that he meant the period of 
non-adjustment. As long, therefore, as the adj'ustment fs incomplete 
thm unearned increment in the Government of India Revenue Budget 
will be a tangible and visible asset, for it is clear that this gain from 
Exchange e^sts during the period of non-adjustment only, and will vanish 
rf? complete. In the former case, the plea that the 
de facto rate, if changed to a lower rate would cause serious economic dis- 
^rbance, does not stand. In the latter case, the gain to the Excheouer 
besid^ being n^ a ‘‘ decisive factor, » is not a practical issue 
consideration. The Government has, therefore, to admit that this 
meat for stabilisation at Is. Qd. has no value. Moreover durSirS^ 
period of non-adjustment, while -tibere is a tangible sain to tb^ 

»me one for it. In tie wordt of Mr. SS 

note in the Fowler Commit^ 

Tins adventage la not obtained without being paid for a^ the 
of who paya for it ia not diffloult to answer: it is the 
accept so many fewer rupees for the produce he hS to ^ *“ 


(2) EpB'ECT on CONTlUaOTS. 


• See .» ppendm »6. Mr. MoWatters' further Statement.' 
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(3) Contracts entered into by the agriculturist of India, who is 
notorious for his continuous borrowing from father to son, borrowing 
which, unfortunately, is rarely repaid, and where both the lender and 
the borrower are happy if interest only is regularly paid either 
monthly or yearly as the arrangement may be. 

Commercial Contracts, 

123. Regarding (1), it is acknowledged that for all commercial transac- 
tions, exchange can be covered for a period of 12 months ahead. It 
therefore the importer in India elected at any time to keep his exchange 
open against some contracts to buy for delivery within the following 12 
months, one need hardly consider his case. Such a person elected to 
speculate in exchange, and if he suffers, the fault cannot be anybody 
else’s but his own. Further, it has been widely known all over India 
since July 1924 that the existing sl^tutory rate of 2s. to the rupee had 
to be changed for a more effective ratio, and no ordinarily careful person 
would have been justiffed in leaving his contracts open, or entering into 
contracts where he could not have covered his exchange. 

124. Speaking in the Assembly on the 1st of March 1921, Sir Malcolm 
Hailey, then Finance Minister, explaining that the Government were 
not responsible for the losses of those who had traded, counting on the 
2s, ratio being maintained, said; — 

“ But I would ask the House to lemember that I de'finitely told 
the Legislative Council last year that it was impossible to say whaa 
variations might take place in the rupee-sterling exchange through- 
out the year. Ordinary commercial prudence should have led mer- 
chants to cover their exchange.” 

125. If the Government of India had jiMtification for what Sir Malcolm 
Hailey said in 1921 with reference to a rate which was put on the 
Statute Book, and to maintain which the Government spent such a 
colossal amount of India’s reserves, there is hardly anything to be said 
for a rate which is neither statutory, nor has the weight of official indica- 
tion* j for, indeed, if there was an impression that the Government 
wanted la. 6d. it was known that the Indian public were against chang- 
ing the permanent ratio of India unless convincing proofs could be 
adduced. 

Industrial and Commercial Borrowings. 

126. The industrial and commercial corporations borrowing over a 
period of 20 or 30 years would not be prejudicially affected by having 
to meetj their obligations at the gold value of the rupee at Is. 4d. if they 
entered into their obligations before 1917. It is only those who have 
had to borrow since 1917 who would be affected by the ratio of Is. 4d. 
No figures are available as to the numbers or amounts thus involved, but 
in any case they cannot be very large. It must be admitted that those 
who borrowed when Exchange was unpegged and fluctuated between 
1^. 4d. and 2^. lO^of. and fronk there down to la. Z^d. to the la. Qd. of 
to-day, would sustain some unforeseen loss, or profit, according to their 
operations. But the Government resisted any claim from the commercial 
community affected by their inability to maintain the ratio at 2a. j and the 
losses of persons adversely affected by a revision to the ratio best suited 
to the country’s requirements would only be met by them with an expres- 
sion of sympathy for the misfortunes of such people, and nothing more. 
These fluctuations perhaps were unavoidable up to a certain point during 
the aftermath of the War, and the best that can be done by us is to 
decide as to who would be most injuriously affected by ■l^e ratio recom- 
mended, and whether they can be saved from its effects. 


* F*dle Sir Basil Blackett’s answers in the AsHsembly, 19th September 1924, 
Tol. IT : No. 56, page 3812. 
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The Agricultural IndehtednebS. 

127. Looked at from this point of view, the indebtedness of the 
Indian agriculturist and the masses demands serious consideration. Mr. 
M. L. Darling, I.C.S., of the Punjab, estimates that the indebtedness of 
this class, including even the prosperous canal agriculturist in the 
Punjab, is over 600 ci'ores of rupees.* It is probably another 200 croree 
on the Indian States. As the rate of Exchange between 1900 and lOlV 
was around about Is. 4f/., it is only right to assume that most of this 
debt of 800 crores was contracted when the rupee was la. Ad. gold. Now 
to put on the statute book Is. 6d. gold would practically mean putting 
a burden of 12^ per cent, on these borrowers, and this is a class whose 
contracts ought to come in for full consideration in any decision to 
stabilise the rupee. Under the heading of Contracts, therefore, the 
higher £gure of Is. 6d. has little to recommend it, and very much against 
it. 


(3) Stability of a Is. 6d. ratio. 

128. Another important consideration is ■whether the Is. 6d. ratio is as 
easy to maintain as Is. Acl. Officials of the Government of India have all 
maintained that in their opinion Government have the resources to 
maintain exchange at Is. 6d. IMr. Sisch of the India 'Office, giving 
evidence, agreed in this, and several retired officials of the Government 
of India have supported this view. On the other hand, the Indian 
Section of the Ijondon Chamber of Commerce have pointed out that 
India has had during the last five years successively prospero'us- 
monsoons, and it must not be overlooked that India is liable to bad 
monsoons at intervals, and has had experience in the past of two and 
even three consecutive bad monsoons. Under such circumstances, the 
question of the possibility of maintaining the rupee at the higher ratio 
of l5. 6d. as a matter of serious consideration. But even granting that 
^e Government of India have at the moment resources enough ■to support 
Exchange at Is. 6d., the question we have ■fco decide is whether it is- 
necessary to fix a ratio that would require larger resources to maintain, 
il the fixing of such a higher ratio can be avoided. None can say that 
«ie Government of India would not require larger reserves to maintain 
X'diange 1®. 6d. than at Is. Ad . ; in fact, a little lull in the export 
r^e from March, 1926, necessitated resort to deflation in India to the 
® maintain Exchange, and following the first 

5 ^ crores, an announcement that the Government would sell 

The very fact that a slight lull in the 
support, shows that Is. 6d. cannot be looked 
iotT to maintain as Is. Ad. has proved to be between 1899 and 

of trkde^ tS unfavourable balance 

» 2; Go\^ernment can maintain Is. 6d. by selling Reverse Councils 
shouM such a risk not be minimised, by adopting the lower ^tfo of 

Coun^is oni?duri^^ tw^ ^^.“^'^tjative support by sale of Reverse 
iX! «Wrdinary oocurrenoe, not m 

r ” EevorsM 8,0^,000 


In 1909-1910 
In 1914-15 
In 1916-16 
In 1918-19 

In 1919-20 and 1900-21 total sales of Reserves 


5 3 


33 

33 

33 


156,000 

8.707.000 

4.893.000 

5.315.000 
55,532,0p0 


* Page 17 “ The Putyab Peasant in Prosperity and JDebV 
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It is clear that the 1907 to 1910 sales were due to the American crisis, 
and the 1914 to 1921 to the effects and the sequence of the War, and 
mismanagement of Indian Currency on the Babington-Smith Committee’s 
majority recommendations. Therefore they were not Indian conditions 
which disturbed the statutory ratio of 1«. 4£?., but external forces over 
which India had no control, and which could not have been foreseen or 
avoided. In the present case it is difficult, if not impossible, to ascertain 
to what extent the risk to which the freaks of nature in Indian climato- 
logy and an unfavourable balance of trade would expose the resources 
of the Grovernment of India to the point of depletion. Why take any risk 
in this connection if it can be avoided? I consider that by fixing the 
ratio at Is. 4d. this very substantial risk, which if not perceptible at the 
moment, is certainly not fanciful, can and should be appreciably 
diminished. 


(4) MbiiTino Point of the Bupee. 

130. It has been contended that with a Is. 6d. ratio the melting point 
of the rupee will be at a higher figure (48(i.) than with Is. Ad. (43d.), 
and that this constitutes an advantage on the side of the Is. Qd. rate. 
But we recommend the issue of one rupee notes, convertible only into legal 
tender money and gold, and not into silver rupees, as a precaution against 
a rise in silver prices. The evidence of the American witnesses in this 
connection is illuminating, and indicates that inasmuch as silver is now 
mined mainly as a by-product of various ores, the anxiety of silver holders 
should be rather to sell it at or near the present price of 30d. than to 
expect a rise. But should circumstances change in the future, Professoi* 
Sprague put it well when he said that if silver rose to or over 48d,, 
there would be nothing to prevent it from going to 56<i. or 66d. The 
melting point of the rupee as expressed in the price of bar silver therefore 
ceases to be a consideration in deciding between a ratio of Is. 6d. or 
Is. Ad. 


(5) OuBHBNCY Reserves. 

131. A revaluation of the Reserves consequent upon the adoption of 
a ratio of 1.?. Ad. "would make the position of the Central Bank easier, 
since the ad hoc securities in the Paper Currency Reserve would be 
reduced to the extent of about Rs. 14 crores. It will be seen from Para- 
graph 136 that my colleagues have recommended that about Rs. 57 crores 
of created securities now in the Reserve should be converted during the 
course of the next ten years into marketable securities. The valuation 
of these securities at l.s. 4d. instead of Is. 6d. would reduce by 14 crores 
the amount of securities thus to be replaced and pro ianto relieve the 
Government of the necessity of borrowing in the open market. 

(6) OxHxa Abgumbnts fob Is. 6d. Examinbp. 

Adjustments and the course of foreign trade. 

132. It is claimed by my colleagues (para. 190) that if adjustments 
to the Is. Qd. rate had not taken place, such non-adjustment would be 
reflected in the foreign trade of India, and either exports or imports 
would be subjected to a handicap. But, they say, the general trade 
of the country, taken as a whole, shows no signs of the imposition of 
such a handicap.’* 

133. My colleagues admit that India has had four good yeara in su<>- 
cession. Bearing in mind the low holding power of the grewar in India, 
it is no proof of the suitability of the existing rate of exchange that 
exports have continued, and have not shown a falling off since the hii^er 
rate has been in operation. The bulk of Indian exports consists of raw 
materials. If the crops are grown, they have to be sold before the next 
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harvest, ail'd this must be done whatever the rate, as long as there is any 
demand for them in the world markets. 

134. My colleagues from India will not overlook the constant complaint 
that has prevailed there since 1922-23, that trade generally has been 
slack, especially the import trade. In spite of four good years and lower 
prices for imports, the Indian consumer has kept out of the market for 
imported articles beyond his imperative requirements. Even in Lanca- 
shire I understand that the feeling has lately been gathering that non- 
adjustment to a higher Indian exchange brings in its train a reduction 
in the purchasing power of the Indian masses. 

135. My own conclusion is that no such inference as my colleagues 
draw from the course of India’s foreign trade is warranted. If anything, 
the continued slack demand for imports is to be regarded as an indication 
of the lower purchasing power of the masses, due to non-adjustment to 
the Is. 6d. rate. 

Absorption of gold. 


136. In Paragraph 203, my colleagues refer to the argument advanced 
by some witnesses that the higher rupee price of gold at Is. M. as com- 
pared with Is. 6d. would check the absorption of gold by India for social 
or alleged hoarding purposes. They point out that when adjustments 
to Is. Qd. are complete, the real cost of a tola of gold, sold at B,s.21.3.10f 
will be as great as with Is. 4d. at which its price would be about 
Bs.24.8.0. They therefore admit that till adjustments are complete the 
rupee cost of gold would be lower relatively to other commodities, and 
gold would therefore be more attractive to buyers in India. It is not, 
however, a question of lowering the exchange rate to check the absorption 
of gold for the next few years, but of the desirability of not raising the 
exchange rate from the level which, on other and vital considerations, 
has proved suitable to Indian conditions. 


Alleged effects of a reversion to Is. 4d. 


137. In Paragraph 206, my colleagues apprehend a profound dis- 
turbance in economic conditions throughout Tndia by restoring the pre- 
war ratio of Is. 4d. This is an apprehension which must Be fully 
examined. The feared rise in prices of exportable raw materials cannot 
be looked upon as a direct hardship to any one in India. A rise in 
rupee prices of imported articles may be a source of anxiety to those 
who manufacture for import into India. But even th'ese manufacturers 
now realise that a higher rupee price would be made up for by the better 
purchasing power of India as a whole. The extent to which the Is. 4d. 
ratio wiU entail a rise in prices of articles grown and consumed in India 
is the vital consideration in this argument of my colleagues. They appre- 
hend a rise in the price of these articles to the full extent of 12^ per 
cent, because they conclude that internal prices are “ substantially ” 
adjusted to the Is. 6d. rate. For reasons already stated, I do not accept 
this conclusion. X have shown that the index numbers used by them 
lead instead to the conclusion that adjustment to Is. 6d. is far from 
complete and that the major part of it is still to come. I therefore con- 
clude that such disturbance as may ensue from the fixation of the lower 
ratio win produce a very insignificant disturbance in economic con- 
ditions, injurious to but a few, if any at all. On the other hand, 
insistence on stabilisation at 1$. Qd., will not only produce^ but, will pro- 
long, the profound disturbance of economic conditions throughout India, 
which IS just beginning ^to be perceived, and the worst effects of which 
are still to come. 


138. My colleagues apprehend that the lower ratio would severely hit 
consumers generally and the poorer paid members of the literate classes, 
it 79 per cent, of the people of India subsist on agriculture, it is difficult 
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to understand the concentration of my colleagues on the interests of the 
other 21 per cent, who live on the production of this class. I am con- 
vinced that the adjustment to Is. 6c£. can at best be regarded as having 
just started. The ofl&cial figures referred to in Paragraph 108 above show 
that the wages of the clerical classes are not on the border line of the 
present cost of living and the apprehension of my colleagues is, if I may 
say so, an exaggerated one. 

139. Regarding their plea in the interests of labour, I expected that 
after the experience of labour troubles in Europe lately, they would have 
hesitated to put this apprehension of theirs in the way they have done. 
It may be that with the fixation of the Is. Ad. rate some industries may 
have to raise their wages if they are compelled to give their labour art 
increase corresponding to the index number of the cost of living. 

140. But most of the industries in India, including agriculture, have 
been paying, since 1921, a wage which is proportionately higher now than 
the increase in the cost of living- A reduction in wages in India is, as 
said previously, not possible without serious conflict between the employer 
and the employee. Unless this conflict is to be forced on India, and 
agriculture made less attractive than it has been hitherto, the argument 
advanced by my colleagues cannot be accepted. 

141. To my mind, i-n the conditions prevalent in India, both equity and 
expedieney dictate that the monetai'y ratio most suitable to Indian con- 
ditions should be restored as the permanent ratio. Any partial 
consideration of the problem cannot but prejudice; but statesmanship 
requires fullest consideration of all aspects of the issues involved in this 
subject, and demands, in the words of the Finance Member of the 
Government of India, that* the ratio be fixed “ at whatever figure may be 
most truly in the interests, not of this or that section, not of the producer 
or the consumer or the taxpayer, considered in isolation, but in the best 
interests of India as a whole,”* As far as labour is concerned, there 
should not be the least doubt that the correct view is to ensure 
continuity of employment and the least possible disturbance to the 
legitimate interests of those who employ it- 

142. In the latter part of their Paragraph 206, my colleagues refer 
to the inconvenience that would be Caused to those who deal in the 
Exchange Market. This, to a certain extent, would be inevitable, if 
the arbitrary decision of the Executive is not endorsed on the several 
important grounds that I have already dealt with. 

143. Once the importance of the issues involved is fully realised, it 
can safely be said that the responsibility for such disturbance as is now 
inevitable must lie with the Government of India who chose to go past 
the pre-war ratio, and made every effort to ptufc India on to a ratio 
unsuitable to her as a permanent one. 

(7) Sanctity oy a Patio once Established. 

144. Finally, there is the sanctity of the standard of money payments. 
The Fowler Committee’s recommendations in regard to the standard 
and the ratio are perfectly clear. That ratio was set down on the Statute 
Book even if their recommendations in regard to the standard or the 
Peserves were dex>arted from in practice. Since 1893 the rupee has 
always been a token coin, representing by law till 1920 7'63344 grains 
of gold. That the rupee has been, and is, a token coin, is admitted, 
both by the Chamberlain Commission and by the present Finance Member, 
the standard unit till 1920 being 7‘53344 grains of gold. All values have 
been measured in terms of that standard. An attempt was made in 


* Par 46. Budget Speech of the Finance Member, Government of India, 
Febmary 28, 1925. 
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19'>0 to change that standard to 11*30016 grains of gold, and ^though 
this was legalised, for all practical purposes it has never prevailed. 

145. A standard being what it is, to measure weights or lengths or 
values with, it stands to reason that, onoe laid down by it cannot 

be lightly changed. As any change in the standard of weight or length, 
would constitute an injustice, so would any change in the standard of 
value. The British sovereign, as the standard unit value of the country 
must always contain 113 grains of gold. Any reduction or increase of 
this gold content would constitute an injustice on debtors and creditois. 

146 It ^s different with a token coin. Any debasement of the shilling, 
for instance, by making it smaller or of a lesser silver ^ntent, would 
not affect anyone; 20s. would represent the sovereign. The rupee is a 
token coin, and its intrinsic value does not matter, but it cannot pass 
for more or less than 7*53344 grains of gold without constituting a 
currency fraud. The giver of a promissory note of 100 rupees bound 
himself to give 753 grains of gold. Any enactment laying down a higher 
sold value for the rupee would oblige him to give more gold than he 
undertook to pay, and than the holder was entitled to receive. Herein 
lies the injustice of a change in the ratio. 


Conclusion as to the Ratio. 

Claim of the debtor class. 

147. A change to Is. 6d. hits the large bulk of the debtor class, to 
the benefit of the creditor dass. 1 cannot conceive of any valid or 
moral reasons for a step calculated to give the latter an unearned 
increment at the expense of the former. In' India, perhaps more than 
anywhere else, the debtor class is the largest and the neediest, for whom 
the Government has always evinced concern and solicitude. What 
unavoidable reason, then, is there to hit this class? Throughout the 
course of our enq.uiries I have not heard of a single argument, which 
I can reasonably accept as sound, even pointing to the inevitability, to 
say nothing of the justifiability, of imposing an additional burden on 
a class already overburdened. 

Suitability of Is. 4d. 

148. A ratio moreover that stood for 20 years even during the 
American crisis, till 1917, and was only disturbed as a result of the War, 

in common with the ratios of other countries in the world, cannot lightly 
be said to be a ratio that is unnatural to the Indian currency system. 
No change is therefore called for simply because for the last ten months 
the Government of India have managed by artificial measures to keep 
the value of the rupee round about Is. 6d., in accordance with a 
preconceived policy. In brief, exchange has never been allowed in recent 
years to find its own natural level; it has been regulated by the series of 
operations which I have aready dealt with. 

• Danger of tampering with the standard. 

149. There is another aspect of the matter that one cannot afford to 
ignore. Any tampering with the standard of value is bound to have 
serious political effects in India, and to cause distrust in its currency 
system and the financial adminis'tration of the country. A' change in the 
standard is bound to shake the confidence of the people, who will feel that 
they have been wronged by it, that it has been lightly changed, and that 
it may lightly be changed again, for if a long established rate (I shall not 
call Is. 4dl. the legal rate after the enactment of 1920) is deliberately 
changed, what is there to prevent ano-ther change being made again at 
ady time in the future? Oan the public rightly be led to believe that 
any contracts that they may make on the ratio now recommended by my 
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colleagues will not be subjected in future years to yet another change? 
Herein will arise the distrust of the people, not only in their own 
currency and financial system, but in their Gorernment. Indeed, the 
political consequences of a change in the ratio cannot be contemplated 
without the most serious misgivings. Why invite such consequences and 
such mistrust when the “ permanent rate ’’ is still within reach, and that 
too with very slight disturbance, if any, to existing conditions? No other 
country has adopted a rate of exchange higher than its pre-war rate. 
Even Great Britain did not change her standard when the £ sterling 
dropped to 3*38. Nothing would have been easier than to have then 
enacted that the £ sterling should represent 15s. instead of 20s.,- but it 
was a question of Britain’s credit in the eyes of the rest of the world, and 
the question of the equity of the contracts based on the continued exist- 
ence of the sovereign containing no more and no less than 113 grains of 
gold. Why should India be asked to appreciate her ratio when no other 
-country, even in the most prosperous circumstances, has considered it 
just or advisable, or even expedient to do so? 

The “ permainent rate.** 

160. The Fowler Committee definitely recommended Is. 4d. as the 
■“ permanent rate,” and a permanent rate should -only be changed under 
absolute and unavoidable necessity. Other countries have made ereat 
sacrifices to reit-urn to their pre-war ratios, which is a pi-oof of the sanctity 
attaching to them. But in .India it is not a question of making a great 
sacrifice to regain her “ permanent rate.” It is, at worst, a question 
of balancing the disturbance which may be caused by a reversion to 
Is. 4d., and an adoption of Is. 6d. Even if it is granted that the dis- 
turbance involved in the former would be as great as the disturbance 
still to come with an adoption of a Is. 6d. ratio — ^which is the utmost 
that could be conceded — then the balance must be weighed, for the reasons 
stated above, in favour of the Is. 4d. ratio as being the “ permanent 
rate ” established on the authority of the Fowler Committee. 

Vital importance of the ratio. 

151. I look upon 'the question of the ratio in this Heport as being no 
less important than the question of the standard to be adopted for the 
Indian Currency System. I am convinced that if the absolute necessity 
of the free inflow of gold, which I have emphasised, is recognised, and 
steps taken to ensure it, the gold bullion standard proposed will be the 
correct one, and the likelihood of its breaking down under the strain of 
any convulsions in the future will be as remote as it can reasonably be. 
But I have very grave apprehensions that if the recommendation of my 
colleagues to stabilise the rupee at Is. 6d. is accepted and acted upon, 
India will be faced during the next few years with a disturbance in her 
economic organisation, the magnitude of which is difficult to estimate, 
but the consequences of which may not only hamper her economic develop- 
ment, but may even prove disastrous. Such a disturbance and its con- 
sequences my colleagues do not foresee to-day. But the possibility of 
their occurring cannot be ignored. Until adjustment is complete, agri- 
culture threatens to become unattractive and less remunerative than it 
is to-day, and industries will have to undergo a painful process of adjust- 
ment, unnatural, unwarranted and avoidable— an adjustment which will 
be much to their cost, and affect not only their stability and their pro- 
gress, but in certain cases, their very existence. And should Nature have 
in store for India a couple of lean years after the four good harvests 
that we have had, during the period of forced adjustment to a rate of 
Is. 6d., the steps that the Currency Authority will have to take to main- 
tain exchange at this rate may deplete the gold resources of the country 
to an extent that may seriously shake the confidence of her people in the 
currency system recommended. 
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Why take any risk? 

152. With ©xtraordinacry good luck the country may find it possible 
to avoid ail these dangers. But why incur the risk at all? Why gamble 
on uncertain factors if India’s natural ratio of Is. 4d., that stood for 
20 years unshaken by the crisis of 1907-1908, and shaken only after 1917 
by a world convulsion, and then, too, mainly because of the embargo on 
the import of gold, is still within India’s reach? 

Unparalleled Procedure. 

153. The facts and figures that 1 have stated, and the records from 
which I have quoted, conclusively show that the Executive had made up 
their minds to work up to a Is. 6d. ratio long before this Commission 
was appointed to examine the question. Indeed, they have presented to 
us the issue in this regard as a “ fait accompli/^ achieved by them, not 
having hesitated by manipulation to keep up the rate even while we were 
in Session. I cannot conceive of any parallel to such a procedure in anv 
country. 
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ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


APPENDIX 1. 


Memorandum Circulated to Witnesses in India. 

The following memorandum, indicating the main questions which will come 
under the consideration of the Royal Commission on Indian Currency and 
Finance under its terms of reference, is published in order to assist intending 
witnesses in the preparation of their evidence. It is not to be regarded as 
exhaustive, nor is it desired that each witness should necessarily attempt to 
deal with all the questions raised ; — 

(1) Is the time ripe for a solution of problems of Indian Currency 
and Exchange by measures for stabilisation of the rupee or otherwise ? 

What m the comparative importance of stability in internal prices 
and in foreign exchanges 1 

What are the efieots of a rising and a falling rupee and of a stability 
of high or low rupee on trade and industry including agriculture and on 
national finance? 

(2) In relation to what standard and at what rate should the rupee 
be stabilised, if at all ? 

When should any decision as to stabilisation take effect ? 

(3) If the rate selected differs materially from the present rate how 
should transition be achieved? 

(4) What measures should be adopted to maintain the rupee at the 
rate selected ? 

Should the Gold Exchange Standard system in force before the war 
be continued and with what rnodifications, if any ? 

What should be the composition, size, location, and employment of 
a Gold Standard Reserve ? 

(5) Who should be charged with the control of the note issue and on 
what principles? Should control or management be transferred to the 
Imperial Bank of India, and, if so, what should be the general terms of 
the transfer? 

What provisions should be made as to the backing of the note issue ? 

What should be the facilities for the encashinfcnt of notes ? 

What should be the policy as to the issue of notes of small values ? 

(6) What should be the policy as to the minting of gold in India and 
the use of gold as currency ? 

Should the obligation be undertaken to give gold for rupees ? 

(7) By what method should the remittance operations of the Govern- 
ment of India be conducted ? 

Should they be managed by the Imperial Bank? 

(8) Are any, and, if so, what measures desirable to secure greater 
elasticity in meeting seasonal demands for currency ? 

Should any, and if so, what conditions be prescribed with regard to 
the issue of currency against hundis ? 

(9) Should any change be made in existing methods for the purchase 
of silver? 
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K0YA14 COMMISSION ON INDIAN CUUBENCY AND FINANCE. 


ArPENUIX 2. 


Memoraudum (Circulated to a Number of Witnesses in India) Describing 

Certain Alternative Schemes. 

The folloiwingi outlines of alternative schemes for (1) a Gbld Exchange 
. Standard system for India and (2) a pure Grold Standard, on the assumption 
in both cases that the management of the Paper Currency and the conduct of 
the remittance operations of Government are transferred to the Imperial Bank 
of India, have been brought to the notice of the Cotnimission. It is considered 
that it will assist the examination of witnesses if they are in possession of these 
outlines, and this memorandum is accordingly communicated for the personal 
information of witnesses. It should be understood that its contents are strictly 
confidential and that they do not in any way emanate from the Commission. 


Gold Exchange Standard. 

2. A possible scheme for a real Gold Exchange Standard is as follows ; — 

(A) Gold coin, bank notes and silver rupees should be unlimited legal 
tender. 

(B) Government should be under a statutory obligation to give gold 
coin in exchange for gold bullion at any time on payment of a seignorage 
to cover minting charges. 

(C) The Imperial Bank should be under a statutory obligation to buy 
gold biiUion in the same way as the Bank of England and at a price fixed 
on a similar basis. 

(D) All bank notes should be payable on demand in rupees, and bank 

notes of the denomination of Rs. 10,000 in rupees or foreign exchange at 
the option of the presenter, a charge being made by the Bank if foreign 
exchange is demanded not greater than the cost of transporting gold to 
the foreign country on which exchange was demanded. Eoreign exchange 
would be defined as transfers at the par of exchange on London or ou 
foreign banks in countries outside Great Britain prescribed by the 
Governor-General in Council subject to the condition that at least one 
such foreign bank situated in a country having a gold standard currencv 
should be so prescribed. « o j 

(E) The Imperial Bank should be under a statutory obligation to give 
silver rupees or notes in exdiangB for gold coin. 

(E) The constitution of the Currency Reserve would be as follows : — 

. Invested portion to be limited to 50 per cent, of gross 
circulation, but Bank to have right of increasing it to 70 per wnt 

on payment of tax to Government at rate of 6 per cent, cm excess 
over 60 per cent. 

one-half of securities to be rupee securities, 
40 crores may be Government of India 
5<^it^ and the bailee mternal biUs of exchange having a 
ScuSs. ^ hot more than three months or other self-liquidating 

securities to be in form of short-term 
i>ritas£L or Uoionial Government securities or securities of Govern 

(iy) Of metallic holding, not more t.Tig.Ti ka croreq frv ir. 

shipment or in trajii^ “ 

between the onrrenxy value and &ieTnmo7v^ of^ 
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(H) A separate reserve to be called the reserve for the redemption 
of rupees would be maintained to provide against the return of rupees 
from circulation. This reserve will be used only in the event of a return 
of rupees from circulation, the responsibility for the maintenance of the 
exchange value of the rupee remaining under all other conditions with 
the Bank. In such an event the Bank would call upon Government to 
take back silver rupees and to pay for them in sterling. Government 
would accordingly undertake to receive back silver rupees from the Bank 
subject, except in the case of a prolonged return, to a charge equivalent 
to the xx)st of melting and refining the rupees and to pay to the Bank in 
sterling the value of rupees so received. The rupees received will be 
placed temporarily in the redemption reserve pending a demand from the 
Bank for rupees. In the absence of such demand in a reasonable time, 
Gkivernment would melt and sell the rupees and place the sterling received 
in the reserve, any loss being borne by the reserve. 

(I) The Bank would undertake to keep the India Office supplied with 
funds for meeting the sterling charges of Government. 

3. The existing constitution of the Currency and Grold Standard Reserves 
and the proposed constitution of the new Currency Reserve are as follows, on 
the assumption that sterling and gold holdings are converted at 1^. 6<^’. and that 
the metallic percentage would be 53 under the new scheme and that the Bank 
would hold the maximum amount of Government of India securities and silver, 
no inland trade bills and no gold securities except sterling securities : — 


(Jn crores of ru'pees.) 


I 

Silver. 

Gold. 

Government of India 
securities. 

Sterling securities. 

Existing constitution (as on 
30th September, 1925). 

90*7 

29-7 

57-1 

27+53 (Gold 
Standard Reserve). 

Future constitution 

49-5 

50 

40 

50 


The foregoing table shows that the constitution of the new reserve should 
preset no difficulty provided that gold could be readily obtained in exchange for 
sterling; an excess holding of 17 crores of ad hoc Treasury bills can be cancelled 
at once, and the sale of the surplus silver will have to be spread over three years 
or so, so that the limit of 50 crores for the maximum holding of silver cannot 
oome into force till after this period. 

Assuming an absorption of 21 crores of rupees before the limit of 50 crores 
became effective, the reserve left with the Government for the redemption of 
rupees will consist of about 31 crores of sterling plus the amount realised from 
the sale of the silver content of 20 crores of rupees, which at an average price of 
BOd. an ounce may be taken at 12 crores. The reserve will thus amount to 43 
crores or 10 crores less than present Gold Standard Reserve and' can be added 
to by crediting to it profits on coinage and the interest on sterling investments. 

Alteknative Pkoposal. 

4. The foregoing scheme contemplates the retention of a separate reserve 
for the redemption of rupees. The necessity for the separate reserve arises from 
difficulties in combining the currency and Gold Standard Reserves in consequence 
of the impossibility of determining the precise amount of liability to be provided 
for in the combined reserve in respect of rupees at present outstanding with the 
public and to be coined in the future. It has been su^ested as an alternative that 
this liability can roughly be assessed at 50 crores in respect of rupees outstanding 
and 1 rupee for every 4 rupees to be coined in the future ; cover would be provided 
to this extent in the combined reserve, and the responsibility for the maintenance 
of the exchange value of the rupee will then rest in all circumstances with the 
Bank. 

. Gold Standakd. 


5. The details of a scheme for a pure Gold Standard after its complete 
introduction are as follows : — 

(A) Gold coin and bank notes should be nmlimited l^al tender and 
silver rupees up to Rs. 50 only. 
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(B) Government should be under a statutory obligation to give gold 
coin in exchange for gold bullion at any time on payment of a seignorage 
to cover minting charges. 

(C) The Imperial Bank should be under a Statutory obligation to 
buy ^Id in the same way as the Bank of England and at a price fixed on 
a similar basis. 


(D) Bank notes should be payable on demand in gold coin. 

(E) The constitution of the new reserve should be as follows: — 

(i) Gk»ld holdings should ordinarily be not less, than 30 per 
cent, of gross circulation, but may be reduced to. 20 per cjent. on 
payment hy Bank of a tax of 6 per cent, on amount by which 
invested portion exceeds 70 per cent. 

(ii) At least 20 per cent, of invested portion should be gold 
securities or trade bills drawn in India in sterling and having a 
currency of not more than three months. 

(iii) Eemaining investments should be Government of India 
securities up to a maximum of 90 crores and internal trade bills 
or other self -liquidating securities. 

(F) The Bank should undertake to keep the India Ofl&ce supplied with 
funds to meet the sterling charges of Government. 

6. The rupee cannot be limited as legal tender as proposed unless an 
opportunity be first given of converting the rupee holdings into gold. 

7. The scheme cannot be introduced at once owing to the impossibility of 
providing for the immediate conversion into gold of all silver coin that may be 
presented.. The following stages have accordingly been suggested for the gradual 
introduction of the scheme : — 


(i) A statutory obligation should be imposed on Government to sell 
to any person, who makes a demand in that behalf at the Bombay Mint 
and pays the purchase price in any legal tender, gold bullion at a price 
equivalent to the par of exchange, but only in the form of bars containing 

f weight of fine gold (say 400 ounces troy). A statutoiy 

snould also be imposed on Government to give, in exchange for 
pld bullion, notes or silver at a price equivalent to the par of exchange 
less a small seignorage charge. “ 

(ii) A gold coin should be put into circulation and offered as freely 
as resoinces permit in exchange for notes and silver rupees at Currency 
offices, treasuries and branches of the Imperial Bank of India without 
fm^ed°^^ obligation to give gold coin for notes or silver rupees being 

• period fixed by statute (say five yearsl the liability tn 

gro ^d (^n in exchange for notes or rupees and also for gold bullion on 
payment of a seignorage should be imposed. “ 

(iv) After a further period feed by statute (say five vearsl the silver 
in addition tf 90 crores held by Go?S?i^i^ 

gold or gold securities of ^e XeTXufk^S It“S dEif 

what price could be realised for silver sold; if an avSaS of 

to oM 6”9 

29-7 crores. The total gold required for introHifm-^f^^i^^ ^ present 

will thus amount to 27-2 cSrS toe ^ 

110 crores to be tenderli by tofmbHe required for converting the 

£103 mSUions. ^ of 137-2 cror£, or 

interest on’the in^It^te^iiftfe the difference between the 

now reived : this is estimated at 1 crore Durine-Tb^^f^^^®^.-®'^*^ interest 
woMd be a further charge on account of the car^^SI S 

to the gradual conversion of surplus silver intn stocks owing 

credits whioh would probably hlye to be 
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of Govei'iimout while the gold reserves were being built up. Jt is estimated 
that this extra charge would amount during the first five years to about If crores 
a year. 

The points for consideration in connexion with this scheme are (i) the 
extra cost involved, (ii) the possibility of getting the gold required and the effect 
of itg withdrawal for the purpose of Indian requirements, particularly the effect 
upon world gold prices, and (iii) the effect of the scheme on the silver market and 
the possibility of realising a reasonable price for the surplus silver. 


APPENDIX 3. 

Memorandum giving the History of the Indian Currency system, submitted 

by Mr. A. G. MeWatters, I.C.S., Secretary to the G-ovemment of 

of India, Finance Department. 

Paras. 

I. — Indian Currency System up to 1893 ... ... ... 1-3 

II. — From 1893 to 1916 4 

III. — Changes made from 1916 to 1920 5-9 

IV. — Recommendations of the Majority Report of the Babington-Smith Currency 

Committee 10 

V. — Measures taken by the Government of India to carry out the recommendations 

of the Committee ... 11-16 

VI. — Exchange and Monetary Policy after the abandonment of the attempt to stabilize 

the rupee at Zs 17-18 

VII. — Seasonal Currency 19-23 

VIII. — The Imperial Bank of India 24 

IX. — Special features of recent years ... 25-27 

Note, — The object of this Memorandum is to give in a self-contained narrative an account of 
the principal facts relating to Indian Currency and Exchange down to the present time. Existing 
published material has been freely utilised, and in particular the Memorandum incorporates and 
brings up to date much of the information placed before the Babington-Smith Currency Committee 
by the late Sir Lionel Abrahams. 

I. — Indian Currency System up to 1893. 

1. Before the 26th. June, 1893, India had a silver standard, and the rate of 
exchange between India and gold standard countries depended on the price of 
silver. The money of the country consisted of silver rupees, subsidiary coins, and 
currency notes (encashable for rupees), against which a reserve was held, consisting 
mainly of rupees, but to some extent of Indian Government securities. The 
rupee was unlimited legal tender. The public was at liberty to tender silver 
bullion at the Mint to be coined into rupees; and this was tiie way in which the 
rupee coinage was actually replenished, 

2. For 20 years before 1893 the general tendency of the rate of exchange 
was downwards. The average rate at which the Secretary of State for India 
sold remittances on India in each year from 1873-74 to 1892-93 is ^own in 
Appendix I. 

3. Since India has large transactions with gold standard countries, the 
variations in the rate of exchange with such countries, i.e., in the sterling value 
of the rupee, produced many disadvantages. With each fall in the rate of 
exchange, the burden measured in rupees of the external obligations of India 
payable in gold increased, while great uncertainty was introduced into the 
finances of Government and into foreign trade by the fluctuations of exchange. 

II. — ^From 1893 TO 1916. 

4. After many years of discussion the conclusion was reached in 1893 in 
accordance with the recommendations of Lord Herschdl's Committee, that the 
disadvantages of the fluctuations of exchange and more especially of its do^;- 
ward tfflidenoy, were serious ©nough to render desirable a change in the TudraTi 
currency system. A new system, usually described as the Gold BiMhange 
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Standard, was then established, which, as developed in accordance with 
experience gradually gained, finally stood as follows : — 

A. The right of the public to tender silver for coinage ceased to exist, 
the control of the amount of new silver coinage being thus left to be 
exercised by the Government. 

B. The rupee remained legal tender without limit of amount. 

C. The Secretary of State for India, who had long been the largest 
seller of remittances on India, undertook to sell bills of exchange on India 
without limit of amount at Is. ^d. per rupee as a maximum rate. He also 
maintained, though without formal notification, the practice of not selling 
below Is. 3M^. per rupee. 

D. The British sovereign and half-sovereign were made legal tender 
for 15 and 7^ rupees, respectively, the rate thus established being the 
equivalent of Is. per rupee. The Government undertook to issue rupees 
to the public in exchange for sovereigns and half-sovereigns at the same 
rate. They also issued sovereigns and half-sovereigns to the public to a 
limited extent, but undertook no obligation to give them in exchange for 
notes or rupees. 

E. Ordinarily there was- a steady demand for the remittances on 
India (commonly known as Council Drafts) sold by the Secretary of State 
as mentioned in C above. This demand came mainly from the Exchange 
Banks and was due to the fact that, India’s exports being in most years 
more valuable than her imports, outward remittances are ordinarily more 
in request than homeward, and the drafts offered by the Secretary of State 
were the chief means by which the Banks could obtain the Indian Currency 
needed for meeting the outward demand in full. But occasionally, owing 
to temporary variations in the currents of trade, there was a greater 
demand for homeward than for outward remittances. This might have 
caused the rate of exchange to fall for the time considerably below the 
minimum rate of l5. 3Md. per rupee mentioned in C. On the few occasions 
on which such a demand arose, the Secretary of State met it by selling 
homeward remittances (commonly known as Reverse Drafts) at a fixed 
rate slightly below the minimum just mentioned. 

This bare statement of essentials shows that the Secretary of State made 
arrangements which, so long as their continuance was not prevented by external 
difficulties, had the effect (a) of keeping Indlia supplied with Indian currency to 
the full extent of the effective demand as expressed by the tender of sterling for 
the purchase of rupees, (b) of maintaining the rate of exchange in the neighbour- 
hood of Is. 4d. the rupee, the extent of possible variation being limited by the 
maximum price for Council Drafts mentioned in C and the fixed price for Reverse 
Drafts mentioned at the end of E. These variations corresponded to the 
differences which in normal times constantly occur between actual exchange rates 
and the theoretical par of exchange in transactions between countries of which 
both are on a gold standard with free import and export of gold in both directions. 

Appendix II contains statistics which throw light on the workinff of the 
system from 1898-99 to 19'15-16, the period in which it may be considered to have 
been fuUy operative. 


III. — Changes made from 1916 to 1920. 

6. It is obvious that the maintenance of the system described in Section II 
depended, at tunes when there was strong demand for outward remittance, on 
the existence of the two following conditions ; — 

A. That the Goyermnent of India should have at their command 
adequate supplies of Indian currency, the amount required being of 
course, proportionate to the intensity of the public demand, [ffn^the 

State could not maintain his offer 
(see 4 C aWe) to sell Bills of Exchange on India without Hmit of amount.! 

if. ihat the price of silver should not be higher than that which 
corresponds to a bullion value of Is. 4d. for the rupee.^ wnicn 

.'^^®J^^^™?tanees of 1916-17 and subsequent years were inimical to the 
realisation of Condition A. Condition B did not exist. Further narticulars 
regarding the position as affecting these two conditions are as follows : 

/^\ ihddtioned, an important restriction (see para- 

graph 7 (a) below) was in force to limit the public demand for Indian 
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curreuc^. Nevertheless, as is shown in Appendix III, the absorption by 
the public of the three forms of full legal tender currency was exceptionally 
large, in consequence of the unusually large excess of exports over imports 
tending to a large dispersal of money up country and the heavy disburse- 
ments by the G-overnment of India on behalf of the Imperial Government 
for the expenses of the Mesopotamian and other expeditionary forces 
based on India and for other military purposes. At the same time, the 
Government of India were, in one important respect, viz., through 
the reduction of the imports of gold, due partly to restrictions 
imposed by the British and American authorities, in a specially 
unfavourable position for meeting the large demand for currency 
in 1916-17 and the subsequent years. Consequently, additions to 
the legal tender currency had to be made in the form of rupees and notes. 
The issue of rupees was limited by the difficulty of obtaining silver. The 
issue of notes was limited by the fact that, so far as made against securities 
in the absence of sufficient supplies of gold and silver, it involved the risk 
of inconvertibility. 

(B) Owing to large purchases of silver by the Government of India and 
other Governments, to the decrease in the world production of silver, and 
from 20th March, 1919, when the doUar-sterling exchange was unpegged 
to the depreciation of sterling, the price of silver between August, 1917, 
and December, 1920, was such that the bullion value of the rupee exceeded 
Is. 4d. {vide Appendix IV). 

7. In these circumstances it was not practicable to maintain the system 
described in Section II. The measures taken to modify the system and to meet 
certain special difficulties and requirements are summarised below : — 

(a) Control of exchange . — ^From December, 1916, the Council drafts 
sold % the Secretary of State were limited to a fixed weekly amount. From 
January, 1917, Council drafts were sold at fixed rates, the rate for imme- 
diate telegraphic transfers being Is. until August, 1917, and thereafter 
representing prices for the rupee corresponding approximately to its bullion 
value at the prevailing price of silver. From September, 1919, Council 
drafts were sold by open competitive tender subject to a minimum rate. 
The fixed and minimum rates for the various periods are given below : — 


Period. 

3rd January to 27th August, 1917 ... 
28th August, 1917, to 11th April, 1918 
12th April, 1918, to 12th May, 1919 ... 
13th May to llth August, 1919 
12th August to 14th September, 1919 . . . 
15th September to 21st November, 1919 
22nd November to llth December, 1919 
From 12th December, 1919 


Immediate 
Telegrofphic 
Transfers, 
s. d. 


1 6 
1 8 
1 10 
2 0 
2 2 
2 4 


(&) The limitation of the amount of Council drafts at a time when 
the demand for remittance to India was exceptionally strong and no 
adequate alternative method of remittance was available led to a 
divergence between the market rate of exchange and the rate at which 
the drafts were sold. The remittance available was insufficient to finance 
the whole of the Indian export trade, and it was essential that the exports 
required for war purposes should not be impeded. It was found 
necessary, therefore, to introduce certain measures of control. From 
3rd January, 1917, the sale of Council drafts was confined to Banks and 
fiirms on the “ Approved List,” which included the chief Exchange Banks 
and a few large purchasers of drafts. A little later these banks and firms 
were required to do business with third parties at prescribed rates and 
to apply their resources primarily to financing the export of articles 
of importance to the Allies for the purpose of carrying on the war, a 
list of which was drawn up by the Secretary of State, Further, in order 
to encourage the Exchange Banks to buy expoort bills in excess of their 
purchases of exchange in the other direction, the Secretary of State 
insured them against the risk of a rise in exchange, by undertaking to 
sell to them Vithin a year after the war exchange up to the a-Tnount. of 
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their overbuying at the rate at which their excess purchases had been 
made. After the conclusion of the armistice the necessity for reserving 
finance for particular exports ceased. The overbuying guarantee was 
in due course terminated, and the list of articles to which priority of 
export finance was given was abolished. 

(c) Purchase of silver. — Special measures were also taken to increase 
the supply of currency. In February, 1916, the necessity for rupee 
coinage on a large scale became apparent, and the Secretary of State 
began to purchase silver. In 1915-16 and subseijuent years he bought in 
the market the amounts shown below. To facilitate his operations, by 
excluding from the market Indian buyers who would otherwise have 
bought for non-coinage purposes, the import of silver into India on private 
account except under license was prohibited on the 11th July, 1917. This 
measure, however, removed only a few of the smaller competitors for 
the worlds diminished supply of silver, and the world demand remained 
so heavy that it was impossible to satisfy India’s demand without tapping 
sources of supply outside the ordinary market. The Government of the 
United States oi America, therefore, were approached on the subject of 
releasing a portion of the silver dollars held in their reserve, and on the 
23rd April, 1918, the United States Congress passed the Pittman Act, 
which authorised the sale to other Governments of silver not exceeding 
350,000,000 silver dollars from the holding in the dollar reserve. Of 
this amount the Government of India acquired 200,000,000 fine ounces at 
101^ cents per fine ounce. The following table shows the amount of 
silver purchased by the Secretary of State: — 

From the United 
States Dollar Re- 
in own market serve {equivalent in 

{standard ounces). standard ounces). 

1915- 16 8,636,000 — 

1916- 17 124,535,000 — 

1917- 18 70,923,000 — 

1918- 19 106,410,000 152,518,000 

1919- 20 52,200,000 60,800,000 

{d) Measures for conservation and economy of silver. — These special 
measures for obtaining silver were supplemented by endeavours to 
protect the currency against depletion by export or melting. From the 
29th June, 1917, the use of silver or gold coin for other man currency 
purj^s w^ made illegal, and from the 3rd September, 1917, the export 
of silver coin and bullion from India was prohibited except under license, 
bteps were also taken to economise silver by the issue of Ps. 2i and Re 1 
notes, and by extending the use of nickel for coin of small denominations. 


(a) AcqmmUon and use of qold.~{i) In order to enable all imported 
Sn available for money purposes, an Ordinance was issued 

on me 29th Jime 1917, requirmg all gold imported into India to be sold 
to ^ver^ent at a price which, being based on the sterling exchange 
Sf R ^ account of the premium on gold as compared 

k ^ chided was placed in the Paper Currency 

Reserve as a backmg against the issue of additional notes. ^ 

_ (u) T^ issue of sovereigns had been stopped shortly after the 
outtoekk of ^ar. su^lement the supply of silver currency, sovereigns 
to the amomt of ^ut £5,000,000 were issued at the beginning of 1917 
eSv^ A miohurs amounting to nearly £6,000,lo0 were 

.-^I^ngements were also made for minting gold 
mohurs a^ ^vereigim m Bombay early in 1918, but when the surmlvof 
mlver enabled the full demand for metallic currency to be met by ruies 

^ discontinued after 2,110l000 gold motors ^and 

1,295,000 sovereigns had been coined. ^ monurs ana 


(m) During the war the amount of gold which could be 

United StatoGovSn? S ^ S' 

market for South Afrioan andAite^Z gold K,*' 

e larger aupply. ae 18 th Jnl“ 
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transfers on India were offered against deposit at the Ottawa Mint of 
gold coin or bulliooi at a rate oorrespondiug to the prevailing exchange 
rate. Ve:i^ little gold was obtained from this source, and the arrangement 
was terminated on the 16th September, 1919. From the 22nd August, 
1919, a limited ampunt of immediate telegraphic transfers on India were 
offered weekly for sale by competitive tender in New York, the proceeds 
of the sales being remitted to India in gold. Towards the end of October 
the demand for these transfers fell off and the sales were discontinued. 
Arrangements were also made for the direct purchase of gold in London, 
the United States and Australia. Finally, on the 15th September, 1919, 
the rate paid by the Giovernment of India for the acquisition of gold 
brought into India on private account was fixed so as to include the 
premium on gold over sterling as measured by the dollar-sterling exchange, 
and was varied from time to time approximately in accordance with the 
fluctuations of this exchange. The effect of the change in the basis of 
the acquisition rate was to re-establish an effective gold point, and to 
facilitate the import of gold in payment for exports as an alternative to 
the purchase of Council drafts. In order to make a portion of the gold 
so obtained available for the use of the public, fortnightly sales of gold 
were held by Government between September, 1919, and September, 1920. 
The total quantity of gold sold was 8,060,454 ounces fine. 

Increase in the Note Issue . — ^The difficulties of obtaining sufficient 
quantities of the precious metals for coinage purposes, and as backing 
for the issue of additional notes, made it necessary to increase the fiduciary 

g >rtion of the note issue. Prior to the war the invested portion of the 
aper Currency Eeserve was limited by law to 14 crores of rupees. 
Between November, 1915 and December, 1919, the legal limit of the 
invested portion of the Reserve was increased to 120 crores. During this 
period the gross circulation of notes increased nearly threefold, while the 
percentage of metallic backing decreased by nearly one-half {mde 
Appendix V). The following table shows the growth of the circulation 
and the changes iu the composition of the Reserve : — 

{Lakhs of rupees.) 




Composition op Reserve. 


Percentage of 


Oross note 





total metallic 

Date, 

circulation. 




Total. 

reserve to 



Silver. 

Gold. 

Securities. 


gross note 
circulation. 

31st March, 1914 

66,12 


31,59 

14,00 

66,12 

78-9 

„ 1915 

61,63 

32,34 

15,29 

14,00 

61,63 

77-3 

„ 1916 

67,73 

23,57 

24,16 

20,00 

67,73 

70-5 

„ 1917 

86,38 

19,22 

18,67 

48,49 

86,38 

43-9 

„ 1918 ... 

99,79 

10,79 

27,52 

61,48 

99,79 

38-4 

„ 1919 

153,46 

37,39 

17,49 

98,58 

153,46 

35-8 

Slat December, 1919 ... 

182,91 

43,67 

39,71 

99,53 

182,91 

45-6 


The encotiragement of the use of notes by the provision of ample 
facilities for their encashment had been one of the most promanent 
features of the currency policy of the Government of India in the years 
preceding the outbreak of the war, and this policy was continued as long 
as the supply of rupees was adequate. From 1916, owii^ to causes already 
indicated, the absorption of rupees was abnorm|aU.y large, and the 
necessity for conserving their reduced stock of rupees forced on the 
Government a reversal their previous policy. Facilities for the encash- 
ment of notes at district treasuries were in a large degree withdrawn. 
The conveyance of specie by rail and river steamer was prohibited, and 
an embargo was placed on its transmission by post.* Later, in January, 
1919, owing to the practical administrative difficulties of dealing in full 
with the demands for encashment at the Currency offices during the 
busy season, the daily issues of rupees to single, l^derers of notes were 
limited to a figure which made it practical^, to. satisfy large demands 


* The restrictions on the jnoTement of gold were removed in September, 1919. 
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in part and small demands as a rule in full. The result of these restri^ions 
the substitution to a large extent of notes for rupees as the common 
circulating medium. 

8 Babinaton-Smith Currency Committee . — On the 30th ^ 

Committee presided over by Sir Henry Batengton-Smath and 

Secretary of State to advise in regard to the future of Indian Currency a d 
Exchange. The terms of reference were as follows: 

“ To examine the effect of the war on the Indian exchange and 
currency system' and practice, and upon the position of the Indian “o^e- 
issue, and to consider whether, in the light of this experience and of 
possible future variations in the price of silver, modifications of sy^em 
or practice may be required; to malce recommendations as to su^ moditica- 
tions, and generally as to the policy that should be pursued with a view to 
meeting the requirements of trade, to maintaining a satisfactory monetary 
oiroulation, and to ensuring a stable gold exchange standard. 


9. The main facts of the position when the Babin gton-Smith Committee 
reported were as follows : Council Drafts were being sold hy competitive tender 
subiect to a Tni-niTeum rate, at the time 2s. sterling, the amount being feed 
we& by the Secretary of State. It had been announced that reverse immediate 
telegraphic transfers would be sold at the rate of 2s. Zm. if the demand for 
them should arise. All gold imported into India had to be sold to Government 
at a prescribed price. The rate fixed contained an allowance to cover the premaum 
on gold over sterling. With a free market for gold this import acquisition rate, 
which was varied from time to time in accordance with the movement of the 
dollar-sterling exdhange, fixed an upper gold point which tended to prevent the 
rate bid for Council Drafts from rising above the minimupa rate by much more 
t.bfl.n the cost of shipping gold, except possibly for short periods when the demand 
for remittance was urgent. The rate in force for the sale of Reverse Councils 
fixed a limit to the fall of exchange so long as the means for meeting them were 


a.vailable. 

The sovereign was still legal tender in India for Rs. 15 and the Government 
was under an omigation to pay Rs. 15 for sovereigns presented for encashment. 
As, however, Ihe bazaar price of gold was considerably above this parity, 
sovereigns had disappeared from circulation and were not being issued by 
Government. The import and export of silver had been prohibited, and its price 
was at a level which prevented purchases by the Secretary of State for coinage 
except at a loss. The restrictions on the encashment of notes referred to in 
paragraph 7 (/) were still in force. 


IV — ^Recommendations of the Majority Report of the Babington-Smith 

Currency Committee. 

10. The principal recommendations contained in the Majority Report of the 
Babington-Smith Currency Committee were as follows : — 

{a) That the rupee, unchanged in weight and fineness, should remain 
unlimited legal tender ; 

(&) That the rupee should have a feed exchange value and that this 
exchange value should be expressed in terms of gold at the rate of one rupee 
for 11-30016 grains of fine gold, i.e., one-tenth of the gold contents! of the 
sovereign; 

(c) That the sovereign previously rated by law at rupees 15 should be 
made legal tender in India at the revised ratio of rupees ten to one 
sovereign; 

(d) That the import and export of gold into and from India should be 
fr^d from Government control as soon as the change in the statutory ratio 
had been_ affected, and that a Gold Mint at Bombay should be opened 
for the coinage into sovereigns of gold tendered by the public ; 

(e) That the notification of Government undertaking to give rupees 
for sovereigns should be withdrawn; 

(f) That the prohibition of the private import and export of silver 
should be removed and that the import duty on silver should be repealed 
unless the fiscal position demanded its retention; 

{g) That the constitution and location of the paper currency reserve 
should be as follows : — 

(i) The fiduciary portion should not exceed 60 per cent, of the 
gross circulation ; 
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(ii) The holding of securities issued by the Government of India 
should not exceed 20 crores ; 

(iii) The remainder of the fiduciary portion of the reserve 
should consist of securities of other Governments within the British 
Empire redeemable at a fixed date, of which all except 10 crores 
should be short-dated securities maturing within one year ; 

(iv) The permissive maximum of 120 crores of securities then 
existing should be retained for a limited period; 

(v) The metallic portion of the reserve should be held in India 
except for transitory purposes ; and 

(vi) With a view to meeting the seasonal demand for additional 
currency it should be possible to issue 5 crores of notes over and above 
the normal fiduciary issue as loans to the Presidency Banks on the 
security of export bills ; 

and (h) That the Gold Standard Reserve should contain a considerable 
proportion of gold and the aim should be to hold the remainder of the 
reserve in securities issued by Governments within the British Empire 
(other than the Government of India) maturing within twelve months. A 
portion of the gold held in the reserve, not exceeding one-half, should be 
held in India. 

The recommendation to fix the exchange value of the rupee at 2s. gold was 
qualified by the following remarks : — 

“ If, contrary to expectation, a great and rapid fall in -world prices 
were to take place, and if the costs of production in India fail to adjust 
themselves with equal rapidity to the lower level of prices, then it might 
be necessary to consider the problem afresh.” 


V. — ^Measuees taken by the Goveenment of India to c.aeey out the 

EECOMMENDATIONS OF THE COMMITTEE. 

11. The recommendations of the Majority Report were, accepted by the 
Secretary of State as expressing the goal towards which Indian administration 
should be directed and steps were promptly taken to reach this goal. The 
following is a brief summary of the measures taken : — 

12. Control of ewchange . — In January, 1920, the flow of remittance had 
changed its direction, the demand for Council drafts had ceased, and a strong 
demand for Reverse drafts had started. During January the drafts had been sold 
at a rate based on the rate of 2s. ^d. which had been fixed for the sale of Council 
drafts, but in accordance with the Committee’s recommendations the rate from the 
6th February was founded on the ratio of Rs. 10 to the sovereign, allowance being 
made for the depreciation of sterling on the basis of the latest current rate for tibe 
dollar-sterling exchange. The rate for immediate telegraphic transfers was fixed 
at 2s. on the 6th February and was raised to 2s. IQ^d. on the 12th February, 
but thereafter the rate decreased as sterling appreciated. The stimulus to remit- 
tance afforded by the high rates offered, which were throughout on a higher level 
than the rate for bank remittances, led to tenders largely in excess of the amounts 
offered. By the end of June the balance of trade had begun to turn against India, 
with the result that the market rates of exchange had not merely departed from 
the parity of gold but hadl fallen below the parity of 2s. Consequently, at the 
sale of the 24th June and subsequent sales the rate adopted for immediate tele- 
graphic transfers was Is. ll^d., this representing the rate which would 
ultimately hold when sterling returned to parity with gold. Applications still 
continued to be enormously in excess of the amounts offered, since the ever increas- 
ing balance of trade against India led to progressive reduction of the market 
rate for remittances. At the end of September sales of Reverse drafts since the 
beginning of the year had totalled £66,382,000 and the note circulation between 
the 1st February and the 16th September had been reduced from Rs. 186 crores 
to Rs. 168 crores. But even this substantial withdrawal of currency proved 
ineffective to maintain exchange in view of the abnormal activity in the imports 
of foreign goods and the absence of any support from exports. The Government 
of India, therefore, decided after the sale of the 28th September, 1920, to withdraw 
their offer of sterling drafts on London. Since that date Ho attempt has been 
made by Government to prevent exchange falling by the sale of Reverse drafts. 

13. Chcmge in the legal tender value of the sovereign.— {i) The ihternai ratio 
of one sovereign for Rs. 10 could not be effectively introduced so long as ^d lmllKm 
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in India continued to command the high premium over the price indicated by the 
ratio recommended by the Committee. With the object of reducing this premium 
on gold it was announced in February, 1920, that during the ensuing six months 
a minimum of 15 million tolas of fine gold would be sold, but this original 
programme was extended by further sales in August and September. 

(ii) By Ordinance No. Ill of 21st June, 1920, sovereigns and half sovereigns 
ceased to ^ legal tender in payment or on account, but provision was made for 
their acceptance by Government at the ratio of Rs. 15 during a moratorium of 
21 days, on the expiry of which the restrictions on imports of British gold coin 
were also withdrawn. The sovereigns and half sovereigns tendered at the currency 
offices and treasuries in the 21 days during which the moratorium continued 
amounted to about £2^ millions. 

(iii) Finally, the Currency Committee’s recommendation that the sovereign 
should be made legal tender in India at Rs. 10, instead of Rs. 15, was given effect 
to by the Indian Coinage (Amendment) Act, No. XXXVI of 1920, which received 
the assent of the Governor-General on the 9th September, 1920. This Act restored 
the legal tender character of the sovereign and half sovereign which had been 
suspended by Ordinance No. Ill of the 21st June, 1920. The rate fixed by the new 
Act was Rs. 10 to the sovereign, and instructions were accordingly issued to 
treasuries and currency offices that sovereigns and half sovereigns if presented 
should be received at the rate of Rs. 10 and Rs. 5 respectively, but that they should 
not be issued. As the market price of the sovereign has been continuously above 
Rs. 10, it has never functioned as currency at the new ratio. It was therefore 
unnecessary to open a gold mint in Bombay. 

14. A'boliti(m of Wa/r-tim& Restrictions . — In February, 1920, the 
prohibition on the import of silver was removed and the import duty of 4 annas 
per ounce was abolished. The notifications under the Defence of India Act, which 
prohibited the use of gold and silver coin otherwise than as currency, or dlftflliog 
therein at a premiim, were also cancelled. The fall in the price of silver and the 
return of silver coin from circulation which commenced in May, 1920, rendered 
possible the removal of the remaining war-time restrictions on the movements of 
precious metals. On the 18th June, 1920, the restrictions, imposed on the transit 
of silver by rail and boat in India were removed,- and on the 20th July the 
prohibition on the export of silver bullion and coin from British India was 
cancelled. ^ On the 21st June the restrictions on the import of gold bullion and 
foreim coin were removed. Further, on the 25th June the restrictions (which had 
only oeen partial) on the use of silver for making pa3nnents on behalf of 
Government were withdrawn and. Treasury Officers were instructed that payments 
on behalf of Government should in future be made in the form of currency which 
the payee desired. At the same time, a step was taken in the direction of renewing 
the extra l^al facilities which had previously been granted of giving silver at 
treasuries in exchange for notes. The instructions to Treasury Officers were that 
Ihey should, so far as their resources permitted, give silver in exchange for HTyifl.11 
value notes if presented in reasonably small quantities, and also where special 
arrangements had been made with branches of the Presidency Banks to camry on 
exchange transactions with ^e public, those facilities, where they had lapsed 
during the war, should be again restored. So far, therefore, as silver is concerned, 
the recommendations of the Currency Committee were fully given effect to before 
the end of 1920. 


15. Reconstitution of the Patper Currency Reserve . — In March, 1920, in view 
of the large sales of Reverse coupcils which the Secretary of State was ttnable to 
meet entirely from his treasury balances, he was compelled to begin selling out the 
^rlmg securities in the Paper Currency Reserve. In the absence erf special 
l^islfttion permitting increased inveslanehts in Indian securities, it would have 
been necessary to cancel notes to the full rupee equivalent of the sterling securities 
sold. As such action would have caused a severe monetary crisis in T-nrlia 
tempor^le^slation was passed in March, 1920, continuing the then existing 
figure of Rs. 120 crores as the limit of permissible investment, but abolishing the 
^tnrtioM M to toe l^^f toe investoento and their sterling or rupee character. ' 
This Act (No. :^I of 19^) reifiamj^ m force up to the 1st October, 1920, when 
It was replaced by toe Indian Paper Currency Amendment Act (N^o. XLV of 1920’) 
which practically gave effect to toe, recommendations of the Currency Committ«^ 
residing the ev^tual statutory constitution of the Paper Currency Reserro 
while proyiding for a temprary transitional period of adjustment The Act 
provided in the first place for the issue of currency notes against sovereigns ^d 
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half-sovereigns at the new rate of Rs. 10 per sovereign and against gold bullion 
at the corresponding rate of one rupee for II SOOIO grains troy of fine gold. In 
the second place it laid down the permanent constitution of the Reserve as 
follows : — 

(a) The Metallic Reserve, consisting of the total amount represented 
by the sovereigns, half-sovereigns, rupees, silver hal f-ru] »ees, and gold and 
silver bullion for the time being held on that account by the Secretary of 
State for India in Council and by the Governor-Geheral in Council, 
provided that the gold coin and bullion held by the Secretary of State i a 
the metallic reserve shall not exceed Rs. 5 crores in value. 

(&) The Securities Reserve, consisting of the securities for the time 
being held on that account by the Secretary of State for India in Council 
and the Governor-General in Council ; provided that — 

(i) the securities held by the Secretary of State shall not be of 
longer maturity than one year from the date of purchase, and 

(ii) the securities held on behalf of the Governor-General in 
Council shall be securities of the Government of India and shall not 
exceed in amount Rs. 20 crores. Not more than Rs. 1 2 crores of this 
amount may be in securities created by the Government of India and 
issued to the Controller of the Currency. 

'Further, the Act prohibited the issue of currency notes if such issue would 
have the effect of raising the amount of notes in circulation to more than twice 
the amount of the metallic reserve. This statutory constitution of the Paper 
Currency Reserve was to be brought into force on a day appointed by the Governor- 
General in Council as soon as conveniently may be after the relation of the amount 
of the currency notes in circulation to the amount of the Reserve had been brought 
into conformity with the provisions above outlined and the metallic reserve was 
not less than 50 per cent, of the currency notes in circulation. During the 
intermediate period the Act provided for a temporary constitution of the Reserve 
under which the securities of the Government of India held in the Reserve was 
limited to Rs. 86 crores, and so long as the “ created securities ” exceed Rs. 12 
crores, all interest derived from the securities in the Reserve was with effect from 
the 1st April, 1921, to be applied in reduction of such excess holdings. This latter 
provision has, however, been suspended during the last three years by sanction of 
the Legislature in the annual Finance BiUs, and such interest has been taken to 
revenue. Similarly when the holdings in the Gold Standard Reserve exceeded 
£40 millions in 1921-22, and 1922-23, the excess was taken in deduction of the 
created securities in the Paper Currency Reserve, but in later years this also has 
been taken to revenue. 

Further, the Act gave power to the Governor-General in Council to issue 
currency notes up to Rs. 5 crores in value a^inst Bills of Exchange maturing 
within 90 days from their date of issue and under such conditions as the Governor- 
General in Council may under general or special order prescribe. 

As a result of the passing of the Act, the gold and the sterling securities 
held in the Paper Currency Reserve were revalued on the 1st October at the new 
rate of Rs. 10 per sovereign, or Rs. 1 for 11-30016 grains of fine gold. The 
deficiency in the Reserve resulting from the revaluation was made up by 12 
months’ Treasury Bills of the Government of India issued to the Reserve. 

16. Constitution of- the Gold Standard Reserve . — ^With the abandonment 
of any attemipt to stabilise the rupee, and in view of the existence of a wide 
range of British Government securities with a free market maturing within 10 
years, it was decided in July, 1923, that while the Gold Standard Reserve 
aggregated £40 million, £30 million should be held in securities not exceeding 
two years’ maturity and the balance of £10 million should be invested in 
securities whose currenigr did not exceed 10 years. Later in order to suit the 
requirements of the momrait and the probable course of markets, it -was decided 
that of the total reserve aggregating £40 million, £20 nmllion ^ould be in 
securities not exceeding 2 years’ maturity (largely 3 months’ Treasuiw Bills) and 
£20 million in securities of longer date not exceeding 10 years, subject to the 
condition that of these latter, £10 million shall hot exceed 5 years’ maturity. 
The average interest yield on the Gold Standard R^rve investments during 
1923-24 and 1924-25 was between. 3 and 3| per cent. 

66596 ' . B 
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YI ^Exchange and Monetaky Policy after the Abandonment oe the 

Attempt to Stabilise the Rupee at 2s. 


17. Eor the first two years, after the failure of the attempt to stabilise 
the exchange at 2s. gold, the Gkwernment had perforce to be content with taking 
such action as was within their power to prevent exchange from falling below 
even Is. U. sterling. The necessity for financing considerable Budget deficits 
a large programme of new capital expenditure. Central and Provincial, 
as was inevitable, some inflationary efiect on currency and credit. With 
world prices of commodities in terms of gold falling rapidly, and sterling prices 
even more rapidly owing to the steps taken in England to bring sterling gradually 
towards parity with gold, the sterling value of the rupee w^ naturally driven 
downwards in the absence of any corresponding action to bring about a fall in 
rupee prices. .Ml that the Government were ame to do during this period was 
to prevent a rise in Indian prices which would have been caused by any further 
infotion of the currency, and to begin contracting the currency to ^ extent 
sufficient to bring back exchange towards Is. ^d. sterling. Reference is invited 
here to Appendix III which gives the absorption of different forms of currency 
by the public in different years. During the years now under consideration gold 
coin may be omitted, since gold did not function as currency, and it mlay be 
assumed that the gold coin shown as absorbed (which is mainly the net import into 
India) has been melted, or used as ornaments, or placed in hoards. Omitting 
gold from consideration, the net contraction of the currency in the year 1920-21 
was 31 crores 58 lakhs. This contraction was in fact insufficient to check the 
downward fall of the rupee, which fell as low as Is. %d. {vide Appendix No. VI). 
The contraction of the currency was continued in 1921-22 and 1922-23 by the 
transfer of sterling securities held in London to the Secretary of State’s cash 
balance and by the discharge of Indian Treasury Bills held in the Reserve. The 
net contraction made in these two years as shown in Appendix III was 1,11 
lakhs and 5,69 lakhs respectively. Two crores of seasonal currency were added 
and withdrawn during this period. Similar issues and withdrawals of seasonal 
currency were made in the following years and are separately dealt with in a 
later portion of this memorandum, since they do not represent permanent 
additions to the currency. 


18. Since January, 1923, by which time the rate of Is. 4zd. sterling was 
pr^tically restored, exchange has been on the whole moving upwards. Partly 
owing to the cessation of the downward movement of world prices in 1923 
and 1921, but mainly owing to their control of the local financial situation, the 
Govermnent c>f India were able (with the help of gc»od monsoons) to take action 
of a kind which had the natural result of improving the exchange value of the 
rupee. Perhaps it would be truer to say that, owing to their success in balancing 
their Budget ^d in raising loans in the market sufficient both to meet their 
capital expenditure and to pay off practically all their floating debt, the Govem- 
^:^nt have been able to avoid any action tending in the direction of expansion 
of currency and credit, except to a limited extent with the object of preventing 
undue stringency in the money market. It was with the latter object that a net 
additaon of 6,15 lakhs was made to the currency in 1923-24, by increasing the 
sterling investments in the Paper Currency Reserve, the net addition to the 
currency in that year, as shown in Appendix III, being 15,58 lakhs. 

Exchange reached the level oif Is. ^d. sterling in October, 1924, at which 
time It was equivalmt approximately to 1$. 4d. gold. The action taken by the 
Gove^ent of India since that time has prevented the rise of the rupee above 
1 ■ T ^ recently above the upper gold point of approximately 

oTC».). In order to attain this result, the purchases of sterling required for 

necessary, in , excess of this, hme been freely 

W ^as added to the currency 

^AW ^ Sterling investmente in the Paper Currency Reserve, and in 

Februarv^S^^«ATT®°'^®® the Indian Paper Currency Act was amended in 
lebra^y, 1925, so as to increase the permissible limit of the holding of securities 
m the ]^se^e from 85 to 100 crores provided that the total amount of “ created ” 
secMities of the Government of India shall not exceed 50 crores It has however 

n rr V powers given'^ KeS 

totalled approrimutety £a million, 

Government remittances required for the whSe KeiS amount of 

m the Bndget, and in Ootob’er the pol^^f 
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increase of sterling securities was again resorted to. Two crores liave been added 
in this way at the time of writing. The exchange value of the rupee has remained 
practically steady during the last 12 months, while the simultaneous rise in the 
sterling dollar exchange has made Is. 6rf. sterling approximately the same as 
Is. Qd. gold. 


VII. — Seasonal Currency. 

19. Reference was made in' a previous section to the new provision in the 
Paper Currency Act under which the Governor-General in Council could issue 
currency notes up to Rs. 5 crores against bills of exchange. Resort was not made 
to this provision during the season of 1920-21 and in fact detailed regulations 
were not issued till the 16th February, 1922. These regulations consisted of : — 

(1) statutory conditions which the Governor-General in Council had 
to prescribe under the Act for the issue of notes. 

(2) detailed procedure to be adopted in actual practice in that 
coimection. 

The conditions prescribed were : — 

(1) The bills of exchange shall be internal bills or hundis drawn for 
trade purposes. 

(ii) If the documents themselves do not bear any evidence of being 
dra'wn for such purposes, the Imperial Bank of India shall certify that, 
to the best of its knowledge, the accommodation provided for is for the 
furtherance of trade. 

(iii) The bills shall remain in the custody of the Imperial Bank of 
India as securities held on behalf of the Currency Department and shall, 
if the Controller of the Currency so requires, be endorsed by the Bank 
to the Controller. 

The procedure laid down for the issue of notes is described in Appendix IX. 
The rate of interest to be charged to the Bank was originally fixed as not less 
than 8 per cent. This condition, however, was subsequently modified, as sho'wn 
later in this Memorandum. 

20. It will be observed from these rules and regulations, which were laid 
down after consulting commercial opinion in the country, that the idea of basing 
the new procedure on export and import bills did not find favour, the reasons 
being : — 

^1) There appeared to be no necessity for providing additional 
facilities for financing export bills, as by the time produce is shipped it 
is usually already paid for. The pressure for additional finance occurs 
more often than not in coimection with the movement of produce from 
upcountry to the ports, before the export bills founded on such produce 
are drawn. When they are actually under export, the exchange banks are 
usually quite competent to arrange for financing them, and if they find that 
import cover is insufficient, they can lay down funds in India by Councils, 
and no emergency currency is necessary. Besides, there is a practical 
difficulty in that the large majority of export bills, especially in Calcutta, 
are sight bills and are received by the banks in very considerable numbers 
just in time to catch the weekly mail. If they have to be endorsed to the 
Imperial B^k before being forwarded to London, they would invariably 
miss the mail, not only entailing on the banks the loss of a week’s interest 
but involving the possibility of the goods arriving at the port of destina^- 
tion before the bills of exchange. 

(2) As regards the extension of the scheme to import bills, the bulk of 
this class of bills are dra'wn " D-P ” (documents on payment) and may be 
repaid at any time during their currency. It is not uncommon, for these 
bills to become past due as certain classes of importers treat the due date 
with indifference. It would be impossible for the Imperial Bank to deal- 
with a number of such documents, the payment of which is so uncertain. 

. (3) Practically all external bills, whether export or import bills, would 
be expressed in sterling or other foreign currencies, and the acceptance of 
such bills will complicate the procedure by the introduction unnecessarily 
of the fluctuations of exchange and the risks thereof. 

The Babington-Smith Committee, though recommending that the notes should 
be issued only against export bills on the inception of the scheme, did not definitely 
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pronounce against the use of internal bills as collateral provided) that it proved 
possible to distinguish between internal bills representing genuine commercial 
transactions and bills created for purposes of finance or speculative operations. 
After consulting representative bodies in India, the G-overnment of India came to 
the conclusion that as the names upon internal bills were well known to the 
discounting banker, it would not be difficult to differentiate between these classes 
of bills, and it was, therefore, provided that if the documents did not bear any 
evidence of being drawn for trade purposes, they should be endorsed by the 
Imperial Banlc who should certify that, to the best of their knowledge, the 
accommodation provided was for the furtherance of trade. 

As regards the rate of interest, the Government of India carefully considered 
the arguments against fixing a high rate and those in favour of leaving the rate 
to be fixed at the discretion of the authorities at the time the loans were applied 
for. They felt that it was necessary to restrict the issue of the seasonal currency 
to oases of proved and actual stringency, and that loans should not be granted 
at a lower rate than 8 ‘per cent. 

21. Appendix VIII gives the loans taken by the Imperial Bank from the 
beginning up to date and also shows the Bank rate and the cash position of the 
Bank at the time when the loans were taken or repaid. The experience of the first 
two years’ working and the rapidity with which the Bank rate rose at the begin- 
ning of the busy season in each of these years showed that the objects of the new 
provisions, which were to introduce a much-needed elasticity into the Indian 
currency system, were not being fully achieved, and that, in order to anticipate 
and prevent monetary stringency, facilities should be afforded for making 
additional currency available when there was a genuine trade demand of a 
seasonal and temporary character and for automatically retiring it when that 
dem^d ceased. The Act was accordingly amended during 1923-24 raising the 
maximum limit of seasonal issue from 5 to 12 crores. A modification was also 
introduced in the procedure in regard to the issue of the currency notes so as to 
provide that loans shall be admissible as soon as the Bank rate rises to 6 per cent. 
and that the entire amount of loans outstanding at any time should bear interest at 
current Bank rate subject to the following minimum rates : — 

6 per cent, for the first 4 crores, 

7 per cent, for the second 4 crores, and 

8 per cent, for the last 4 crores. 

22. The events of the busy season 1923-24 proved that the foregoing changes 
were very timely. The latter part of the year witnessed exceptionally stringent 
conditions in the money market. The demand for financing the cotton crop set in 
in November and the outflow of cash necessitated the raising of the Bank rate to 
5 percent, on the 15th November, 6 per cent, on the 29th November, 7 per cent, on 
the 20th December, and 8 per cent, on the 3rd January, while special additions to 
the Bank’s cash balances were made during this period of 8 crores against loans 
from the Currency Department and a furmer 12 crores in the form of currency 
notes issued against British Treasury Bills deposited in the Paper Currency 
Eese^e in London. Owing to a good crop and! high prices for raw cotton, 
combined with a brisk demand for financing the rice and other crops, the drain 
on the cash resources of the Bank continued to be heavy and the Bank rate was 
raised to 9 per cenA. from the 14th February. From then till the end of the year 
the rate for call-money stood at no less than 9 per cent, and further loans were 

from currency to the extent of four crores in January and February 
thus ©xh-aiistiiig the StSsistB^nce SiySjils^bl© from this sourc©, Thor© was no matorial 
improvement in the money position until after the close of the financial year The 
return of cash to the -Bank was veiw slow and the- withdrawal of 12 crores of 
seasonal currency issued during the busy season nroved to be a slow and difficult 

process and was not completed until the 21st June"- 


23. In view of the severe stringency of money which prevailed durins- the 
^sy^ason of 1923-24, it was necessary to consider whether the existing machmery 
for the proYsion of curwnmr to meet the demands of trade was adequate and i? 
not, in wha,t dire^ions It should be improved. The important point which the 
working of the enlmnced limit for seasonal currency during the season of 1923-24 
brought out was that the present system of giving loans .to the Imperial Bank 
against inla^ exchange was unsatisfactory. Most of the internal trade 

of India 18 financed by a system of cash credits or by the advance of monev on 
demand promissory notes signed by two or more persons unconnected in ^^ra^ 
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partnership, with collateral security, where necessary, and the extent to which 
hundis or internal bills of exchange are used is very limited. Noriually the amount 
of genuine Jiundis which the Imperial Bank has outstanding during the busy 
season is 4 to 5 crores only. In order to obtain the full amount of loans froih 
currency, the Bank has had to increase its holding of bills by inducing firms and 
individuals, who would ordinarily have cash credits, to take their loans on bills 
and the Imperial Bank have themselves been constrained to pay the stamp duty 
on such bills. These bills are, in effect, manufactured bills and do not in any way 
correspond to the self-retiring bills which form the basis of the Federal Keserve 
note system of America on the analogy of which the provisions in regard to 
seasonal currency have been introduced in India. Besides, there were further 
difficulties in renewing these created bills as they fell due, and the Imperial Bank 
had to request the firms to renew them in order that they might obtain a sufficient 
holding of bills. 

The Imperial Bank therefore pointed out that in regard to the loans taken 
during the busy season of 1923-24 the rates of interest charged by the Government 
actually resulted in a loss to them, as they had to bear the stamj)”duty on the bills. 
Also as a result of the change in procedure fixing varjdng rates of interest on the 
loans from currency, if the Bank, for example, took 4 crores when the rate was 
6 per cent, and 4 crores when the rate was 7 per cent, the entire 8 crores would bear 
interest at 7 per cent, from the date on which the Bank rate was raised to that 
figure. If it was found expedient to lower the Bank rate to 6 per cent, when, say, 

5 crores were outstanding, the Bank would have to pay interest on 4 crores at 

6 per cent, and on 1 crore at 7 per cent, whereas they would be realising no more 
than 6 per cent, on the entire amount. 

Pending review of the whole question of the seasonal currency by the 
Currency Commission, the Government of India took the following steps to allay 
the apprehensions in business circles as to the possibility of extreme stringency in 
the busy season of 1924-25 : — 

They announced in September, 1924, that as far a? might be necessary, they 
would use their powers to issue currency against Treasury Bills deposited in the 
(Paper Currency Keserve in London, and would, if necessary, introduce legislation 
to increase the legal limit of the holding of securities in the Paper Currency 
Reserve. This, as already stated in the preceding section, was done in February, 
1925. A further announcement was also made early in September, 1924, changing 
the rules under which loans were made to the Imperial Bank from Currency so as 
to make it possible for the Bank to borrow 4 crores when the Bank rate is at 
6 per cent, and 8 crores when the Bank rate is at 7 per cent, instead of 4 crores 
at each rate from 6 to 8 per cent. As regards the loss entailed on the Bank, the 
Government of India agreed, as a temporary measure, to repaj' the Bank their 
out-of-pocket expenses in respect of stamp duty. 


VIII. — The Imperial Bank of India. 

24. This historical sketch would be incomplete without a reference to one 
event of great importance in recent years, namely, the foi’mation of the Imperial 
Bank of India on the 27th January, 1921. Under the Imperial Bank of India 
Act ( XT, VTT of 1920) the three Presidency Banks of Bengal, Bombay and Madras 
were amalgamated. The Act also provided for an agreement between the Bank 
and the Secretary of State and this agreement, which was signed on the 
27th January, 1921, and is for a period of 10 years in the first instance, provided 
inter alia for the following important matters from the point of view of Indian 
Currency and finance : — 

(i) All the general banking business of the Government of India was 
to be carried out by the Imperial Bank, all the Treasury balances at Head- 
quarters and at its branches being held by the Bank. It will be remembered 
that the Chamberlain Commission held that the stringency which occurred 
annually in the Indian money market was partly due to the independent 
' Treasury system of the Govermnent of India and they in fact recommended 
the closii^ of the Reserve Treasuries, if possible. The transfer of the 
treasury business to the Bank at all places where there are branches of the 
Imperial Bank led firstly to the abolition of the Reserve treasuries and 
secondly to a larger proportion of Government balances being placed at the 
disposal of the Bank for assistance to the money market. 

B * 
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(ii) Within five years of its inauguration, the Imperial'Bank undertook 
to open 100 new branches. In view of the extensive use in India of the 
precious metals, as a store of value, due largely to the inadequacy of the 
facilities for the disposal of savings in a manner which will enable them to 
be used productively, the Babington-Smith Committee recommended the 
extension of the activities of the newly amalgamated Bank by the active 
pursuit of the policy of opening new branches. Up to the 31st March, 1025, 
80 new branches had been opened and arrangements have been made^ to 
complete the programme by the due date. With the object of spreading 
the use of banking facilities and of bringing in money which has hitherto 
lain dormant, the Bank allows 4 per cent, on ordinary savings bank deposits 
and 4J per cent, on savings ba^ deposits of Rs. 10,000 and above, fixed 
for 3 months. As a result there has been a remarkable increase in the 
amount of the savings bank deposits, from Rs. 412 lakhs at the inception 
of the Bank to Rs. 10,79 lakhs on the 31st March, 1925. 

(iii) The Bank also undertook to give the public every facility for 
the transfer of money between its Local Headquarters and branches at 
rates not exceeding certain maximum rates fixed by the Controller of the 
Currency. These rates were originally :^ed at 1 anna per cent, for 
transfers of amounts of Rs. 10,000 and over, and 2 annas per cent, for 
amounts of Rs. 1,000. and over but less than Rs. 10,000. For amounts less 
than Rs. 1,000, the rates were left at the discretion of the Bank. Recently 
in order to assist other banks and to encourage them to effect their transfers 
through the Imperial Bank, the rate for Baifirs for amounts over Rs. 10,000 
has been reduced to half anna per cent. App. XI gives the amount of 
demand drafts purchased and drafts and telegraphic transfers paid in 
each circle of the Bank from 1920 onwards. The figures show a large 
progressive increase in the use by the public of the facflities offered by the 
Bank. 


IX. — Special features of recent years. 

25. Gomemment remittances. Purchases of sterling in India.-— An import- 
^ange has been introduced with effect from 1923-24 in the mechanism 
by winch remittances of funds are effected by Government from India to meet 
their disbursei^nts m London, which has been made possible largely owing to the 
existence of a Central Bank. The normal method had tiU then been the sale by 
tender m inndon once a week by the Secretary of State in Coxmcil of rupee bilb 
or telegraphic trailers on the Government of India, supplemented by sales of 
mtermediates at higher rates between the weekly sales. While the weekly sales 
m I^don oontmued as hitherto, the purchase of sterling in India from Ex^ange 

through the agency of the Imperial Bank was 
sub^ituted in 1^3-24 for sales of intermediates by the Secreta^ of State. This 
system was further extended last year when purchase of sterling was tibe 
me^od of -remittance, the weekly sales of Councils being started only when a steady 
demand for rupees appeared. The object underlying the change was 
that the factors influencing the immediate course of exchange could be ^u?ed 
more accurately and more promptly in India and by regula^ng Ue puSIm 
refer^ce to the varying conditions of the market, the operations o? Govern- 
^t co^d be conducted so as to avoid violent fluctuations in rates with benefit 
^th to trade and to the coimtry generaUy. App. XI shows clearly the operation 
of the new system. As will be seen from that, in the early part of 19^ 25 fhfl 
upward rise of ., was only steadied bV Government^pnrla^s at ea^ 

Recessive r^a^from October 1924 onwards when exchange hS reSd 1? 

and imports of merchandise from and into India and ^5® ^Po^ts 

favourable balances during and immediat^°aAer 
w^ch reaehed^eir maximum in 1919-29, were abruptly reversSn foln 
b^^ of trade (so far as revealed by these figures^ ^ 1920-21. The 

1921-22, but since that time there India in 

lavourable 


bnlUcm (viz.. 20.06 l^ihs) also th^ 
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14,50 laMis represent imports of gold coin, but since gold is not functioning as 
currency, this represents no addition to the currency in circulation. The gold 
coin as well as the gold and silver bullion has probably to a large extent been 
substituted for rupees as a store of value with the result that a large quantity of 
rupees must have been released from hoards and added to the circulation. This 
to some extent may account for the fact that the net absorption of rupees by the 
public in 1924-26 (as shown by Appendix III) was 3,65 lakhs only, in spite of the 
fact that the abolition of the one-rupee note, which was carried out in accordance 
with the recommendation of the Inchcape Committee, the stock being practically 
exhausted by September, 1926, might have been expected to lead to an increase 
in the absorption of coin. 

27. Course of Prices . — The course of gold, sterling and rupee prices is 
shown in the Appendix No. VII, which also gives the exchange value of the rupee 
expressed in sterling and in gold at the corresponding dates from January, 1920, 
up to October, 1925. From the beginning of the year 1922 till the end of 1924, 
Indian prices remained remarkably steady. Since January, 1925, however, there 
has been a downward movement, which is in fairly close harmony with the renewed 
downward movement in sterling prices. 
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Average rate at which the Secretary of State for India sold Bills and Telegraphic 
Tranfers on India in each year from l'873-4 to 1892-3. 


Year. 


Average Rate 

obtained. Year. 


Average Rate 
obtained. 


1873-4 ... 



s. 

1 

d. 

10-351 

1883-4 . 

1874-6 ... 



1 

10-156 

1884-5 . 

1876-6 ... 



1 

9-626 

1886-6 . 

1876-7 ... 



1 

8-508 

1886-7 . 

1877-8 ... 



1 

8-791 

1887-8 . 

1878-9 ... 



1 

7-794 

1888-9 . 

1879-80 



1 

7-961 

1889-90 

1880-1 ... 



1 

7-956 

1890-1 . 

1881-2 ... 



1 

7-895 

1891-2 . 

1882-3 ... 



1 

7-525 

1892-3 . 


s. d. 

1 7-536 
1 7-308 
1 6-247 
1 5-441 
1 4-898 
1 4-379 
1 4-566 
1 6099 
1 4-733 
1 2-982 
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Appendix II. 


Exports mvi Imports of Merchandise ,■ Xet Imports of Gold and Silver ; Sales of Council 
Drafts and Reverse Drafts 1898-99 to 1924-25. 


1 

Year, j 

Exports and imports of 
Merchandise on Private 
Account 

(IN LAKHS OP RUPEES). 

Net Imports op Treasure , 
ON 1 

Private Account 

(IN LAKHS OF RUPEES). | 

i 

1 

Government 

remittances 

to 

j 

Average 

Rates. 

Sales of j 
Reverse 

Average 

Rates. 

1 

! 

Exports. 

Imports. 

i 

Net 

Exports. 

Gold Coin 
and 

Bullion. 

Silver Coin 
and 

Bullion. 

! 

Total. 1 

1 

London. 

1 



j 










£ 

5. r/. 

I 

£ 

5. 

d. 

1898-99 

1,12.72 

68,38 

44,34 

6,05 ' 

3,97 

10,02 

18,883,900 

1 

3-972 

— 


— 

1899-00 

1,08,98 

70,71 

38,26 

9,44 i 

3,57 

13,01 

18,703,800 

1 

4-069 

— 


— 

1900-01 

1,07,37 

76,28 

41,59 

7,57 1 
5,04 i 

1,42 

8,99 

12,824,500 

1 

3-981 

— 


— 

1901-02 

1,24,46 

81.52 

42,95 

6,25 

11.29 

18,535,800 

] 

3*982 

1 


— 

1902-03 

1,28,82 

78,79 

50,03 

9,47 

6,98 

16,45 

23,79 

18,724,(100 

1 

4-002 

1 


— 

1903-04 

1,52,96 

84,82 

68,18 

16,33 1 

7.46 

23,784.500 

1 

4-047 

i 


— 

1904-05 

1,57,50 

96,68 

60,82 

18,11 

6,94 

25,05 

24,150,000 

1 

4-046 

1 


— 

1905-06 

1,61,71 

1,03,08 

58,63 

9,45 

5,02 

14,47 

31,886,000 

1 

4-044 

— 


— 

1906-07 

1,76,57 

1,08,31 

68,26 

14,94 

6,69 

21,63 

34,069,400 

1 

4-084 

— 


— 

1907-08 

1,77,36 

1,29,90 

47,46 

17,35 i 

; 10,03 

27,38 

15,746,700 

1 

4-031 

70,000 

1 

3-906 

1908-09 

1,53,03 

1,21.27 

31,76 

4,71 ' 

11,96 

16,67 

13,323,313 

1 

3-9,32 

7,988,000 

1 

3-906 

1909-10 

1,87,88 

1,17,06 

70,82 

21,68 ' 

.9,37 

31,05 

27,866,600 

1 

4-037 

156,000 

1 

3-906 

1910-11 

2,09,88 

1,29,35 

80,53 

89,27 

23,98 

8,61 

.32,59 

26,389,800 

1 

4-061 

— 


— 

1911-12 

2,27,84 

1,38,57 

37,77 1 

5,29 

43,06 

26,917,500 

1 

4-084 

— 


— 

1912-13 

2,46,55 

1,61,02 

85,53 

37,35 

6,57 

43,92 

25,983,500 

1 

4-059 

— 


— 

1913-14 

2,48,88 

1,83,25 

65,63 

23,32 

6,24 

29,56 

31,200,757 

1 

4-070 

— 


— — 

Average 
of 5 pre- 
war years 
ending 
1913-14 

2,24,21 

1,45,85 

1 

78,36 

28,82 

i 7,22 

36,04 

27,671,631 

1 

4-062 

• 



1914-15 

1,81,59 

1,37,93 

43,66 

8,45 

10,01 

18,46 

7,198,205 

1 

4- 009 

8,707,000 

1 

3-878 

1915-16 

1,97,38 

■ 1,31,99 

65,39 

4,90 

5,58 

10,48 

20,810,257 

1 

4-083 

4,893,000 

1 

3-906 

1916-17 

2,45,15 

' 1,49,62 

95,53 

4,20 

—2,16 

2,04 

31,671,577 

1 

4-147 

— 


— 

1917-18 

2,42,56 

1,50,42 

92,14 

21,46 

1 1,46 

22,92 

34,865,798 

1 

4-497 

— 


— 

1918-19 

2,53,86 

: 1,69,03 

84,82 

2 

1 6 

8 

22,539,438 

1 

5-499 

5,315,000 

1 

6-016 

1919-20 

3,26,79 

' 2,00,80 

1,25,99 

10,97 

i —15 

10,82 

31,226,219 

1 

9-691 

24,544,000 

2 

7-708 

1920-21 

2,58,05 

; 3,35,60 

-77,55 

-8,88 

i 7,59 

1,29 

— 


— 

30,988,000 

2 

2-042 

1921- 22 

1922- 23 

2,45,44 

3,14,32 

- 2,66,34 
: 2,24,31 

—20,90 

90,01 

-2,79 

41,18 

, 14,95 

18,17 

12,16 

59,35 

2,570,026 

1 

4-448 

z 



1923-24 

3,61,91 

i 2,17,03 

1,44,88 

29,19 

18,38 

47,57 

21,838,7051 

1 

4-534 

— 


— 

1924-25 

3,98,36 

I 2,43,18 

1,55,18 

73,78 

20,06 

93,84 

40,770,162§ 

1 

6-027 

«... 




J Includes £13,100,000 at an average rate of Is. 4,75Ui. on account of purcliase of sterling. 
§ Includes £33,191,000 at an average rate of Is. 5’58£f. on account of purcliase of sterling. 
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ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


Appendix III. 


Absorption of Currency by the Public, 1898-99 to 1924-25. 
(Jn lakhs of rupees.) 


Year. 

Abs 

Rupees. 

OBPTION OP C 

Sovereigns 
and Half- 
Sovereigns.f 

OIN. 

Total. 

Absorption of 
Currency 
Notes. 

Grand Total. 

1898-99 

— 1,61 

# 

— 1,61 

2,52 

91 

1899-1900 

13,93 

4,05 

17,98 

1,72 

19,70 

1900-01 

8,62 

3,05 

11,67 

—18 

li;49 

1901-^2 

—68 

1,47 

79 

30 

i;o9 

1902-03 

2 

3,23 

3,25 

2,59 

5;84 

1903-04 

10,97 

4,92 

15,89 

3,28 

19,17 

1904r4)5 

7,43 

4,41 

11,84 

37 

12,21 

1905-06 

14,50 

5,70 

20,20 

4,16 

24,36 

1906-07 

18,00 

7,70 

25,70 

3;83 

29;53 

1907-08 

3,92 

11,08 

15,00 

— 8,86 

11,15 

1908-09 

— 14,88 

5,15 

— 9,78 

2,35 

— 3,78 

1909-10 

13,22 

4,31 

17,53 

5,03 

22,56 

1910-11 

3,34 

2,15 

5,49 

19 

15,68 

1911-12 

11,50 

13,33 

24,83 

4,44 

29,27 

1912-13 

10,49 

16,65 

27,14 

2,71 

29,85 

1913-14 

5,32 

18,11 

23,43 

2,65 

26,08 

1914-15 

— 6,10 

8,43 

1,73 

— 6,01 

— 4.89 

1915-16 

10,40 

29 

10,69 

9,23 

20,92 

1916-17 

33,81 

3,18 

36,99 

13,89 

50,88 

1917-18 ... 

27,86 

14,26 

42,12 

17,22 

59,34 

1918-19 

45,02 

5,21t 

50,23 

49,29 

99,52 

1919-20 

20,09 

— 8,88 

16,77 

20,20 

36,97 

1920-21 ... 

— 86,68 

— 4,88 

— 80,06 

— 6,90 

— 36,96 

1921-22 

— 10,46 

2,78 

— 7,68 

9,35 

1,67 

1922-23 

— 9,66 

9,43 

—18 

3,87 

3,74 

1923-24 ; 

7,62 

6,74 

14,36 

7,96 

22,32 

1924-25 

3,65 

14,53 

18,18 

— 8,61 

15,67 


* Sovereigns were not legal tender this year. 

t In addition gold mohurs to the value of 60 lakhs were absorbed during 1918-19. 
t Sovereigns have been valued at Rs. 15=£1 in the above table. 
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Appendix IV. 


Highest and lowest prices in London of standard silver per oiuice annually from 1898 to 1915 and 
monthly from January 1916 to December 1921 and annually from 1922 to 1925. 



Peiob in Pence. 11 


i 

1 

.1 

Pkioe IN Pence. || 

1 


Price in Pence. 


Price in Pence. 

Year. 



Year. 

Month. ■ 



Year, j 

Month. 



Year. 


Highest. 

Lowest. 

Highest. 

Lowest. 

Highest, i 

i 

Lowest. 1 

Highest. 

Lowest. 







1893 

38f 

30i 

1916 

Jan. 

27A 

2644 

1919 

Jan. 

48* 

48* 

1922 

Ill 

3 ^ 

1894 

31| 

27 


Feb. 

m 

2644 

11 

Feb. 

48xV 

47| 

1923 


30| 

1895 

31f 

27^ 


March 

m 

26H 

91 

March 

50 

47f 

1924 

36* 

314 

1896 


29i 


April 

354 

29 

99 

April 

49* 

48* 

1925 

hSxV ' 

3itV 

1897 


23-^ 

JJ 

May 

37i 

32f 

91 

May 

58 

48x^^ 


i 

1898 

28x% 

25 

J) 

June 

32| 

30 

91 

June 

544 

53 



1899 

28| 

26| 


July 

31 

28| ! 

91 

July 


53 



1900 

30t^ 

27 

>» 

Aug. 

32 

304 i 

99 

Aug. 

61| 

55| 


i 

1901 

29A 

24^1- 


Sept. 

m 

324 1 

91 

Sept. 

64 

59 


1 

1902 

26^ 

21H 


Oct. 

32S 

324 

19 

Oct. 

664 

62| 

1 


1903 

28i 

21J 

» 

Nov. 

351-!^ 

32t^ ! 

19 

Nov. 

76 1 

654 

i 


1904 

28x^ 

24x7j- 


Dec. 

37 

3544; 

99 

Dec. 

79i 

734 

! 


1905 


25'nr 

1917 

Jan. 

37rV 

36 

1920 

Jan. 

85 

754 

1 


1906 

33i 

29 

» 

Feb. 

38t?,- 

37x% i 

99 

Feb. 

894 

82 



1907 

32,V 

24A 

» 

March 

37Ar 

3544 

99 

March 

84 

! 65f 




1908 

27 

22 

}? 

April 

37|f 


99 

April 

724 

644 


1 


1909 

24i 

23^1^ 

)1 

May 

38^ 

37| 

99 

May 

654 

; 571 


1 


1910 

26i 

23A 


June 

39| 

38 

99 

June 

57# 

i 44 

1 ; 

1911 

26i 

23H 


July 

414 

394 

91 

July 

56| 

514 

1 

1912 

29H 

25i 

5J 

Aug. 

46 

404 

99 

Aug. 

63| 

57 

1 

1913 

29| 

2511 

•> 

Sept. 

55 

46 

99 

Sept, 

60| 

57f 

1 

1 

1914 

27f 

22i 

>» 

Oct. 

484 

414 

99 

Oct. 

59 

504 

1 

1 


1915 

27i 

22-]^ 


Nov. 

45f 

42| 

99 

Nov. 

544 

434 

1 



11 

Dec. 

43| 

42| 

99 

Dec. 

44| 

384 

1 





1918 

Jan. 

454 

434 

1921 

Jan. 

424 

354 

! 1 




11 

Feb. 

434 

424 

99 

Feb. 

37| 

31f 

1 

1 1 




» 

March 

46 

424 

99 

March 

344 

304 

1 

1 i 




11 

April 

494 

454 

99 

April 

364 

324 

1 j 


I 


11 

May 

494 

484 

91 

May 

354 

334 

! j 1 


1 


11 

June 

m 

484 

1 ’’ 

June 

35| 

334 

1 j 




19 

July 

4841 

4841 

99 

July 

394 

354 

i 



1 

11 

Aug. 

494 

484-1 

\ 99 

Aug. 

384 

364 

; : 1 




11 

Sept. 

494 

494 

i ” 

Sept. 

43f 



1 





Oct. 

494 

494 

! ” 

Oct. 

424 

394 


i 




11 

Nov. 

494 

481 

)> 

Nov. 

404 

m 


I 




11 

Dec. 

484 

48t7 


Dec. 

37f 

344 


1 

i 
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Composition of the Indian Paper Currency Reserve. (^Figures in lakhs of rupees.') 
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I 


s 

i 

O 


g 

Is 



Percentage 
of Securities 
to Crrosa 

Note 

Circulation. 

C'5COOOOCO<MiHa>QO 

rHi-H^OCOtHtrOeOW-^ 

0vlOI^-■*^^^C0r^»Dr-^05OCDS'0 

ffOC001CGOlrHrHrHC<l0.lOJ0.1 
CQ0l0105 04 0l0l04040a0101 

X 05 -H iD CO 

HH OO 05 CM (f 1 

oi CM Oi COCOCO 


Percentage 
oi Gold and 
Silver to 

Gross Note 
Circulation. 

OOt>-OOOI>-COO^rH<M 

OOCOO:»Or-iOOCOCOt»^D 

00i0iCQC0’«tl05O05i— lOTHt>- 

cDcor>-coi>-coco<x><X)coi>-t-*- 
!>• !>■ !>• 1^* !>• 

OlrHCDiOCOb- 

lOrHOt^iCOt^ 
I>- CD CO CD 

Percentage 

of 

Silver to 
Grross Note 
Circulation. 

rH fO tH t>» !>■ SC O CO 

CCCCCCtHtH^OOOO'^ 

CO-rhOrHCOC^OiHOiOdr- 1'^ 

C>CQdlrH010G0005t'.'s^HC^ 
i(D lO) uD O lO O CO »0 iO »<D riH 

!>• O QO CD O lO 

1-H !>• rH O 05 CO 
CO CO CO Ol CO 


Percentage 

of 

Gold to 

Gross Note 
Circulation. 

OOiHOcOiCOtHOOO^ 

t^lOCNFQOOr-Ja-iCOr-t-* 

OTH00OC0Dl»pC005(Xi:piW 

cO-inrHiiOTHcOoicIoOfOO 

CNlWOiC<l(>lWWtHiHGrQD^CQ 

- 1(0 CD CO 05 CO oi 

CO CO lO CD CD 

CO CO CO CO CO CO 


1 

Other 1 
British i 
Securities.' 

QOOOOOOOOO 
O 0^0 0^0 

888888888888 

8,88.88.8 

hT hh' tH HH* 

H 

EH 

M 

eq 

b 

§ 

CQ 

a 

Treasury- 

Bills. 

1 1 1 1 1 1 1 1 1 1 

1 M 1 II 1 1 1 M 1 

CO O O GC CD CD 
O^CMO O 
pH^Hfcdirdaror 

India. 

8SS8g88SSS 

o'oooooo'oo'cr 

THTHTHrHrHrHrHrHiHr-1 

OQOOOOOOOOOO 

oooooooooooo 

ooooo'ooo'oo'o'o 

iHrHrHTHr-(iHi— li— {iHr— |pHr-l 

o ooooo 
o ooooo 
oocTooo' 

tH pH iH pH rH pH 


Total. 

o' in' cT ro 'sjT of o^oT 
oaoioaoicoeococccooci 

O 05 O 05 CO 05 CV1 »D 05 O 

COiHc005i0 0005 

cTr-rcfcTcv'r cT or r^cd CO oT 
cocoeoeococo-rHcococQeooi 

(M O <M »-i O 
<0 O 1(0 O (M05^ 
cd hT cd o' 05 CO** 
<M (M (M (M rH (M 

i 

1 

Bullion. 

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 M 1 M II ^33S- 


[ 

Coin. 

COt-rH»H'^0O«CCr5O0r>- 
lO O^I> 05 O^I>. CO^OO 

o r-TrjroTco t-T^T cfcToT 
(MCMoicQeoeocoeocccvi 

005'^005C005<M0050tH 

CO rH («^05 i0^c^0^05^ l>^ eo CO 

O rH of o cvf l>r O oT t-T cd cd 05 
COCOCOCOCOCO'?J<COCOCOCOCM 

(MO CO OQOCO 
C5^0(0 iiO C^rji^ 

cd-^dcdodt^cf 

(M (M (M pH pH CM 


Total. 

05050iCrHiHl>05T— rO 
UC OO IC O^xf^O^ 

r-f O^QC^^r^^>^CO i-fcCo'':£r 
CCOiOdOiOlrHrHT-lTHr-l 

C0CD05'^O(Mr-05CDOC0O 
O^CO W CO 

id »d id o' icTcd cf of cd ’^tT od 

iHrHr-irHiHT-HpHrHrHrHrHiH 

<MpHCD»-'^CO 
O-^lD pH 

S 

Out of 
India. 

lOiOultiOiOOiAOiCiO 

rHiHT-irHrH^?P«0«0?0 

___ ^ «S ^ 

05 05 05 05 05 

lOiOOuDinOU'OuDtOiAOiD 

CC^CC^CC^Cf^CO 

i>r i>r i>r i>r^cd cdcdcd cd' 

00 CO <M (M (M (M 
pH 05 05 05 05 05 

CO 00 tH pH rH 1-1 
ipH rH rH rH 


1 

In 

India. 

■««3j^C<^O^^CC r-^O^CO CO C<^ 

of cT 00 ocT od «o CO CO 00 oT 

OCl (M T-l iH rH 

iHrHTtlOSiOit^OlTWTHiOiHirS 

CO »>;^CD CO 00 CO 0^0 CO 

odcdt^t^t^t^idcdidt^odcQ 

pH 

rH 00 'cH O (M rH 
rH^iD 

<M ofcMcf cf(?f 
rH rH pH pH rH pH 

Active. 

0l 05 05'^*<C5OOl^C0C0 

oT i>r o' td kcT td CO o ‘•^ h’ 

COC<lCDTHa5COb»COCDC005QO 

OO05pHOa5OiC5<Ml>-OrH 

s's S s' 3" b S s' d 

O 05 t*» 05 !>• 

00^00 pH^ CD oq^co 
cTr-T cdcdr-Tcf 

lO iC5 liO O iD iD 

1 

1 

1 

1 

lii 

1 

OliH^<;00005 050CEl>-00 
lO !>• <30 wc CO 
od oToT rH CD iH 0000 05 00' 
lCiOiCCOCpC04C5^,»OiO 

00iOOt-H<Me000pHiHpH05 
OJ^rH C£^CO o OO 05 o 00 lO 05 

cd cd id cd cd of o i-T od 05 o o' 

UOiOlCdOlACDCDCOiOiOCDCO 

CO oo CO O •H< 
i-^cq rH »« 05 

oT pH 'Si^'cd hT 

lO CD CD CD CD CD 


i 

3 . 

0ac0l>c0i0050l00 05c0 
oi-^t>-^icc^p-i^oo 
CO icTcdGJ'idvo'o cdr^cT 

CD CD CO t* CO CO CO CD CO 

CDOC0'^il0500C0rHrH05C0Tf< 
C?:i lO CD oa O^Tl^O ■^00 o O CO 
O <d pH o r-f cd od cdcd cd of of 

cOidCOCOCOCOCDCOCDCDCDO 

Ol pH CO pH 05 

O t-^’^c(^-"<v 

Cf -H^t^ldcdrH 
to CD CO CO CD !>• 

1 

*8 

t 

1 

19M. 

March 

April 

May 

June ... 

July 

August 

September 

October 

November 

December ... 

1915. 

January 

February 

March 

April 

May 

June 

July 

August 

September ... 

October 

November 

December 

1916. 

January 

February ... 

March 

April 

May 

June 
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O«I5C000rHC(5OiH{M0^r^'?i< 




OOTHOC^u^'!HiOOO<MOOOO 

^coOjOOtHcOCVKMCMOcO 


c^fHi^eO(Mcf5eQc<j 

S S lili d ii S 


llsll 

©■Ts S ®'h 

IS:SSi 

iS'g'“iS5 


O-^WCMO^t^Oa^OOTHCO^O 

t^ioooioit-CiC'icviw 

■^'^iCO»r5»OlO»Oif5>jf5»0^ 


<M5£)OCO»rt'lOxO(MOOO<MO 

cocO’^*^'THura?£)i>-t^ooo^i>» 

000>0i0^i0»0i0i0i00 


CO CT5 CO b* QO b» t>- 00 
COt^COGOCOOiOrH 


I ^ll 

’I'M 

8*j5i§ 

S 2 H 

(S 


OOCOQOiHaJt^COaaCTiCQTHOO 

rHTH<MC0rHt>-OC0cDb-t^l:^ 

(M2<»GMCMO:i<MCOCOCO-rOCOCO 


»OOO00O^«D^CMO(Mai 

COOiOiOSOrnWCOTH'^iOC'Cl 


cjaCi'Tf<iOl>»aiCS?io 


I ^ll 

Pill 

fM CUo 


®vlrH-^iHiHO<MOO^OiOiOO 

uOOb-t^cOOOt^-^CQ-^-^-i 


t^^OOO(MC^COCOuOOrH 

rHrHiHTHrH?HfHrHr-<rHTHtH 


<pO<^WiHCOiOCO 


OOb-b-b-t^b-ffOQOOOiA 

CO 

a^C^t^rH C^ t^COr^fSaOOOCO 
COOOCO^ioCOCMC^lrH 


CO CO ^CO CO c<^co Cf^CO c<^co oo^ 

cc' CO od' oo' 00 od'co' go"qo ocT itT 


»0 lO lO lO *C5 »0 lO iO 
oo CO oc oo CO oo CO 00 
lOiCi’iCi »o' xcd' o' lO* iciT 


OOO^I>-00»iO<MCO'<?Hb'b-l>- 
fcC^C^CO tH O C^O 

urTicToT CO iH*ud'cri>ri>r<>o^oo od 
rHiHrHCMCOCOrHrH*^^^^ 


b-O-b-^OOiC^iOCNlOiCOOO 
C^O O O 

od ocT od od b-*' b^od «r ccT i>r cd 

C© <OCO?iDCDCO^COCOCOCO CO 


C5iCOCOCftb-CVl>iOOO 
CO O^tH r-l H b- 

o^b»b^id'id»dud'cd 

COCOCOCOCO<OCOCO 


coaaiOb-b»»o«oo5^i-icoo5 
CJ^O^ OO^CC^CO kO CO CM O 05 O 
^odofartH kdcTkoodcdor^ 
'^ffOCOCO'^'rtiuOiOiOiAuOCO 


05(M?Du0b-b->-IOC0b-»Hb- 
rH C^co Ti^b-^05 '«?J^Cr5 

CQ Tjricrtdb^ T-T'-d^cdor cdcd 
cococDtoeoi>«b-b-b-t>b»b- 


C0b»0lrH':OC005{M 

cocQiuomot^oco 
b^<db^O ‘doo 

b-b-b-b*b-COCOOO 


iOTHCOCOb*iHiHr^SMrHCOCO 
O^T-^^UO 05^0 co^^t^oo oq 
rd oT «d kd th* CO rd cd cdcd cd cd 

iH 


S Ci’sHOOOrHrHr-li— IrHi— I 
^O ’H^csl (M CQ^ W CM ffCl (M (M (M 

rl' -d 'd tJT tiT ^ tjT -d ->d rd 


kO«OO^OCOCO:0 
O lO kO k(0 o O kO »o 

d d-dd-dddd 


CO 00 iH o^t>^co c^«)^0 iH 
oooTcdcdb^fH'o'r-Tdkd^Jcd 
(MoicococO'^THkOiciirstOkcs 


kf5C0(MkCib«.b»OO5kOc0OcO 
t3^0 CO O b^cvj^b- 

ooo»-rc<r(M«Dcro5‘d»d'dor 

irsco«ocoocob»b-i>b»b-^ 


00(Mt0k<0Ob-C0;0 
ff-^b^os O^kO iH kO |> 

cT r-T (M d cd to o cd 

b-l>-t>b*t^l>00 00 


Wi£5rHc0Ob»(M(MkCaiO^a^ 
b^O^OO CO 5X^05 ^1— I iH b- oo 00 

aT-dTcdcdcd 


o O W C^CO CO CO CO CO CO CO 

'<:H •<T d dddddd 

W(MCM(M<MCM(MC<1(MIM(M(M 


<M (M W (M (M (M <M 
Cf^CO CO CO CO CO CO CO 

dd dddddd 

Cvl(M(M<M«MiM(M(M 


W kft kO kO Oi 


r-^C{^Cq C<^00 -^CC^rH^rH t>00 OO 

iS dd ^cd^dor?dcdcdcd 
COrJ^TH'«ilTH'^dcOCOCM(MCM 


0^b-«DOkOuOkrtTHTHCOCM 
O CO CO CO CO CO CO CO CO 

dddd dddddd 

WC<l0l0JCMCM04<M(M(MiMCa 


(M Ol <M (M (M<M(M<M 
Cf^Ct^CO CO CO CO CO CO 

dddddddd 

(M(M<MOJ(M(M<M(M 


iHOOOa505t^b-COTHO'^t- 
^b^b-^c<^Oa 05 ^ b" tH 05 kCj O 

S2^'2^ddorb-''c>kd'odcd 

CO (M CM CO CO CO d 


OiH00rHtMO5O<MiHr-IOO5 
C> kC^O^kT^C^CO oo b- CM o kC5 

cd cdd rdkod dwS'cdkd dcM 

1—1 i-H 1-H tH 1—1 1—1 iH I— I 1—1 


kOCOCOOS 0400 00 05 
05 CM^Ol b^Oi iH CM 05 

bdcTb^cddb^OQ 

kTO kC^kT^kf^ kO 

1-Hi— I t— It— It— I rHrHrH 


CO^CSl CC5 CC^|>^T-^iC^^O CO T-l tH o 

M o CO cyTcd crfcM rd^o ctT oTt-T 

oo oo b»t050C0^<0kftk0O50 
T— r r r 


^CO^Tf<CM'^b»b-COQOi— lo 
»-^0 kO b^C5 CO GO CM «0 kO oi 

S2 P co’'co"b«*'o5*'<D tH 
oo kO CO CO 

1H tH tH i-TtH did idTdididrd 


^ b^kxi^O CO b- >o 

?2ri55*^*dTdi<dcdQdo5fdcM 

CO^CO^Ci^C£^C£^|> b* b- b- b« b* ^ 
tH iH tH pH T— I TdidpdtdrdrdTd 


Ob-cococy5HH^ 
oo b- b- CO O 
dcddidcMcdOM 
b— b» b— b— b— b* 00 C50 




^ s ® 


^ o 

b ^ i : : I 

fe !3 <J S >0 t-9 <1 QQ C 
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OS 00 I>- CO 

uO iO ^ 

CO CO CO CO 

t0’^C0t^OO(J5C0O 00 05C0 

COCOCOt-t^CO'i(M(M»HcOO 

COCOCOCOCOCOCOCOCOCOCO'^ 

CMC5C5OC0KfaiOrH00 05C0D0 
^rH'^DOcOrHOOC5C50<M 

CO'^CMcOuOC0O5C5t^ 

d d 

M .o 

o o 

X X 

HW 

tw ^ 

o o 

rS r2 

tH CM CO !>• 

CO 4h CO 

CO ^ 

'<*<C0C^C0OD0rHTi<O'MrH'H< 

cocococMcocOK^t^co:ococ5 

COCOCDCOCOCOCDCOCOCOCOO 

COrHrHO«>‘DODOC5CMrH-^DO 

CO iCMO lO CO OG C5 C5 O O 05 

iOdOOOdOiOdOiOCOCOOdO 

CM«OlX)t^Ot>-rHrHCO 

».oc(GcocODr:co30C5C5 

dOOiOiOdOdOdOOiO 

ss 

f—H 

c3 ei 

ii 

O <35 

■+J 

d d 

CD CO t> 

CTS O O O 
lO o 

COCDQOCOCCdOcO^tHCOCDCM 

(35C5C:5CC00O5THCO’^-i<COI:>- 

l>»rHr-i»>-C;COCC'rHGOOOOrH 

-*jC0C0(MC0D0C0l>-l>-t^l>.O 

05rHt^C0«OCMO<WiO 

lOi ica t>- o 

CO CO CO 
rH rH rH rH 

rHOC50CMOOOCOCO'H^uO(M 

'^tHCO'^'^4hcOCOCOCOCM(M 

rHrHrHrHrHiHrHr-Hi-HrHrHrH 

r^OOCOOOC5|>-iO'CilCO-5jl'cH 

(M (M <M (M (M CM CM (fl CM M Cl CM 
i-HrHr-triiHrHrHrHrHrHrHrH 

• 

COCMr-l*r!HC5DOrH05(50 

Cvl CM <M CM CM CM CM rH rH 
r-l rH rH rH rH rH rH rH rH 

o o 

QQ QQ 

2 2 
2 2 





o ^ 

MM M M M M M M M M 1 M M M 1 - M M M M 1 

. 

tH . 

. ®Q 
QQ pH 

M a 

irt lA iCi lO 

coc:o (50 QO^ 
lO O itT 

DO lO uO uO DO lO DO OO 

OO GOCOGO QO^Oq^OO 1 I 1 OO 
icT ici' ifi o' icT dtT ' • * CO 05* 

S.S 8.8 8 8 8 8 8.8.8.8 

^ ^ rlH O CO 

rHrHrHrHrHrHrHrHrHrHrHrH 

888888888 
ooo ooo ooo 

CMCMCMCMCMCMCMCMCM 

£ o 
o d 
d 

HH 

<MI>- W CM 

05 CO'^'^^ 
<DCX5l>^t^ 

CO UO DO o 

COCO(50uOOOrHrH(50GOOOQO 

ifSOODOiOiOOiCiOiOtOCO 

$ s 

CMCOCOCOCOCODO^rHCOCQCO 
DODqDOiuqDqDqcqco co rH i—i rH 

ocrcdc^rHt>ri>ri>rt>rt>rt>rcr 

COCOCOCOCODODODOiODODOO 

$ 

COCOCOCOOQCOOCMrH 
r-^r-^ r-^i—^r-H^rH 

rH lO DO CO (>• l>» !>■ 

CO'tO^OODOODOiOO 

s$$s 

«> 

« a 

II 

O O 

p2h ® 

ss 

O CM C35 

CO rH 

05t-H oTco' 
(50 05 00 QO 

D005C0iC5t>-D0-^l>-(35CMOrH 
<^CM O CO DO Cf5 O O O 

DrTco't^cocokcro'Hrt-rcjriio'crr 
(50QOQOCOCOCOC5C5C5a5C50O 

QO'H^OC5COlC5t^COCO'H^CM^- 

i-H cq o -«qcqcqDq«Hj.cqoco^i>^ 

(M O O I>^C£r(5d CM ■H^' id CO -hT cT 
COOOOOt>-l^-t^OOGOOOODGOCO 

t^C0i0t~lOiOOC005 

to CM rH tr t^oq r>^<q 
t-rotd-H^cdod-H^'oo'cr 

t>-C^t>^t»fl>-0OCOO5 

CO CO CO CO 
o 1(0 iC5 dT^ 
'HTriT 

COCOCOOCOCOCOCOCO-^CM-^ 

DO uqif^ur^io^DO^icqDr^co »o CO CO 
'tH' ' clT rlT TiT tH io'io'do' 

C5O<MC5OCCr!HCMC0t^C5C0 
cqt>^ (q C5 rH^rH cq-^^-^ tH 

idididkdcc'cdcdccTcdcdcd'cd 

tot>-coi>>OC5>rDC5ico 

o oqcq C5^ 05^ <q 

tdtdtd'tdtDtdco''tds>r 

9 ^ 

5s ^ 

-*3 

iH-<^COCO 
rH^uO rH^<^ 
»n CO utTcm' 
OOGOOCOO 

€35C0OC0rHC5(50rHC000(30t- 
l<0 O C<q (T^ CO CO o 

cTrH'cMCcfofrHDOofC'fcdcDrcr 

OOOOOOC^I>-(50GOCO(J5a5COOO 

Cf5'^<50OC0J>>C0C0»A^-C0rH 
■^COrH KOdO •«?H (M O rH O rH (M 

CO -hT r^T rH ^ CM CO CO 05 O OO 

rHrHCMQirttODOCTi'rH 
rH uq 05 00(50 »^cq 

rH (35 o t>* to rH l>» rH CO 
t^OC^tOtOt^t^OOQO 

*o ^ 
^ m 
2 2 
s ® 
3 g 

CM (M CM CM 

CO CO CO CO 

CM (M CM CM 

CMCM(MCM(MCMCMCMCMCMCM(M 

CO CO CO ccq cq CO CO CO c(qco cq CO 
«<!jr CM CM* 

CMCM<MCM(M(M<MCMCMCM(M(M 

CM CM OM CM CM CM CM (M CM CM (M (M 

cq cqcqcqcqcqco CO co co co co 

CM CM CM (M C^^ C^f CM C^f CM CM CM C<r 
CMCMCM(M(M(MCMCMCMCMCM(M 

CM CM CM (M CM CM CM CM CM 
cqeq cqcqcqcqcqco co 

CM CM CM CM CM Cvf CM CM'cm' 
CMCMCMCMCMGMCMCMCM 

Wei 

«? d 

OS OQ 

<3> ® 
TJ 
d P 
15 2 

hH l-H 

MM M M M 1 M M 1 M M M M M M M M M M 1 

CM CM CM CM 
cO coc(G C(^ 

(MCM(M(MCMCM(MCMCMCMCMCM 
cqcqcqcqcqco cq cq cqco co co 
c^fcM 

(MCMCMCMCMCMCMCMCMCMCMCM 

CMCMCMCMCM^CMCMCMCMCMCM 
cqcqcqcqcqcqco^cqcqcqcq cq 

CM CM CM CM (M.CM CM' CM CM CM CM cd 
CMCMCMCMCMCICICMCMCMCMCM 

CM^CMCMCMCMCMCMCM 
cqcqco CO CO CO CO CO CO 

CM CM CM CM CM CM CM CM CM 
CMCMCMCMCMCMCMCMCM 

P d 

S’! 

O CMO-^ 
CT^rH^O^rH 

oTo »o CO 
CO 

rH rH rH rH 

^COO^OC5CMO(MOiOCM(X3 
(M COrH C5 O^CO Cqcqr-i_*HH,C5r^< 

crcrri-rc7r-HrocMi-r-^‘'j>rc^(M 
cq O ‘■*q^q -rH o 

rH rH rHrHrHrHrHr-li-HrH»H rH 

iOC^Ot^'H<OOOi30COCMCM^ 
cq-^<qo cqocO'Hi^c^ r-^cM o 
ocdo5t>ro»dt^Gr?d'^crcr 

t^c^cq^q^DqTjj^iqiqtq^ 
rH rH rH ?H rH rH rH rH rH rH rH rH 

lODOlOtODOwOOrHcO 
r-^i>^Dqoqjocqt>- ^ t>- 

cdodtd<>f-H7arcr(5do 

tqcq 'jqcqwq'Hi^'^'Hi co 
rH rH rH'rH'rH'r-TrH'rH r-T 

1-3 

Ss 

Ss 

1 3 
|| 

MM M M M M M M M M M M M 1 1 i i M M M 1 

CO CO O GO 
t^CO CO I-^ 

o oTe^-hT 

oo^c^t^t^ 

rH rH tH rH 

D005Ol:^C0rHCMO05CMOrH 

COCO, j>-^cqcM cq t^cqcM OO cq-^^ 
CM co cd r-T CO icT CO CtT O 00 (M 
CO t^oq 

rHrHiHr4rHrHrHrHrHrHrHrH'' 

CMa5»OCOrH05-ei1COCOQO«OrH 

'Hf ^rDdrH’rjTcfco'odcdo o oT 
oqoqoo oqt>- t^t^t^c^oooot- 

rH rH rH' rH rH rH rH rH rH rH tH r-T 

CMCM<55rHCO»OOrHrH 
i-H^t>^i-H^cqcM CM cqcM »(q 
r-Tcd hT C5 cd (50 riT (50 05 

cqc5qoqt^c^i>^oq oqoq 

rHrHi—frHrHrHrHrH r-H^ 

tm 

i! 

s 1 

September 

October 

November 

December 

1923. 

Jamiaxy 

February 

March 

April 

May ... 

June 

July 

August 

September ... 

October 

November 

December 

1924. 
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February 

March 

April 

May 

June 
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August . 

Sept^-mber 
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January “ 

February 

March 

April 
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June ... 

July 

August 
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Appendix VII. 


Statement comparing movements of gold, sterling and rupee prices and course of Exchange 

since January 1920. 


PjtICB IHDEX NUMBEK. 


I Rate ov ExciiANaE pbom 
1 Calcutta ox London on 
1 TOE 1st op the month. 


Great ! 

TJnitpd 

India (p) ' 



P»i icain (r/) i 

States (5) 

(July 19H 

Sterlinj'. 

Gold. 

(1913 parity). ; 

1 

(1913 parity). 

parity). 



i 

1 

1 

} 


(/. 

s. d. 

289 

233 


2 3i- 

L 10 

303 

232 : 


2 

1 11:/.- 

310 

234 1 


2 7 

1 9^^- 

30G 

245 1 


2 4 

1 lOi 

303 

291 

293 

288 

247 

243 

241 

231 

204 

> (annual 
average). 

2 r>i 

2 li 

1 

1 lOj; 

1 9^’,r 

1 S-i* 

1 4-i 

1 5* 

284 

226 


1 10.} 

1 4iV 

266 

211 


1 9'J 

1 3i-J 

24G 

196 


1 72 

1 1-1/f 

220 

179 


1 6^ 

1 Ifi. 

209 

170 

'' 

1 H 

1 0tI5- 

192 

160 


1 4i 

1 li 

189 

155 


1 3^- 

1 Oil 

183 

148 


1 3’ 

1 9 nr 

182 

145 

181 

. (annual 
average). 

1 m 

1 OH 

179 

178 

179 

142 

141 

142 

.1 3i- 

1 

1 

1 o| 

0 IIM 

0 IXTfg 

183 

141 


1 4}-^ 

1 0}-2 

170 

142 


1 5i! 

1 1^3 

166 

141 


1 H 


162 

140 


1 H 

1 I’A 

159 

138 

178 

1 3‘rJ 

1 m 

158 

141 

179 

1 3j 

1 m 

160 

142 

182 

1 3.-’r 

1 m 

159 1 

1 143 

182 

1 3,\ 

1 m 

162 

148 i 

187 

1 3:A 

1 m 

163 

150 

183 

1 *>i T 

X 1 

1 23 

163 

155 

181 

1 3-! 

1 

158 

155 

178 

1 ‘m 

1 2-iV 

156 

153 

176 

1 3.U 

1 2/^ 

158 

154 

177 

1 3 *’ 

•'Hi 

} 

159 

156 

178 

1 3r;.'. 

1 2,U 

158 

156 

176 

1 ^ 

1 2^^ 

160 

156 

179 

1 4.jV 

1 83 *^ 

163 

157 

180 

1 4,-’; 

1 3g‘ 

163 

159 

181 

1 4/^ 

1 3J 

165 

159 

178 

1 4x\, 

1 3s-3 

164 

156 

177 

1 4r=V 

1 3* 

160 

153 

175 

1 4riV 

1 3j*v 

155 

151 

170 

1 4if\j 

1 H 

155 

150 

171 

1 48>ff 

1 3-A 

160 

154 

174 

1 

1 3 

160 

153 

174 

1 

1 Zis 

169 

152 

177 

1 41-J 

1 33 

170 

151 

179 

1 Sg'j 

1 3| 


1920. 


January ... 

February 

March ... 

April 

May 

June 

July 

August ... 
September 
October ... 
November 
December 


January ... 

February 

March ... 

April 

May 

June 

July 

August ... 
September 
October ... 
November 
December 


January... 

February 

March ... 

April 

May 

June 

July 

August ... 
September 
October ... 
November 
December 


January ... 

February 

March ... 

April 

May 

June 

July 

August ... 
September 
October ... 
November 
December 


1921. 


1922. 


1923. 


56596 
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Peioh Index Ndmbbb. 


Great 
Britain (a) 
(1913 parity). 


1934. 


January ... 

February 

March ... 

April 

May 

June 

July ... 
August ... 
September 
October ... 
November 
December 


January... 

February 

March ... 

April 

May 

June 

July ... 
August ... 
September 
October ... 
November 
December 


1925. 


173 

173 

172 

172 
168 
168 

173 
172 
176 
180 

179 

180 


177 

177 

174 

169 

165 

162 

165 

165 

164 

161 

160 

158 


United 
States (&) 
(1913 parity). 


151 

152 
150 

148 
147 
145 
147 
150 

149 

152 

153 
167 


160 

161 

161 

156 
155 

157 
160 
160 
160 

158 
158 


India (c) 
(July 1914 
parity). 


172 

178 

179 
174 
176 
176 

179 

180 

179 
181 

180 
176 


171 

172 
168 
169 
164 
157 
160 

157 

158 
160 
164 
163 




Rate op Exchange pbom 
Oaloutta on London on 
THE 1st op the month. 


sterling. 


S. d. 


1 

1 

1 

1 

1 

I 

1 

1 

1 

1 

1 

1 


1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 


‘’Tf2 

51 

m 


5^ 

6 


"TB 

5U 

5M 

5fy 

m 

6-/, 

63% 

65V 
fi ® 

Dyj 


Geld. 


s. d. 


1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 


1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 


O-TB 
p S 

2M 

3 k 

3 

31 

w 


6A 

61V 

6tV 


Economist Index number. 

10) United States Bureau of Labour Index number. 

(c) Index number of wholesale prices in Calcutta of following commodities ^ t a 

Cereals, Pulses, Sugar, Tea, other food articles, Oil seeds, Oil (mustard), ^te (raw). Jute 
(manufactures), Cotton (raw), Cotton (manufactures), Other textiles (Wool and bilk), 
Hides and Skins, Metals, Other raw and manufactured articles and Building materials 
(Teak wood). 


■ 
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Appendix VIII. 


Statement showing loans taken by the Imperial Bank from Currency and the Bank rate 
and cash position of the Bank when the loans were taken or repaid. 


10th March, 1922 
27th April, 1922 

Total 

20th April, 1923 
21st May, 1923 

Total 

19th December, 1923... 
28th December, 1923... 
8th February, 1924 ... 
13th February, 1924 ... 
15th February, 1924 ... 
5th April, 19M 
17th May, 1924 
19th May, 1924 
26th May, 1924 
31st May, 1924 
19th June, 1924 . . 

21st June, 1924 

Total 

23rd December, 1924... 
16th January, 1925 ... 
6th February, 1925 ... 
18th February, 1925 . 
30th April, 1925 
18th May, 1925 
23rd May, 1925 
26th May, 1925 

Total 



Repayments 
of loans (Rs. 
in crores). 


Cash balance 

Loan taken 

Bank rate 

of Imperial 

(Rs. in crores). 

I'.er cent. 

Bank («) 

(He. in crort-s). 

2 


8 

17 *21 

i 

2 

7 

18-04 

2 

2 



2 



8 



2 

8 

17*05 

2 

2 



4 



6 

17-18 

4 



7 

17-04 

1 



8 

11-90 

1 



8 

13-15 

2 



9 

13-15 


2 

9 

14-42 


1 

S 

17-13 


1 

8 

17-33 


2 

8 

18-22 


2 

7 

15-35 


2 

6 

18-34 

— 

2 

6 

21-54 

12 

12 



2 


6 

17-82 

2 

2 

0 

— 

G 

7 

7 

18-26 

15-26 

15-32 


2 

7 

19-12 


2 

7 

21-50 


2 

6 

21-64 

— 

2 

6 

21-64 

8 

8 




cash to liabi- 
lities 


23*82 

24-59 


19-6f) 
23 -GO 


19-90 

18- 83 
32-44 
13-18 
13-18 
13-61 
17-07 
17-07 
17-96 
15-70 

19- 15 
22-00 


20-69 

20- 65 
16-68 
15-97 
38-61 

21 - 5' I 
21-71 
2L-71 


(a) Wliere the dates of the -weekly statement of the affairs of the Imperial f 

from^ those in column 1, the cash balance and percentage figures of the next weekly statement 


are given. 


Appendix IX. 

Memorandum of procedure now in force for the issue of currency notes against 

bills of exchange, 

(1) The Managing Governors of the Imperial Bank of India will inform the 
Controller of the Currency to what extent they desire notes to be issued, and 
when. 

(2) No loan shall be made until the Bank rate rises to 6 per cent. The entire 
amount outstanding at any time shall bear interest at Bai^ rate subject to a 
minimum limit of 6 per cent, for the first four crores and of 7 per cent, tor the 
subsequent eight crores. The Bank shall be entitled to deduct from the amount Qf 
interest payable any amounts proved to the satisfaction of the Controller of the 
Currency to have been paid by them on account of stamp duty on bills held by 
the Bank on behalf of the Currency Department. 

CS) The Local Head Ofiace of the Imperial Bank at Calcutta will present to 
the Controller a demand promissory note for the whole amount, or for such portion 
of it as may be required from time to time not exuding such amo^ 
aggregate, with a certificate to the effect that internal bills or hundis which ^sfy 
the conditions prescribed in and under the provisions of ^tion 20 of Act ^f 
1923 and whose discounted value does not fall ^ort of the amount of the loan 
required, are held by the Bank on behalf of the Currency Department. 



36 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 

(4) The Bank shall be at liberty to vary the bills from time to time so long as 
the above conditions are satisfied. 

(6) The Bank is authorised to discharge and deal with bills as they fall due 
or are retired under rebate, provided always that no bills held against the issue 
of currency notes shall be withdrawn from the Government of India portfolio or 
discharged without a corresponding reduction in the amount of the loan or a 
deposit of fresh bills for an equal amount. The Bank will be entitled to withdraw 
bills without special sanction equal in amount to any repayments made by them. 

(6) The loan will be made from Currency at Calcutta to the Local Head Office 
of the Imperial Bank under the orders of the Controller to the amount stated in 
the demand promisory note on receipt of the documents prescribed in (3) above 
which shall be surrendered on the Bank’s repaying the loan with interest. 


Appendix X. 

Statement giving the amount of demand drafts purchased and drafts and telegraphic 
' transfers paid in each circle of the Imperial Bank from 1920. 

Demand Drafts Purchased. 


{In lakhs of rupees). 



1920. 

1921. 

1922. 

1923. 

1924. 

— 

2nd 

1st 

2nd 

1st 

2nd 

1st 

2nd 

1st 

2ad 


Half 

Half 

Half 

Half 

Half 

Half 

Half 

Half 

Half 


Year. 

Year. 

Year. 

Year. 

Year. 

Year. 

Year. 

Year. 

Year. 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Bengal Circle 

14,21 

5,10 

17,36 

9,65 

18,98 

16,13 

27,07 

23,66 

33,54 

Bombay Circle 

4,39 

4,78 

9,72 

9,50 

11,00 

18,92 

18,91 

28,66 

17,84 

Madras Circle 

12,58 

10,31 

10,95 

13,29 

11,75 

16,30 

10,50 

18,30 

12,55 

Total 

31,18 

20,19 

38,03 

32,44 

41,73 

51,35 

56,48 

70,62 

63,93 


Drafts and Telegraphic Transfers Paid. 


Bengal Circle 
Bombay Circle 
Madras Circle 

12,14 

5,48 

7,03 

16,95 1 
16,71 
9,31 

17,42 

17,15 

8,82 

22,64 

21,80 

10,16 

24,54 

20,02 

7,47 

22,34 

26,38 

9,39 

22,80 

25,03 

9,30 

26,99 

.30,94 

12,43 

34,31 

27,10 

9,96 

Total 

24,65 

42,97 

43,39 

54,60 

52,03 

58,11 

57,13 

70,36 

71,37 


Appendix XI. 


Statement giving daily figures of sterling purchases in India from 1923—24, together 

with figures of Council Sales. 


Date. 

Bate, 

Council 

sale 

(in thou- 
sands'of 
rupees). 

Sterling 
purchases 
(in thou- 
sands of 
pounds). 

1st May, 1923 ... 

S. 

1 

d. 


■ 50 

Do. 

1 



50 

2nd May, 1923 ... 

1 



105 

4tb. May, 1923 ... 

1 



50 

8t3i May, 1923 4 .* 

1 


4,29 


Bo. 

1 

4 ^ 

25,71 

-- - 

15tli May, 1923 ... 

1 

4* 

15,00 


Do. 

1 


15,00 


22nd May, 1923 ... 

1 


16,00 

: 

Do. 

1 

4 ^ 

5,00 


29th May, 1923 ... 

1 

4 ^ 

25,39 

- - 

Do. 

1 


4,61 

- |_. 

5tli June, 1923 ... 

1 


22,16 

j 

Do. 

1 

.4^ 

7,84 

— ^ - 


Date. 


Bate. 


Council 

sale 

Cin thou- 
sands of 


Sterling 
puTchaset 
Cin thou- 
sands of 


rupees). 


pounds). 


9th June, 1923 .;. 
12th June, 1923 ... 
Do. 

16th June, 1923... 
18th June, 1923... 
19th June, 1923... 
Do. 

26th June, 1923... 
Do. 

3rd Jnly, 1923 ... 
Do. 

Do. 

5th July, 1923 ... 
6th July, 1923 ... 


20,20 

9,80 


19,10 

20,90 

7,35 

32,65 

21,79 

15,21 

3,00 


25 


25 

125 


25 

250 
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Oouucil 

Sterling 




Council 

Sterling 



1 

1 

sale 

purchases 




sale 

purchases 

Date. 

Sate. 

(in tliou- 

(in thou- 

Date. 

Rate. 

(in thou- 

(in thou- 



! 

sands of 

sands of 




sands of 

sands of 




rupees). 

pounds). 




rupees). 

pounds). 


S» 

d. 




s. 

d. 



7th Jnly, 1923 ... 

1 


— 

25 

22nd Jan., 1924 ... 

1 


35,00 

— 

lOth July, 1923 ... 

1 

H 

27,30 

— 

23rd Jan., 1924 ... 

1 


— 

50 

Do. 

1 


12,70 

— 

24th Jan., 1924 ... 

1 

"v 0 

O ..'If 

— 

415 

17th July, 1923 ... 

1 


18,89 

— 

25th Jan , 1924 ... 

1 


— 

25 

Do. 

1 

4:1 

21,11 

— 

5th Feb., 1924 ... 

1 


1,50 

— 

24th July, 1923 ... 

1 


27,20 

— 

14th Feb., 1924 ... 

1 


— 

440 

Do. 

1 

A li 

12,80 

— 

Do. 

1 

5A 

— 

75 

31st July, 1923 ... 

1 

A 1 
if 

9,00 

— 

15th Feb., 1924 ... 

1 

5r'.r 

— 

130 

Tth Aug., 1923 ... 

1 


5,00 

— 

16th Feh., 1924 ... 

1 

5:V 

5iV 

— 

275 

14th Aug., 1923... 

1 


25,00 

— 

18th Feb., 1924 ... 

1 

— 

30 

4th Sept, 1923 ... 

1 


6,67 

— 

12th Mar., 1924 ... 

1 

4|?f 

— 

85 

Do. 

1 

i-A- 

13,33 

— 

24th Mar., 1924 ... 

1 


— 

150 

8th Sept., 1923 ... 

1 

H 

— 

250 

25th Mar., 1924 ... 

1 

a 

— 

390 

lOth Sept., 1923... 

1 

ik 

— 

305 

9th April, 1924 ... 

1 

a 

— 

255 

Do. 

1 


— 

25 

lOth April, 1924... 

1 

H 

— 

515 

11th Sept, 1923... 

1 

4/j 

20,00 

— 

11th April, 1924.. 

1 


— 

25 

17th Sept, 1923... 

1 

4iV 

— 

130 

12th April, 1924... 

1 


— 

170 

18th Sept., 1923... 

1 


30,00 

— 

14th April, 1924... 

1 

m 

— 

625 

20th Sept, 1923... 

1 


— 

385 

15th April, 1924... 

1 

4f-^ 

— 

200 

21st Sept., 1923 ... 

1 


— 

250 

16th April, 1924... 

1 

4.- 7 

— 

55 

Do. 

1 


— 

35 

Do. 

1 

4H} 

— 

290 

Do. 

1 


— 

275 

17th April, 1924... 

1 


— 

130 

22nd Sept., 1923... 

1 

V.r 

— 

200 

22nd April, 1924... 

1 

m 

— 

150 

25th Sept, 1923... 

1 

J. 7 

1,00 

— 

23rd April, 1924... 

1 


— 

350 

Do. 

1 


29,00 

— 

Do. 

1 

4Zr 

— 

445 

26th Sept., 1923... 

] 

245 

24th April, 1924... 

1 


— 

575 

2nd Oct., 1923 ... 

1 

4i 

30,00 

— 

Do. 

1 

m 

— 

620 

8th Oct, 1923 ... 

1 

ill 

— 

140 

Do. 

1 

4.^ A 
*1 a 

— 

250 

9th Oct. 1923 ... 

1 

lu 

^3 a 

50,00 

— 

25th April, 1924... 

1 


— 

475 

11th Oct, 1923 ... 

1 


— 

10 

14th May, 1924 ... 

1 


— 

180 

15th Oct., 1923 ... 

1 


— 

100 

Do. 

1 

in 

— 

295 

16th Oct., 1923 ... 

1 

3' 

25,00 

— 

29th May, 1924 ... 

1 


— 

150 

Do. 

1 


25,00 

— 

30th May, 1924 ... 

1 

m 

— 

175 

17th Oct, 1923 ... 

1 

4i 

— 

225 

7th June, 1924 ... 

1 

4}^- 

— 

300 

20th Oct, 1923 ... 

1 

HI 

— 

370 

9th June, 1924 ... 

1 

in 

— 

80 

22ncl Oct., 1923 ... 

1 


— 

405 

10th June, 1924 ... 

1 

i'U 


175 

Do. 

1 

iA 

— 

560 

13th June, 1924 ... 

1 

4ili 

— 

250 

Do. 

1 


— 

300 

14th June, 1924 ... 

1 

4^ 

— 

100 

23rd Oct., 1923 ... 

1 

m 

40,00 

— 

Do. 

1 

5 

— 

200 

Do. 

1 

4i§ 

10,00 



16th June, 1924 ... 

1 

5 

— 

300 

24th Oct., 192:1 ... 

1 

4| 

100 

Do. 

1 

5srsf 

— 

75 

26th Oct, 1923 ... 

1 

44 

— 

200 

17th June, 1924 ... 

1 

•Vir 

— 

400’ 

Do. ! 

1 

m 

— 

250 

; Bo. 1 

1 

5rV 

— 

305 

Do. ! 

1 


— 

150 

: 14th July, 1924... 

1 


— 

600 

27th Oct, 1923 ... 1 

1 

414 

— 

100 

: 15th July, 1924 ... 

1 

51 

— 

450 

29th Oct, 1923 ... 

1 

4^1-4 

— 

155 

Do. 

1 

5jV 

— 

50 

31st Oct, 1923 ... 

1 

4M 

— 

250 

1 Do. 

1 

5A 

— 

100 

6th Nov., 1923 ... 

1 

44 

1,00,00 

— 

17th July, 1924 ... 

1 

5 A 

— 

450 

10th Nov., 1923... 

1 

4R 

415 

Do. 

1 

hA 

— 

100 

Do. 

1 

4.2 7 

— 

150 

Do. 

1 

5A 

— 

200 

12th Nov., 1923 ... 

1 


— 

250 

: 18th July, 1924 ... 

1 


— 

300 

13th Nov., 1923 ... 

1 

Afi 9 

15,50 

— 

Do. 

; 1 

5A 

— 

150 

Do. 

1 


84,50 

— 

1 21st July, 1924 ... 

I i 


— 

75 

16th Nov., 1923 ... 

1 

414 

— 

250 

Do. 

1 1 


— 

200 

17th Nov., 1923 ... 

1 

414 

— 

250 

22nd July, 1924... 

1 


— 

250 

Do. 

1 

4M 

— 

500 

Do. 

1 


— 

26 

19th Nov., 1923 ... 

1 

5 

— 

300 

23rd July, 1924 ... 

1 

5^i‘ 

— 

250 

20th Nov., 1923 ... 

1 

m 

42,86 

— 

28th July, 1924 ... 

i i 


— 

505 

Do. 

1 

5 

57,14 



4th Aug., 1924 ... 



— 

300 

24th Nov,, 1923 ... 

1 

53 V 

— 

500 

20th Aug., 1924 ... 

1 i 

H 

— 

620 

Do. 

1 


— 

200 

Do. 

1 1 

Hi 

— 

200 

26th Nov., 1923 ... 

1 


— 

100 

21st Aug., 1924 ... 

I 1 


— 

175 

27th Nov., 1923... 

1 


10,00 

— 

4th Sept., 1924 ... 

; 1 

5/5 

— 

275 

Do. 

1 


1,15,00 

— 

8th Sept., 1924 ... 

1 


— 

250 

29th Nov,, 1923 ... 

1 

5i 

— 

400 

9th Sept., 1924 ... 

1 


— 

175 

30th Nov., 1923 ... 

1 


. — 

400 

nth Sept., 1924 ... 

1 

Hi 

— 

250 

Do. 

1 

H 

— 

400 

12th Sept., 1924 ... 

1 

Hi 

— 

75 

4th Dec., 1923 ... 

1 

5^ 

26,00 


13th Sept., 1924... 

1 

Hi 

— 

50 

Do. 

1 

54 

1,00 

— 

15th Sept., 1924 ... 

1 

Hi 

— 

50 

27th Dec,, 1923 ... 

1 

54 

— 

500 

16th Sept,, 1924... 

1 

H 

— 

145 

Do.' 

1 

K fi 


175 

17th Sept., 1924... 

1 

H 

— 

350 

Ist Jan., 1924 ... 

1 


50,00 

— 

Do. 

1 

Hi 


600 

12th Jan., 1924 ... 

1 



100 

18th Sept., 1924... 

1 

^A 


600 


66596 


a» 
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Council S 

berling 



sale. pu 

rohases. 

Date. 

Rate. ( 

In thou- (I 
gands of S£ 

n thou- 
inds of 



rupees). p 

ounds). 

1 

i 

s. d. 


300 

300 

loth Sept., 1924... 
Do. 

1 5^ 

1 

— 

20fch Sept., 1924... 
Sept., 1924... 
Do, 

24tli Sept., 1924... 
Do. 

27th Sept., 1924 ... 
30th Sept., 1924 ... 
Do. 

1 

1 5|-J^ 

1 5i-g 

1 

1 

1 5i 

1 5i| 

1 5|f 

20,00 

24,06 

575 

200 

50 

475 

400 

300 

Do. 

1 H 

5,94 

600 

2nd Oct., 1924 

1 5i-5 

— 

Do. 

1 

— 

300 

Do. 

3rd Oct., 1924 

1 5| 

1 5^ 

— 

135 

565 

Do. 

1 m 

— 

700 

Do. 

i m 

— 

425 

4th Oot., 1924 

1 

— 

205 

6th Oct., 1924 ... 

1 5^3 

— 

125 

7th Oct, 1924 ... 

1 6-^ 

10,00 

— 

Do. 

1 6^ 

25,33 

— 

Do. 

1 6A 

14,67 

— 

8th Oct, 1924 ... 

1 

— 

500 

Do. 

1 6 A 

— 

500 

Do. 

1 6A 

— 

500 

Do. 

1 6i 

— 

500 

9th Oct., 1924 ... 

1 6i 

— 

600 

Do. 

1 6A 


1320 

Do. 

1 6x»3 

25,00 

380 

14th Oct, 1924 ... 

i 6A 

— 

Do. 

1 6 

25,00 

— 

17th Oct, 1924 ... 

1 6A 

— 

480 

Do. 

1 H 

— 

215 

18th Oot, 1924 ... 

1 H 

— 

300 

20th Oct, 1924 ... 

1 6| 

— 

GOO 

2lBt Oct., 1924 ... 

1 6 

56,00 

— 

Do. 

1 6A 

8,00 

— 

Do. 

1 6A 

10,00 

— 

amn Oct., 1924 ... 

1 6 

57,02 

— 

Do. 

1 6gV 

41,98 

— 

Do. 

1 6iV 

1,00 

205 

30th Oct, 1924 ... 

1 6A 

— 

4th Nov., 1924 .. 

1 6 

5,00 

— 

Do. 

1 Hh 

17,00 

— 

22nd Nov., 1924... 

1 6A 

— 

310 

24th Nov., 1924 ... 

1 6A 

— 

145 

25th Nov., 1924 ... 

1 63^ 

8,00 

— 

26th Nov., 1924 ... 

1 6A 

— 

215 

27th Nov., 1924 ... 

1 6A 

— 

20 

28th Nov., 1924 ... 

1 6A 

— 

10 

29th Nov., 1924 ... 

1 6A 

— 

60 

1st Dec., 1924 ... 

1 6A 

— 

300 

2nd Dec., 1924 ... 

1 6A 

2,00 

— 

Do. 

1 6A 

33,61 

— 

Do. 

1 G-A 

64,39 

— 

3rd Dee,, 1924 .. 

1 6A 

— 

10 

ICth Dec., 1924 ... 

1 6 

30,00 

— 

ISth Dec., 1924 ... 

1 6A 

— 

275 

19th Dec., 1924 ... 

1 6A 

— 

600 

Do. 

1 6A 

r 

226 

20th Dee., 1924 ... 
Do. 

1 6^ 
1 6i 

f 

300 

50 

22nd Dec., 1924 .. 

1 6i 

— 

150 

23rd‘Dec., 1924 .. 

1 6f*, 

r 50,00 

— 


F U. 

, 27,67 

— 

Do. 

1 6^ 

22,33 

— 

27th Dec., 1924 .. 

1 6a», 

y — 

425 

29th Deo., 1924 . 

1 6^ 

j — 

2,220 

noth Dec., 1924 .. 

1 H 

50,50 

— 

Do. 

1 6^ 

, 21,00 

— 

8th Jan., 1925 .. 

1 6i>, 

j — 

185 

27th Jan., 1925 .. 

1 6 

55,00 

— 

Do. 

1 6A 20,00 

— 


Date 


Rate. 


Council 

sale. 

(In thou- 
sands of 
rupees). 


Sterling 
purchases. 
(In thou- 
sands of 
pounds). 


lOth Feb., 1925 ... 
17tb Feb., 1925 .. 
2-ltb Feb., 1925 ... 
3rd Mar., 1925 ... 
lOth Mar., 1925 ... 
15tb May, 1925 ... 
29th May, 1925 ... 
30th May, 192 ^ ... 
2nd June, 1925 •. 
4th June, 1925 .. 
5ch June, 1925 ... 
6th June, 1925 ... 
Do. 

8th June, 1925 ... 
9th June, 1925 ... 
Do. 

10th June, 1925 .. 
Do. 

22nd June, 1925... 
23rd June, 1925... 
24th June, 1925 ... 
2.5th June, 1925 .. 
4th July, 1925 .. 
6th July, 1925 .. 
9th July, 1925 .. 
10th July, 1925 .. 
11th July. 1925 .. 
28th July, 1925 .. 
29th July, 1925 .. 
30th July, 1925 .. 
3rd Aug., 1925 .. 
5th Aug., 1925 .. 
6th Aug., 1925 .. 
7th Aug., 1925 .. 
8th Aug., 1925 .. 
10th Aug., 1925 .. 
nth Aug., 1925 .. 
I8th Aug., 1925 .. 
20th Aug., 1925 .. 
21st Aug., 1925 .. 
22nd Aug., 1925.. 
24th Aug., 1925 .. 
25th Aug., 1925 . 
26th Aug., 1925 . 
27th Aug., 1925 . 
Do. 

28th Aug., 1925 . 
29th Aug., 1925 . 
3ist Aug., 1925 . 
1st Sept., 1925 . 
5th Sept., 1925 . 
7th Sept., 1925 . 
8th Sept., 1925 . 
10th Sept., 1925 . 
nth Sept., 1925 . 
12th Sept., 1925 . 
14th Sept., 1925 . 
15th Sept., 1925 . 
I6th Sept., 1925 
28th Sept., 1925 
29 th Sept., 1925 
30th Sept., 1925 
3rd- Dot., 1925 
7th Dot., 1925 
9th Oct., 1925 
10th Oct., 1925 
12th Oot., 1925 
14th Oot., 1925 
15th Oct., 1925 
19th Oot., 1925 
20th Oct., 1925 
2lst Oct., 1925 


1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
I 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
I 
1 
1 
1 


d. 

6 

6 

6 

6 


6 

6 

6 

6 

6 

6 

6 

6* 

6xV 

6sV 

6iV 

6* 

6^ 

6i 

6^ 

6i 

H 

61 

61 

6f 

61 

61 

61 

61 

61 

61 

61 

61 

61 

61 

61 

61 

61 

61 

G/j 

6-^ 

6/3 

6A 

6ra 

6 A 
6 A 

6x\ 
6* 


25,00 

49,50 

1,00,00 

1,00,00 

4,00 


1 

1 

1 

1 

I 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 


61^ 

Gft- 

G-A 

G.A 

6A 

6* 

6A 

6A 

6A 

6i\ 

6i\ 

6A- 

61^ 

0x3 

6t^ 

GfV 
6 A 


475 

400 

It) 

70 

105 

750 

1,330 

155 

370 

925 

358 

568 

205 

125 

960 

1,315 

330 

445 

715 

50 

190 

75 

125 

80 

25 

60 

10 

50 

130 

30 

125 

35 

20 

130 

90 

90 

665 

590 

540 

705 

70 

920 

2,290 

175 

30 

30 

175 

50 

290 

485 

490 

1,080 

463 

425 

200 

150 

100 

20 

100 

100 

475 

100 

555 

345 

670 

485 

190 
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APPENDIX 4. 

Memorandum on “ Stabilisation of Exchange » submitted by Mr. A. 0. 
McWatters, G.I.E., I.G.S., Secretary to the Government of India, Finance 
Department. 

(This Memorandum represents the result of discussions between Sir Basil 
Blackett, Mr. Denning and myself, and is not put forward as an expression of the 
the views of the Government of India.) 

Desirability of and conditions requisite for stabilisation . — It may be accepted 
without question that there is a general desire, both on the part of the public and 
on the part of Government that the exchange value of the rupee should be stabilised 
as early as practicable and made, so far as possible, independent of Government 
control. So long as the world’s currencies generally were in a state of disorder, 
any attempt to stabilise the rupee exchange would have exposed India to the 
serious danger of large movements in internal prices and to consequent dislocation 
of trade on account of the necessary readjustments. So long, moreover, as sterling 
continued to fluctuate in terms of gold, one great obstacle remained in the way of 
stabilisation since stabilisation in terms of gold would have meant continued 
fluctuation in terms of sterling and the greater part of India’s foreign trade is 
conducted with sterling countries or through the medium of sterling. Considerable 
progress has been made in restoring the world’s currencies and the primary 
obstacle has now been removed by the reversion of the United Kingdom to the gold 
standard. Assuming that there can be confidence in the ability of the United 
Kingdom to remain on the gold standard, stabilisation of the Indian currency in 
terms both of gold and sterling has within the last few months become a practical 
possibility. The fixation of the rupee exchange in terms of gold necessarily means 
that world changes in the value of gold — and in particular the monetary policy 
in the United States of America — ^will react on internal prices in India, but such 
risk as is involved in this is worth taking in view of the great advantages of 
stabilisation, and the main problem involved in stabilisation becomes the fixation 
of a rate which will be in the best interests of India as a whole and which can be 
maintained effectively. 

2. Present Position of Exchange . — -In a separate Memorandum a historical 
review has been attempted of the measures adopted by Government in connection 
with exchange and currency, especially during the last six years since the 
Babington Smith Committee presented its Report. The original policy which 
aimed at maintaining the rupee at 2s. gold and subsequently at 2s. sterling having 
failed, the policy during the years immediately following may be said to have been 
to check the downward movement of the rupee and to raise it to the level of the 
pre-war rate. These measures involved the contraction of, or rather the avoid^ce 
of additions to, the currency. The level of Is. 4c?. sterling was reached effectively 
by January 1923, though the Is. 4c?. gold level was not reached until about October 
1924. At that time the sterling exchange was approximately at Is. 6c?. but during 
the winter and spring of 1924-25 sterling was steadily appreciating in 
terms of gold and the two have been approximately on a par since April 1925. 
The measures taken in India since October, 1924, have included considerable 
additions to the currency and have resulted in preventing the rise of the rupee 
above Is. 6c?. sterling (more recently above the upper ‘gold point of approximately 
Is. 6-flrc?.), but the simultaneous rise in the sterling dollar exchange has made 
Is. 6<?. sterling approximately the same as Is. 6c?. gold. 

3. Prices . — Since the result of fixation of an exchange level above the present 
rate may be assumed to be a lowering of internal prices in India and conversely 
the fixation of a lower rate will mean an increase of internal prices, attention is 
invited to the comparative statement of prices included in the separate historical 
Memorandum which has been presented to the Commission. The general level 
of prices, which remained remarkably steady throughout the years 1922, 1923 
and 1924, has in the current year shown a downward tendency in harmony with 
sterling prices, and is now in the neighbourhood of 60 per cent, above the pre-war 
level. The difference between different classes of articles is, however, considerable 
as shown by the following table, which is taken from the Indian Trade Journal of 
24th September, 1925. 

o i 


566^6 
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The prices for July, 1914, are represented by the figure 100. 


Wholesale prices in Aiiyust 1925. 


Calcutta : 

Food grams. ougar. 

Cereals. Pulses. 

1-58 128 159 

Jute raw. Cotton raw. 

134 215 


Pea. 

Other food 

Oil seeds. 


articles. 


138 

174 

148 


Jute manufactures. Cotton manufactures. 

250 

All commodities. 

157 


Making due aUowauce for the inevitable margin of inaccuracy in all such 
figures, it may at any rate be said that the level of food gram prices is appreciabh 
below the general level. In this connection the unusual sequence of four j^ood 
monloons has to be taken into account. Certain classes of other agricultural 
produce, however, e.g., raw cotton, are standing at a much higher level. 

As in all other countries there has been a general break away from the price 
levels current before the war, though the maximum divergence in India has been 
somewhat less than in most countries. 

In respect of long term contracts expressed in rupees which are not alte^ble 
with changes of prices, the result of this rise in prices, broadly speaking, has been 
to benefit the debtor at the expense of the creditor, especially in so far as the former 
is a producer— and the bulk of the debtor class in India are agriculturists. The 
agriculturist, in so far as his money debts are concerned, has benefited by the rise 
in prices, since agricultural produce will bring in more rupees now than in 1914. 
The lowering of exchange to Is. 4<?. would give him a further additional advantage. 
The rise to the Is. ^d. rate is, broadly speaking, at the expense of the debtor class, 
but for the reason given above it may be considered to some extent a readjustment 
of the inequality caused by the rise in prices. A particular class of such debts is 
represented by the land revenue which is ordinarily settled for a period of 30 years. 
F'’w-d-®is Government therefore the payer of land revenue (in so far as he is either 
himself an agriculturist or is able to get the benefit of higher prices through 
increasing rents) is at an advantage since the real burden of his land revenue has 
been reduced. This advantage remains until the land revenue is readjusted at 
resettlement. 


The Babington Smith Committee, in paragraphs 44 to 54 of their Report, 
attempted an elaborate analysis of the effects of higher and lower prices upon 
different classes of the population and on different interests. This analysis shows 
that the effect upon different classes, even among producers, as well as upon wage 
earners and those engaged in industry, is exceedingly complex. So far as the 
producer is concerned — ^and it is in his interests that higher prices are usually 
advocated— there remains one important consideration that if he has a surplus 
available for expenditure, this can only be of value to him if he purchases some- 
thing with it, and as the assumption is that general prices will have risen, his 
surplus for expenditure will go no further than a smaller amount at a lower level 
of prices. It is doubtful therefore if the real purchasing power of the agriculturist 
would be much affected by a difference in the level of exchange after the inevitable 
price adjustments had taken place. 

The present reluctance' of the agriculturist to buy as much cloth as he used 
to do in noi^mal times is not a definite proof that his purchasing power has been 
reduced. The main cause seems to be the disproportionately high level of cloth 
prioee. There is evidence that he has been buying gold in large quantities and 
the attraction here seems to be its relative cheapness. The price of gold has 
recently been even below pre-war rates, while the prices of cotton piece-^ds are 
certaizuy not less than 100 per cent, above the pre-war level. There would seem 
to be a level of prices at which the cultivator will buy cloth freely, and if prices 
rifi© above that figure he will do no more than satisfy his most urgent requirements 

So far as the external trade of the country is concerned, the conclusion which 
it is desired to suggest is that the effect of a higher or lower level of exchange is 
in the long run not of very great importance. Exports and imports (in the widest 
wnse) must eyentuMly balance if the country is to continue to pay its way and 
It IS impossible indefinitely to stimulate one at the expense of the other So far 
as particular classes of the community are concerned, the effects in the long run 
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are not large except in so far as those on fixed salaries and wages are concerned 
who may find difiiculty in eliecting a readjustment commensurate with a higher 
level of prices. These conclusions must, of course, be qualified by the statement 
that the larger the alteration in the level of exchange attempted, the more difl&cult 
becomes the process of readjustment. The immediate eft'ect until readjustment 
has taken place may, however, be considerable, since wages tend to lag behind 
prices, and Icmg term contracts are not susceptible of speedy readjustment. The 
producer therefore, so far as he is not handicapped by any special conditions of 
his position or tenure will, if exchange is lowered, tend to gain in the period of 
readjustment. Similarly, the raising of exchange to a higher level than la. Qd. 
would during the period of readjustment operate to the disadvantage of producers 
and those engaged in industry, and there is no reason to expect that this temporary 
disadvantage would be offset, as it was when exchange was rising during 1924, by 
any corresponding rise in sterling prices or in world prices generally. It is 
largely for this reason and in consideration particularly of the special difficulties 
with which industries in certain parts of India are faced, that the Government 
of India took the view that a rise in exchange above Is. ^d. was undesirable. This 
view has received added strength in recent months in consequence of the downward 
tendency of Indian prices, since the fixation of exchange above Is. 6<^. would have 
the result of a further lowering of prices and might necessitate a further readjust 
ment of wages. 

4. Effect on Government Fmances . — The Budget of the Government of 
India for the current year was based upon a figui*e of Is. to the Rupee 
for their sterling expenditure. The nett sterling expenditure of the Cental 
Government charged to revenue in the current year’s Budget (excluding Railway 
expenditure which under the scheme of separation of Railway finances does nci 
enter directly into the general Budget) was £18,941,100, and the increase in 
Central expenditure if exchange were taken at Is. 4d. would be 3,16 lakha Tn 
the Railway Budget the increase whidi would similarly have to be allowed for 
in their sterling expenditure would be Rs. 1,01 lakhs. Turther, the expenditure 
charged to capital would have increased by Rs. 1,68 lakhs under Railways, 
2^ lakhs under Posts and Telegraphs and Rs. 68,000 under New Delhi. The 
increase in the Railway capital expenditure would affect both the provision for 
depreciation and the ordinary working expenses on maintenance for which stores 
are issued from capital. The effect on the Railway Budget might well be such 
as to require either an increase of rates and fares or a revision of the terms on 
which the Railways contribute to general revenues, thus increasing the loss to 
general revenues beyond the 3,16 lakhs mentioned above. Assuming further that 
prices in India rose, there would be some extra expenditure on stores purchased 
in India, and some readjustment of salaries of Government servants, who would 
be affected by the increased cost of living, might be inevitable. 

The immediate effect on the Government of India’s finances (and to a lesser 
extent on those of local Governments) would be considerable, and so far as the 
current year is concerned, the fixation of exchange at Is. 4od. would certainly have 
prevented the reduction which was made of the Provincial contributions. 

When however the ultimate effect on Government finances is considered, the 
position is different. Experience does not show that an alteration in exchange 
has much pmni^ent effect on the external trade, and ultimately some portion of 
the loss might be made up from increased customs revenue on such articles as are 
assessed on an oi? valm'em basis. These however are little more than one-half of 
the total the remainder being tariffed at specific rates of duty. No estimate can 
be framed of any increase which might result under taxes on income, such increase 
being in ^y c^e problematical. The proceeds of land revenue (which is 
Prqvincim) could not, as shown above, be augmented except over a prolonged 
^riod. _ But it is at any rate safe to say that while the immediate loss would 
be comideraWe and would probably require to be made up by increases in taxa- 
® Budget were to be balanced, and stiff, more if further reductions in 

Provincial contributions or in existing forms of taxation were contemplated, 
the ultimate loss after readjustment would probably' be considerably less. 

The same remarks apply, mutatis mAjdandis, to the immediate and ultimate 
gam to Government revenues from the fixation of a higher rate than Is. 6d. 

XX. ®:x. Maintenance of the New Ratio.— If any rate other 

than the existing rate is selected for stabilisation, ,the question aris^ as to the 
means to be adopted for reaching the new rate and for making it ^eetdm If 
the movement is to be upward, a considerable pmriod of imttability of exchange 
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srtftTns likely to follow before the rate selected is reached. Although conditions 
at present appear to point towards strength in the exchange during the coming 
busy season, a policy of allowing the rate to moYe upwards would inevitably 
involve Government standing out of the sterling exchange market for a time and 
might result in their having to meet the Secretary of State’s requirements by 
drawing on the Gold Standard Eeserve or by borrowing in London. The 
experience of the jrears 1921 to 1923 illustrates how much was required in order 
to raise exchange from about la. 3d. even to the pre-war level. For a prolonged 
period Council Bdls were not offered and in spite of the large sterling payments 
still continuing mainly on War Office account, sterling loans of large amounts 
were raised during this period. It might well be that the establishment of a 
higher rate than Is. 6d. would again involve borrowiing in England or drawing 
on the sterhng reserves. A period (or succession of periods) of exceedingly 
tight money in India would certainly result and a serious dislocation of trade 
could scarcely be avoided. 

Another factor which would begin to operate would be the increased induce- 
ment offered to import gold owing to the cheapening of its price and this factor 
would add to the difficulty of supportii^ exchange at the new level. Taking a 
longer view, we have also to envisage the possibility of conditions the opposite 
of those which exist to-day which are the result of four good monsoons. A 
la iure of the monsoon next year might at once require bringing into play thpi 
sterling resources of Government with the object of supporting exchange at the 
higher level. If the level selected were unduly high, there might be a serious 
risk of Government’s resources being insufficient to maintain exchange, if there 
were a senes of bad seasons. ° 


The movement to a rate below Is. 6d. would probably occur very raoidlv 
There is always a considerable amount of latent demand for remittance to 
England and if the decision to adopt a lower rate were announced remitters 
endeavour to obtain the best price for rupees which they could 
get until the rate jounced was reached. The tide would then turn the other 
way md there would be a vej^ large demand for rupees at the new rate. This 
woidd h^e to be inet by additions to the currency. The amount of this mav 

let April, 1925, even at the slack season of trade, purchases of sterling' bv 
G^ernment aggregating £21 miUions. i.e.. two-thirds of the totil GweSieS 

fn^.rS WetSofSirTS Sk 

b. BulUon Value of the Rupee and the Dcurwer of MelH-nn nne, a 
which is greater at a lower ratja rrf ,• ^ — Gne danger 

tions in the price of silver. The rupee is a coin^^f arising from fluotua- 

exchange at la. 4fi?. the melting point of the ranee wifh 

when silver pr-ic^ rise above tiat* cto ^ re^hed approximately 

exch^ge at 

(the highSt in varied between 88Jd. 

the period was below 30d. Ibiring war ^eater part of 

were extreme, tlie hiffbest orice beina ^fterwards the fluctuations 

5th March in the foS^^ySr it if.d % while by the 

in S^pt 

prmcapal cau^ of its breakdown during tTe-^ ^ ™ Sie 

th^foie, to certain that the rate Sleeted tbk necessary, 

suffiment margin of safety. This mSgin^n be one which allows a 

^n form a Judgment as to the proba£ hW, i*® f stilted by those who 
but It IS open to question whether a melting Pnees, 

s ituiixu oi ^6a. whiph is less than 7d. 
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above the price reached by silver only last year, allows a sufficient margin. 
The margin which was sufficient in the conditions before the war might well 
prove insufficient now. 

7. Conclusion . — The conclusion to which this memorandum points is that 
there appear to be distinct advantages in accepting the present position and 
retaining the rate which has been made eft'ective for the last twelve months. 
Prices may be said to have adjusted themselves to this level and no substantial 
readjustments would be required. In the event of stabilisation at a rate 
substantially higher or lower, readjustments would inevitably be necessary. In 
the former event, such readjustment could hardly be efiected without a sub- 
stantial tightening of the money market and dangers (which are not negligible) 
to Indian industries (particularly in Bombay) and to the export trade. If a 
lower rate is selected, it would, for reasons given in paragraph 5 above, be 
difficult to avoid considerable disturbances, especially in the import trade, and 
for some time to come the reaction on Government’s financial position would 
be serious. Extra taxation, or, at the least, the postponement of reductions of 
taxation and of relief to the Provinces, would be inevitable. Finally, it may be 
said that in view of the changes in the price level since 1914, there can be 
nothing sacrosanct about the pre-war level of exchange, since the change in 
the, price level has already upset the basis of all pi’e-existing contracts between 
debtor and creditor. 


APPENDIX 6. 

Memorandum on a Gold Standard lor India submitted by Mr. H, Denning, 

I.C.S., Controller of the Currency. 

Introductory . — This memorandum represents the result of discussions 
between Sir Basil Blackett, Mr. McW atters and myself, and is not put forward 
as an expression of the views of the Government of India. It examines the defects 
in the pre war system of currency and exchange, and the possible methods of 
remedying these defects. Throughout the memorandum it is assumed that the 
rupee will be stabilised, and for the purpose of converting gold and sterling values 
into rupees it is assumed that sterling remains at parity and that the rate of 
exchange at which the rupee is stabilised is the present rate, I 5 . 6^. 

2. Main Defects of the Pre-War Currency and Exchange System . — The 
main defects of the pre-war currency and exchange system, usually described as 
the Gold Exchange Standard, were as follows: — 

(A) The maintenance of the system was dependent on the price of 
silver remaining at such a figure that the bullion value of the rupee was not 
higher than its exchange value. 

(B) The rupee was in reality linked to sterling only, and the system 
ceased to be a gold exchange standard as soon as sterling depreciated. 

(C) The system did not provide for the automatic stabilisation of the 
, ^^® obligation to give rupees in exchange for sovereigns 

would have prevented the rate of exchange rising above the upper gold 
point, even if Government had not been prepared to meet fully the demand 
for Council bills at Is. 4J(^., but there was no statutory safeguard against 
a fall in the rate of exchange below the lower gold point. In practice, such 
a fall in the rate of exchange was prevented by the sale of Reverse Councils, 
but Government were under no statutory obligation to take such action. 

(D) Although it was possible for the public to obtain as much addi- 
tional currency as they required by buying Council bills or importing 
sovereigns, there was no automatic provision for contracting the currency. 
In so far as the sterling value of Reverse Councils sold was obtained by 
realising sterling securities in the Paper Currency Reserve, the currency 
was contracted, but Government could arrange by borrowing from the Gold 
Standard Reserve to meet sterling payments on account of Reverse Councils 
without affecting the amount of currency in circulation. In other words, 
when exchange dropped to the lower gold point, there was no automatic 
decrease in the currency tending to strengthen exchange, but such 
depended on the action of Government. 

(E) As the currency reserves were divorced from the banking reserves 
effective regulation of the money market was impossible. 
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3. Methods of Remedying these Defects . — ^In theory, the danger of a break- 
ilowu of the system on account of defect (A) could be decreased either by raising 
the par of the rupee exchange or by decreasing the weight or fineness of the rupee. 
Recent history has shown conclusively that there are insuperable practical diffi- 
culties in raising the par of the rupee exchange to such an extent that the danger 
of breakdo^vn can be neglected. The alternative of reducing the weight or fineness 
of the rupee was examined fully by the Babington Smith Currency Committee, 
and, for the reasons stated in paragraph 88 of the Report of that Committee, may 
be rejected as impracticable as long as the rupee is full legal tender. The only 
method of remedying defect (A) completely is to make the silver rupee a subsidiary 
coin of limited legal tender and to substitute for it other forms of full legal tender 
currency, either notes or gold. 

4. Defects (B) and (C) could be remedied without departing from the gold 

exchange standard, e.g., it would be possible to prescribe by statute that currency 
notes should be payable on demand in rupees or in foreign exchange at the option 
of the presenter, provided that, if payment were demanded in foreign exchange, 
a charge might be made not greater than the cost of transporting gold to the 
ftireign country on which exchange was demanded. Foreign exchange might be 
defined as transfers at the par of exchange on London or on prescribed foreign 
banlvs in countries outside Great Britain, and the Governor-General in Council 
nught be authorised to prescribe by notification from time to time the foreign banks 
on which t»’ansfers would be issued, subject to the condition that at least one sudh 
foreign bank situated in a country having a gold standard currency must be so 
prescribed. Such a system would lie a real gold exchange standard, as it would 
involve a statutory obligation to give in exchange for rupees a foreign currency 
which would be the equivalent of gold, and it would probably be as satisfactory a 
niethod of remedymg defects (B) and (C) as a gold standard with a gold currency 
in circulation. ® ^ 


^^ohange standard, such as has been sketched above, it would 
fficoretically ^ possible to remedy defect (D) by amalgamating the Gold Standard 
Reserve and the Paper Currency Reserve into a single Currency Reserve. Such 
an amalgamation, however, presents considerable practical difficulties. The 
currency of the country would consist of — 

silver rupees convertible into foreign exchange which 
would be the equivalent of gold, and ^ 

(&) notes convertible into silver rupees or foreign exchange as above. 

for (mhe therefore, have-to be so constituted as to provide 

aS note? of notes into rupees, and (2) the convertibility of rupees 

notes into foreign exchange. It would have to consist of silver coin tend 
p^ibly, silver bullion), rupee securities, sterling or other gold securities and eold’ 
The amount of silver coin and buUion Necessary would & 

^ would depend entirely on the voW of the n^oS islul^ bufthe 
^ount of gold ^d ^Id securities would have to bear a relation to the volume nf 



a reasonahlv accurate ^ T . exportea, it is impossible to frame 

from day todav. It wnnirq the price of silver varies 



that wfth a gold It follows 

should be maintained to provide aeainst a ^ separate reserve 

long as a separate reserve is maintained it will rest witi^^e^autk 
the reserves to contract the curreumr^ ^ i authority controlling 

lower gold point. exchange*^ falls to thf 

wrthom ^ngaway the Ml legal (D) 
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for the concentration of all the money reserves of the country in the hands of one 
central controlling authority. The question of handing over to the Imperial Bank 
of India the control of the note issue will be discussed fully in another 
memorandum, but as the nature of the currency system adopted materially affects 
the problem, it is necessary to refer briefly to the subject here. In para. 5 it has 
been shown that it is practically impossible to constitute a single currency reserve 
as long as the silver rupee is full legal tender. If, therefore, a bank note issue 
were substituted for a Government note issue, the Banlc’s reserve against this note 
issue would be so constituted as to provide definitely for meeting the liability to 
redeem notes in silver rupees or foreign exchange, and the liability to redeem silver 
rupees outstanding would have to be provided for by a separate reserve. Coinage 
is obviously a function of Government, and Government would continue, as in the 
past, to take the profit on any additional rupees which might be coined in the 
future. It would be necessary, therefore, for Government to retain the liability 
to redeem silver rupees outstanding, and to control the reserve maintained to meet 
this liability, and some definite arrangements would have to be made between 
Government and the Imperial Bank by which the reserve would be used to 
strengthen the Bank’s sterling reserves in the event of a return oE rupees from 
circulation. An attempt will be made in the memorandum dealing with the 
question of handing over the note issue to the Imperial Bank to suggest workable 
arrangements of this nature, but it will be seen that they would be rather cumbrous 
and would, in effect, divide the responsibility for the maintenance of the exchange 
value of the rupee between Government and the Imperial Bank. If the full legal 
tender character of the silver rupee were taken away, the difficulties in constituting 
a single bank reserve against the note issue would disappear, and it would be 
possible to vest the management of all the reserves of the country in the hands of 
the Imperial Bank of India. 

7. To sum up, two of the main defects of the pre-war currency and 
exchange system can be remedied completely, and a third partially by modifying 
the system so as to make it a genuine gold exchange standard, but the other 
two defects, one of which is of special importance as it was mainly responsible 
for the breakdown of the system during the war, cannot be remedied unless 
the silver rupee is made a suWdiary coin of limited legal tender and is replaced, 
except in so far as it is required for small change, by other forms of full legal 
tender currency, either notes or gold. 

8. Ccmclthsion that a Gold Standard is the only Method of com'pletely 
Remedying Defects loithin a Reasonable Period. — Undoubtedly, the ideal to 
be aimed at is the system now in force in Great Britain under which the note is 
the sole full legal tender in circulation, and the gold value of sterling is stabilised 
by the statutory obligation imposed on the Bank of England to buy and sell 

f old at rates corresponding roughly to the par of exchange. It is impossible, 
owever, to hope that conditions in India will for generations be such that a full 
legal tender metallic currency will be no longer necessary. If, therefore, a gold 
currency is not introduced, defects in the Indian currency and exchange system 
must remain indefinitely. There is, moreover, reason to suppose that the 
introduction of a gold currency would hasten the attainment of the ideal 
system, as the fact that notes were convertible into gold and not merely into an 
overvalued silver coin would tend to increase confidence in the note issue and 
to decrease the demand for metallic currency. The conclusion is that the only 
way of' rem^ying all the defects in the system within a reasonable period is 
by establishing a gold standard with a gold currency in circulation. 

9. Main Obstacle to the Introduction of a Gold Standard . — The chief 
obstacle in the way of introducing a real gold standard is the fact that it would 
involve a liability to give gold coin in exchange for rupees. The magnitude 
of this liability is indeterminate, because it is impossible to estimate with any 
reasonable degree of accuracy either the amount of rupees in circulation and 
in hoards, or the amount of rupees which would be retained in circulation for 
small change. There is no doubt, however, that it would not be safe to imder- 
take at once this liability without accumulating a very large store of gold coin, a 
course which presents such serious difiiculties as to be almost impracticable. 
It would, therefore, be necessary to proceed by stages. 

10. Introduction of Gold Standard by Stages . — The following stages are 
suggested : — 

(I) A statutory obligation should be imposed on Government to sell 
to any person, who makes a demand in that behalf at the Bombay Mint* 



46 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


and pays the purchase price in any legal tender, gold bullion at a price 
equivalent to the par of exchange, but only in the forms of bars containing 
a fixed minimum weight of fine gold (say 400 ounces troy). A statutory 
obligation should also be imposed on Government to give, in exchange 
for gold bullion, notes or silver at a price equivalent to the par of exchange 
less a small seigniorage charge. 

(II) A gold coin should be put into circulation and offered as freely 
as resources permit in exchange for notes and silver rupees at Currency 
offices, treasuries, and branches of the Imperial Bank of India, without 
any definite obligation to give gold coin for notes or silver rupees being 
imposed. 

(III) After a period fixed by statute (say five years) the liability to 
give gold coin in exchange for notes or rupees and also for gold bullion 
on payment of a seigniorage should be imposed. 

. After a further period fixed by statute (say five years) the 

silver rupee should be made legal tender for sums up to a small fixed 
amount only (say Rs. 50). 

11. Esctmt of 'De'nnand for Gold . — ^It is now necessary toi consider the 
probable extent of the demand for gold at these successive stages and the methods 
of meeting this de^nd. For this purpose the following assumptions all of 
which are on the safe side, are made f 


(et) That the total amount of rupees presented by the public for 
convemion into gold would not appreciably exceed 100 crores. As there 
are about 90 crores of silver rupees and silver bullion (valued at Re 1 

Ci^ency Reserve, it would be necessary 
to provide gold or gold securities of the value of about 200 crores. ^ 

That the sale of the silver in the Paper Currency Reserve and 
ddi^imal silver obtained by melting rupees returned from circulation 
wotdd be spread over a period of ten years and the average price obtained 
by Government would not be less than 24 pence jSr sSlrd ouni (^ 

stagi^llftldrin \ mteoduction of 

cent, of the gross note cSatfon ® securities of 60 per 

legal^tend^^the ^pemanST a>mtitut\o^^^^ subsidiary coin of limited 
wSuId be:— P^^anent constitution of the Paper Currency Reserve 

- ■cent.^|ff 4r^^^cTr<Sa^ol^*^ sterling securities equal to 60 per 
30 per-cent, of tS^osf^^tJdrcuJaSoi? equal to 


ew^ties and the remaindW slould be 5® Government 

self-liquidating securities exchange or other 

We is ooneidarad .ora 

<ii) Evmtuallyl^old ^9 securities 56- 9 crores. 

Sterling 37-9. 
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On fJie 30th September, 1925, 29-7 crores of gold and 80 crores of sterling 
securities were held in the Paper Currency Reserve and the Gold Standard 
Reserve. 

N.B . — The amount of sterling reserves will probably increase considerably 
during the next few months, but this possibilitj’^ is not taken into account. 

12. Method of Meeting the Demand for Gold . — On the introduction of 
stage (I), no demand on Government for gold to replace currency in circulation 
could be made as gold currency would not be available, and the drain on the 
Government reserves would arise only from the substitution of gold for rupees 
already in hoards, and the demand for gold for fresh hoards and for industrial 
purposes. Gold for these purposes is now being supplied by the private imports 
of gold at approximately the same price as it would be obtainable from Govern- 
ment, and! the only new factor affecting the extent of this demand would be the 
psydhological effect of the declared intention of Government to reduce the rupee 
to the level of a subsidiary coin in bringing out additional hoards of rupees for 
conversion into gold bullion. Apart from the large hoards of rupees held by 
Indian States, the conversion of which it should be possible to postpone by special 
arrangements, comparatively few hoards would be large enough to buy the 
Tm'm’TTniTn quantity of gold sold by Government, even if it were convenient for 
the holders to present their rupees in Bombay, and practically all the demand for 
gold would continue to be met through the bullion merchant as it is at present. 
The bullion merchant, however, would obtain his gold from Government instead 
of importing it. The immediate effect, therefore, of the introduction of stage 
(I) would be that Government would have to supply to the bullion market the 
gold imported under present conditions and the gold required to convert addi- 
tional hoards of rupees brought out for conversion. These hoards would not all 
be brought out suddenly, but the- bullion merchants all over the county would 
probably lay in considerable stocks of gold in anticipation of the increased 
demand. Thus, there would probably be a first rush on the reserves of Govern- 
ment equal to the amount of the stocks the bullion merchants were prepared 
to hold plus the small amount of rupees presented direct from hoards. As the 
holding of stocks is expensive, and it would be possible to obtain further supplies 
quickly, the aggregate amount of the first demand would not be very large and a 
stock of 60 crores of gold in Bombay would almost certainly be sufficient. 

13. As soon as the obligation to buy and sell gold was undertaken, it would 
be unnecessary for Government to enter the exchange market, except for the 
purpose of remitting the Home charges, as exchange would automatically be 
kept within the gold points by the movements of gold. Assuming that stage (I) 
were introduced at a time when there was a considerable balance of trade in 
India’s favour, and Government made no remittances at all, but met the Home 
charges from the sterling reserves, the rate of exchange would promptly go to the 
upper gold point and the Exchange Banks would have to import gold to cover 
their purchases of sterling. The amount of gold imported % them would be 
approximately equal to the private imports of gold under the present system 
plus the amount of the normal Government remittances. It would not matter 
from the point of view of the drain on the Government reserves whether this 
gold imported by the Exchange Banks were sold to Government or to the bullion 
merchants. In either case the net result would be that the private imports of 
gold would, shortly after the introduction of the new system, be at least as large 
as under the present system, and could be increased to the extent of the normal 
Government remittances, by Government meeting its sterlir^ expenditure from 
its sterling reserves. Taking the sterling expenditure as £35 millions, or 46 
crores, annually, and neglecting remittance by Government in excess of the 
sterling expenditure. Government could force an increase in the private imports 
of gold of approximately 46 crores annually. After the first rush, it is unlikely 
that the increase in the demand for gold would exceed or even reach this figure 
and the Government gold reserves would probably remain intact and might 
increase. The sterling reserves, however, would be used up in meeting the 
Hbme charges. 

14. Proceeding on the assumptions in paragraph 11 above, the amount of 
gold and sterling available from the present reserves would be (109*7 — 56’9) 
62'8 crores, of which 29*7 crores would be gold. It seems probable, therefore, 
that it would be possible to provide the gold necessary for the introduction of 
stage (I) by converting about 20 crores, or £15 millions, of the sterling reserves 
into gold to meet the first demand. The gold and sterling reseiw^ av^lable for 
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the redemption of rupees would then be practicjally exhausted, and it would be 
MsceLary to meet the drain on the sterling revives mentioned m the last sentence 
of paraiaph 13 by obtaining external credits, except in ^ far as it would be 
posImSo Obtain sterling by selling silver. Assuming that the sale of silver were 
s^ead over ten years, tlie annual receipts on this account would be 10 crores, 
or £7‘5 millions. 

15. The period which would elapse between the introduction of stages (I) 
and (li) would depend on the extent to which the Gover^ent gold and sterling 
reirves were deputed by the introduction of stage (I), but stage (II) would be 
entered upon as soon as the Government reserves of gold had accumulated to an 
extent sufficient to enable gold coin to be put into circulation and to enable the 
suDplv of such coin to be kept up continuously. During this sta^ it would be 
Twlsible to regulate the drain on the gold reserves, and no special measures for 
OTPPorting these reserves in order to meet a temporary rush for ^Id would be 
requii^ A supplv of 10 crores worth of gold per annum would be obtained 
bv the sale of silver" but this might not be sufficient to meet the demand without 
unduly depleting the Paper Currency Eeserye, and it might become necessary 
to supplement the supply by external borrowing. 


16. Assuming that during stage (II) gold currency had been made freely 
available, the introduction of stage (III) would not lead to any great increase 
in the demand for gold coin. The public would for some time have been able to 
obtain gold coin in exchange for rupees, and the fact that an obligation was 
imposed to give an exchange which had already been given in practice for some 
time would probably make little difference in the demand. 


17. Before the introduction of stage (IV), Government would have to 
notify some time in advance their intention to declare the rupee limited legal 
tender, and in fairness to the less advanced sectioim of the public the notifica- 
tion would have to be published as widely as possible throughout the country. 
The publication of this notification would "probably bring out a few more rupees 
from hoards, W the additional demand for gold would not come with a rush and 
would probably not be very large, as the greater part of the hoards of rupees 
would have been replaced ly gold during the earlier stages. 


18. Total Amount of Gold Required . — ^As the demand for gold during the 
various stages after stage (I) would be spread over a oonsiderable period and 
would probably not be large at any given time, it is unnecessary to attempt an 
estimate of the amount of gold required at each stage. It is necessary, however, 
to attempt to obtain an idea of the total amount of gold required. Proceeding 
on the assumptions in para. 11, the amount of gold required would be the gold 
equivalent of the 110 crores of rupees converted by the public plus 27-2 crores, 
the difference between the amount of gold in the Paper Currency Eeserve as 
finally ooi^ituted and the amount of gold at present held in the Paper Currency 
Beserye,_i.e., 137'2 crores, or about £103 millions. Of this amount probably 
£15 millions would be required at the time of the initiation of stage (I), a further 
£35 millions within a year, and the remainder over a period of 10 years. This 
large drain of gold to India, in addition to imports on the present scale, might, 
if it were not regulated seriously affect gold prices, and it would probably be 
necessary to enter into arrangements with the Bank of England and the Eederal 
Re^rve Bank of the IJ.S.A. in order to reduce the disturbance in world prices 
to a minimum. 


19. Bffeet on Silver Market . — ^The disturbance in the silver market which 
would be caused by the sale of silver equal in amount to the world production of 
i^ly three years also requires very serious consideration (the amount of fine 
adv® in 200 <^res^ of rupees is 687,500,000 fine ounces, while the world's 
production of silver in 1923 was 242,418,410 fine ounces). It would be necessary 
to spi^ the sal® ot® a long period, not only with a view to obtaining a better 
priw Dut also with, tho object of diminishing the disturbance in countries -having- 
a silver st^dard currency and the adverse effect on the prosperity of the silver 
mming industry throughout the world. If the sales of silvS wire spread as 
^ ten- years, ^e amount of the annual sales would be 
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20. Cost of Introducing Gold Standard. — Fina.lly, there i« the qiieatioii o3c 
the cost of the scheme Which may be dealt with uuder the following heads : — 

(a) The net cost of converting silver ru'pees into gold. — The real assets 
held in the Government reserves at present are : — 

Crores. 


Gold and sterling securities in the Paper Currency 
Reserve ... ... ... ... ... ... ... ... 66 4 

Sterling securities in the Gold Standard Reserve ... ... 53-3 

Value of silver in the Paper Currency Reserve (at 24 pem’e 
per standard ounce) ... ... ... ... ... ... 45 


Total 154-7 


Assuming that 90 crores of Government rupee securities would be 
held in the reserve as finally constituted, 99-5 crores of the above assets 
would be used for the new reserve, leaving 55-2 crores available for the cost 
of redemption of 110 crores of rupees presented by the public. The real 
assets in the reserve, therefore, are just sufi&cient to cover the actual 
cash cost, but Government would have to issue about 33 crores of 
securities to the Paper Currency Reserve or create a book debt of this 
amount. The final recurring cost would be the difference between the 
interest now received on sterling securities in the Paper Currency Reserve 
and the Gold Standard Reserve and the interest which would be received 
on the sterling securities in the reserve as finally constituted, i.e., the 
interest on (80-42-6) = 37-4 crores, which at 3 per cent, amounts to 112 lakhs 
per annum. 

(b) The cost during the transition 'period. — During the transition 
period a part of the Government assets would be locked up in silver, the 
gold value of which could not be realised immediately owing to the necessity 
of spreading the sale of surplus silver over a period of years. On the other 
hand, on the assumption made in paragraph 11 (c) it would be unnecessary 
for Government to hold more gold and gold securities in the reserves than 
would be necessary to meet a sudden large demand. The loss involved in 
holding a large store of rupees would thus to some extent be met by draw- 
ing on the present reserves of gold and gold securities at the inception of 
the scheme and replacing the amount required to make up the reserve as 
finally constituted at a later stage from the gold assets obtained from the 
sale of silver. In paragraph 14 it is estimated that it would be necessary 
to convert 20 crores of gold securities into gold before the introduction of 
stage I. Initially, therefore, there would be a loss of interest on 20 crores 
of gold securities which at 3 per cent, amounts to 60 lakhs per annum. 
Assuming that the whole of the stock of gold would be used on the intrc>- 
duction of stage I and that Government would have to hold a stock of 
10 crores of gold continuously during the transition period, a further 
10 crores of gold securities would have to be converted into gold shortly 
after the introduction of the scheme, involving a further loss of interest 
of 30 lakhs. The loss of interest throughout the transition period wotild 
thus be 90 lakhs per annum. In paragraph 14 it has been stated that 52-8 
crores of gold or gold securities would be available from the present reserves 
for redeeming silver rupees presented by the public, and it is estimated 
that the amount of rupees presented tor conversion into gold on the 
introduction of stage I would not exceed this figure. Thereafter, external 
credits would have to be obtained, the amount of which would depend on the 
amount of silver converted by the public less the amount realised by the 
sale of silver. It seems unlikely that the maximum amount of the external 
credit would exceed 30 crores, and by the end of five years the external 
credit would probably have b^n repaid completely from the proceeds of 
the sale of silver. Assuming that the average amount of the external credit 
would be 15 crores, the average recurring cost at 5 per cent, would be 
75 lakhs. During the first five years, therefore, the average recurring cost 
would be 90 + 75 = 165 lakhs. Thereafter, the annual cost would depend 
on the extent to which the gold held in the reserve was increased. It would 
be possible to keep the cost down to 90 lakhs per annum by limiting the 
increase in the reserve of gold to the amount realised by the sale of silver 
in the reserye, i.e., 10 crores per annum, but it would probably be advisable 
to convert the excess gold securities into gold gradually. If this were done, 
the annual cost during the second p.ve years would gradually rise froraa 
90 lakhs to 112 lakhs, the final recurring cost. 
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21. Nature oj the Gold Coin . — A subsidiary question for consideration is the 
nature of the gold coin to be introduced. From the point of view of the working 
of the system it is of little importance whether the sovereign or a new distinctive 
coin representing so many rupees be adopted, and the question can be diecided 
mainly on grounds of expediency, due deference being paid to Indian opinion. 
The main arguments in favour of the sovereign are (to quote the report of the 
Babington Smith Currency Committee) that “ it will be more advantageous to 
India to continue to use the form of gold currency to which she has been accus- 
tomed and which, on account of its wide circulation, is a universally recognised 
medium for the settlement of external obligations.” 

The arguments in favour of a distinct gold coin for India are as follows : — 

(а) The coinage of a distinct coin could be undertaken by the Govern- 
ment of India at their own Mint, whereas the coinage of the sovereign in 
India would nece^itate the establishment of a Branch of the Royal Mint 
in India with all its incidental disadvantages. 

(б) The putting of the sovereign into circulation almost necessarily 
implies that the rate of exchange would be fixed so that there would be an 
even number of rupees to a sovereign, whereas the rate of exchange is 
immaterial if India has a separate gold coin. 

(c) The balance of Indian opinion on the subject is probably in favour 
of a separate gold coin. 


id) At first, at any rate, a separate gold coin would probably not be 
used to such a large extent as the sovereign for ornaments and hoarding. 

It IS submitted that the balance of advantage appears to be decidedly on the 
nit t a separate gold com for India. If so, the coin might be of the same fine- 
ness as the sovereign, and it is suggested that its denomination might be Rs. 20 
w would be subject to very rapid wastage from wear and 

were fixed at 1|. the new co'in would then be the equivXt 
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APPENDIX G. 

Memorandum on Transfer of the Management of the Paper Currency to the 

Imperial Bank of India ” submitted by Mr. H. Denning, I.C.S., Controller 

of the Currency. 

1. Introductory. — This memorandum represents the result of discussions 
between Sir Basil Blackett, Mr. McWatters, and myself, and is not put forward 
as an expression of the views of the Government of India. It attempts to bring 
together all the main points which will arise in considering the question of the 
transfer of the management of the Paper Currency to the Imperial Bank of 
India, except the nature and extent of the Government control over the Bank 
and the adequacy of the Bank’s capital. In writing it, the material recorded in 
the papers of the Royal Commission on Indian Finance and Currency, 1913-14, 
regarding the establishment of a Central Bank, has been drawn upon freely. 

2. India is practically alone among the great trading countries of the world 
in possessing a system by which Government is directly responsible far the 
control of the note issue and other important banking business. Until 1921, there 
was no Central Bank to which the banking business of Government could be 
entrusted, but the amalgamation of the three Presidency Banks into the Imperial 
Bank of India has opened the way for India to follow the example of other 
countries. 

3. Advantages of management of Note-Issue hy Im'perial Bank. — The chief 
advantages to be derived from the management of the note-issue by the Imperial 
Bank of India are as follows : — 

(а) As the currency and banking reserves would be under the control 
of the same authority, tne money market could be regulated more effectively, 
and, in particular, the wide fluctuations in money rates due to the seasonal 
demand for currency could be moderated. 

(б) The responsibility of Government officials for banking business 
would be greatly reduced. 

(c) Though Government would necessarily retain a measure of control 
of policy, the day-to-day management of the monetary resources of the 
country would be conducted more closely in accordance with commercial 
requirements. 

4. Emtent of Bank’s Control ov&r the Pofper Currency Reserve. — In order 
that these advantages may be derived the Imperial Bank must clearly be given full 
control within statutory limits of the note issue and of the reserves maintained 
to back it. If the Imperial Bank were to manage the note-issue merely as the 
agents of Government without any real control over the Paper Currency Reserve, 
the result would probably be an increase in the cost of administration without any 
corresponding advantage. Full control of the note-issue and of the Paper 
Currency Reserve necessarily involves the substitution of bank notes for Govern- 
ment currency notes, as Government could hardly agree to the issue by the Ba.-nk 
of Government promissory notes payable on demand unless they retained control 
of the reserve maintained to pay them. There is little reason to apprehend that 
the substitution of bank notes for Government currency notes would affect 
appreciably the popularity of paper money. The educated portion of the popula- 
tion would know that the “ promise to pay ’ ’ of the Imperial Bank was practically 
as good as the “ promise to pay ” of Government, while the uneducated portion 
of the population, if they appreciated the change in the legend on the note, would 
be quite willing to accept bank notes, as the general idea among them is that the 
Imperial Bank is a Government bank. Moreover, the substitution of bank notes 
for Government currency notes would be gradual and any doubts which might 
arise at the start would be resolved in the process of substitution. 

5. Transfer to Bank of Responsibility for Maintenance of Excha/nge Value 
of the Rupee. — The conclusion that the Imperial Bank should have full control of 
the Paper Currency Reserve leads to a consideration of other banking functions 
at present exercised by the Government of India, viz. : — 

(a) The maintenance of the exchange value of -the rupee by the sale 
of Councils or purchase of sterling and by the sale of Reserve councils, and 
the management of the Gold Standard Reserve. 

(&) The remittance of money to London to meet their sterling obliga- 
tions by direct operations on the exchange market. 
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These functions necessarily overlap one another, and the function of manag ■ 
ing the note-issue. Government’s ability to control exchange is largely due to 
the magnitude of their sterling purchases to meet their sterling obligations. The 
constitution of the Paper Currency Reserve from time to time is dependent on 
the exchange operations of Government, and the amount of the note circulation 
is regulated with a view not only to the monetary requirements of the country, 
but also to the maintenance of the exchange value of the rupee and to the remit- 
tance of money to London to meet the Government’s sterling obligations. 

6. If, therefore, the Imperial Bank is to be given control of the note-issue 
and the Paper Currency Reserve, it must take, at any rate, a part of the respon- 
sibility for the maintenance of exchange and for the remittance to London of the 
sterling requirements of Government. In another memorandum the difficulties 
of constituting a single Currency Reserve under a Gold Exchange Standard 
system have been discussed, and the conclusion has been reached that it would be 
necessary for Government to maintain a separate reserve for the redemption of 
silver rupees, but that there would be no difficulty in constituting a single Bank 
reserve if the full legal tender character of the rupee were taken away. The 
>xfent of the Bank s responsibility would, therefore, depend on the currency and 
exchange ^stem adopted. An attempt is made in the following paragraphs to 
outline possible schemes showing the responsibilities which the Bank miffht 
undertake, and the constitution of its reserve ; — ° 


(a) With a gold exchange standard. 

+1 ^^1 ^ gold st^dard under which gold coin and notes would be 

the only forms of unlimited legal tender currency. 

A Exchange Standard with an Impenal Bank of India EotB-I^^no 

u ^ ^ circulation is not a necessary feature of a gold exchange standarH 

femmitte^St a^gSfcS^n of tlie Babfngton-Smith Currency 

nSSS. nftLA ^ circudation will be accepted. (The 

With this assumntio^^ a memorandum.) 

n ims assumption, a possible system appears to be the following : 

tended be unlimited legal 
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the foreign banks on which transfets won^ otification from time to time 
dition that at least one such fSn con- 

gold ourr^oy .m^t b« “ 

for sdlver rup^. * ^ ‘I*® option of substituting guld coin 

departments of the Imimrial the 

ter - “0 ®S»re^LT^- t“i 

t' invested, portion ni'F 

ten a® dr,X™ ordinarily be 

nave the right of increasing the inS i * Bank should 
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excess over 50 per cent ^ of 6 per ilnt.^n any 
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(6) Of the securities to be held in Heserve, not more than one- 
half should be rupee securities. These securities might be either 
Government of India securities or internal bills of exchange having 
a currency of not more than three months, or other self-liquidating 
securities, but the amount of the Government of India securities 
should not exceed 40 crores. 

(c) The remainder of the securities should be in the form o£ 
short-term British or Colonial Government securities, or securities, 
of the Government of any country in which a foreign bank notified 
by the Governor-General in Council in accordance with (D) above 
is situated, or trade bills drawn in India in sterling and having a 
currency of not more than three months. 

{d) Of the metallic holding, not more than 50 crores should be 
in the form of silver rupees, or silver bullion valued at purchase 
price, the remainder being in the form of gold coin or gold bullion. 
The metallic reserves should be located entirely in India, except that 
gold or silver purchased outside India might be held outside India 
for a period sufficiently long to allow for shipment. 

N.B . — ^As the existing power of the Governor-General to issue 
Ordinances would remain, the statutory reserve could be varied in 
exceptionally grave emergencies. 

(G) Government should maintain a separate reserve, mainly in gold 
and sterling securities, to provide against a return of rupees from circu- 
lation. The constitution of this reserve, which might be called the Reserve 
for the redemption of rupees to distinguish it from the Gold Standard 
Reserve, and the method in which it should be used, are dealt with below ' 
\_mde paragraphs 9 and 10 (2) and (5)]. 

(H) Silver rupees should ordinarily be given by Government on demand 
to the Bank in exchange fo» silver bullion, without seigniorage, on pay- 
ment to Government by the Bank of the difference between the currency 
value and the bullion value of the rupees. Government should also under- 
take to receive back silver rupees from the Bank subject (except in the case 
of a prolonged continuous return of rupees from circulation), to a charge 
equivalent to the cost of melting and refining the rupees and to pay the 
Bank in sterling the exchange value of the rupees so received. Government 
would obtain the sterling required to pay for rupees so received by drawing 
on the Reserve for the redemption of silver rupees maintained in accordance 
with (G) above and would hold the rupees temporarily in this reserve. If 
the return of rupees from circulation proved temporary and was succeeded 
by an absorption, leading to a demand by the Bank on Government for 
rupees, the Bank should take back rupees up to the amount previously 
presented to Government and pay their exchange value in sterling, before 
they would have the option of obtaining rupees in exchange for silver 
bullion. If the return of rupees from circulation went on so long that the 
number of rupees held in the Reserve for the redemption of silver rupees 
became unduly large. Government would melt the excess rupees and sell 
the silver obtained from them in such a way as to obtain sterling to place 
in the Reserve. The Reserve for the redemption of rupees would bear the 
loss involved in the difference between the exchange and bullion value of 
the rupees so melted and sold. 

(I) The Bank should undertake to keep the India Office supplied with 
funds for meeting the sterling charges of Government. (This point is 
dealt with in more detail in paragraph 16 below.) 


8. Method of 'profoiding necessa/ry Reserves.— ThB distribution of the present 
Governn^nt reserves between the Bank Reserve against its note-issue and the 
:^s^e for the redemption of rupees could be arranged as follows. The details of 
the Government reserves as they stood on the 30th September, 1925 (sterling being 
converted into rupees at la 6c?',), and the constitution of the Bank’s reserve on 
the assumptions that the metallic percentage would be about 63 and that the Ba nk- 
would hold the maximum amount of the Government of India securities no inland 
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trade bills and no gold securities except sterling securities, and practically the 
maximum amount of silver, are given below : — 


— 

Silver. 

Gold. 

Government of India 
Securities. 

Sterling 

Securities. 

Actual constitution of the 
reserves. 

Constitution of the Bank’s 
reserve. 

r 

90*1 

49*5 

29-7 

50 

57-1 

40 

27 + 53 
(G.S.R.) 

50 


It will be seen that the sterling and gold' reserves are more than sufficient to 
provide the necessary sterling and gold reserves required by the Bank, assuming 
that gold could be readily obtained in exchange for sterling. The Government of 
India securities are excessive, and it would be necessary to cancel 17 crores of the 
ad hoc Treasury Bills at present held in the Paper Currency Reserve, replacing 
the remainder by the issue to the Bank of 3^ per cent, paper or some other long 
term loan, or by the creation of a Book Debt. The silver holding is 40 crores in 
excess of the amount required, but this excess would have decreased appreciably 
before the new system could possibly be inaugurated. To avoid throwing a large 
amount of silver on the market suddenly, it might be provided by law that the 
condition that the Bank’s holding of silver should not exceed 50 crores should not 
come into force until three years after the inauguration of the system. During 
this period a portion of the excess would probably be absorbed and the remainder 
might be sold gradually and gold purchased with the proceeds. Such a provision 
would have the further advantage that the additional 20 3 crores of gold required 
would not have to be obtained at once, but would be acquired gradually over a 
period of three years. 

9. After the Bank’s reserve had been constituted as above, and assuming 
an absorption of 21 2 crores of rupees only before the limit of 50 crores to the 
Bank’s holding of silver became effective (this is a low estimate, as the average 
annual absorption of rupees in the five pre-v/^r years was about nine crores) the 
reserves left with Government would consist of about 31 crores of sterling plus 
the amount realised by the sale of the silver contained in 20 crores of rupees. 
Assuming that an average price of 30 pence per standard ounce were obtained for 
this silver, its sterling value would be about 12 crores. In effect, therefore, the 
amount of the sterling reserve left with Government would be 43 crores, i.e., 10 
crores less than the amount of the Gold Standard Reserve at present. This would 
form the nucleus of the Reserve for the redemption of rupees suggested in para. 
7 (G). The value of this Reserve might be increased from year to year by credit- 
ing to it ^e profits on the coinage of rupees and the interest on the sterline 
securities held therein. ® 


10. Features of the System . — In the Appendix an attempt is made to show 
how the STOtem would have worked if it had been in force during the last two 
years, but it is necessary to emphasise some of the main features of the system 

emchange.—Th.Q effect of the obligations 
imposed on the Bai^ to buy gold and to give foreign exchange for notes of 

would be to provide by statute for the main- 
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^ W Public,®®!..! it would also 

Qi-bout tiiB low6r gold, point in order tn nr^-u-a-n-f- a 

^i?***^^ transfe^ by the presentation of Rs. 10,000 notes which might 
inoonvenie^ mamtenance of the exchange value of the ru^e 

however, would not depend on such action. ® ^ rupee, 

(2) Bes^pormhUity of the Bank and Government res'oectivfiht //«• th^ 
7na%nten<mce of the exchange value of the ru'oee Tbo nitUrt. F ^ ^ 

constituted witfithis object. oSv in one^S^thST^^ proposed has been 
be cansd to to support the Bank 



APPENDIX 6. 


oo 


event of a return of rupees from circulation. In such, an event, the 
Imperial Bank could, under paragraph 7 (H), call upon Government to 
take back silver rupees and to pay for them in sterling. The object of 
the provision that Government should ordinarily make a charge equivalent 
to the cost of melting and refining rupees when the Bank made such a 
demand is to prevent the Bank calling upon Government to coin an 
unnecessarily large amount of rupees at any time, for instance, during a 
busy season, and returning the rupees to Gevemment later if the metallic 
percentage became unduly high. The effect of this charge would be that 
the Bank would not return silver rupees to Government unless it was 
compelled to do so by the fact that the amount of silver in the Reserve had 
reached the limit of 50 crores, and that the Bank would regulate its pur- 
chases of silver so as to avoid, if possible, such a contingency. In effect, 
therefore, the Government Reserve would be brought into play to assist the 
Bank in maintaining the exchange value of the rupee only in the case of 
a large return of rupees from circulation. 

(3) Control of the nionetai'y^ reserves . — The banking and currency 
reserves of the country would, as far as is possible under a gold exchange 
standard, be under the control of one authority, namely, the Imperial 
Bank of India, with the result that the Bank would be able to control credit 
effectively in such a way as to prevent undue fluctuations in the bank rate 
and excessive depletion of their reserves of gold and gold securities. In 
the Appendix the way in which the system proposed would enable the 
seasonal demand for currency to be met and would diminish the fluctua- 
tions in the bank rate in the course of the year has been indicated. 

(4) Gold currency in circulaJiion. — The statutory obligation on Govern- 
ment to give gold in exchange for gold bullion would enable gold currency 
to be obtained to the full extent of the public demand for it. It is a 
question whether the public demandl for gold currency as a medium of 
exchange would be appreciable as long as the silver rupee is unlimited legal 
tender, and there would probably be little immediate change in the forms 
of the currency in circulation unless the policy were deliberately adopted 
of patting gold coin freely into circulation and making it available to the 
public at all branches of the Imperial Bank and Treasuries throughout 
India. If the ultimate aim of the policy adopted were to look forward to 
the time when with the progress of education and of credit facilities the 
demand for rupees would get less and less, and notes and cheques would 
become the only form of currency commonly in use, and if it were considered 
that a gold currency in circulation would be an expensive luxury which 
ought not to be encouraged, the amount of gold coin which would be taken 
from the Mint would probably be small. If, on the other hand, it were held 
that the ultimate ideal could more quickly be obtained through putting a 
gold currency freely into circulation to replace silver rupees, the amount of 
gold coin to be provided might be very considerable. In so far as gold coin 
replaced silver rupees and silver rupees returned from circulation, the loss 
involved would be borne by the Reserve for the redemption of rupees. 

(5) Reser'oe for the redem'ption of Rupees . — In paragraph 9 it has 
been suggested that this reserve should be constituted from the amount 
of the present Government reserves remaining over after providing the 
necessary reserve for the Bank’s note issue, and that the reserve might be 
added to in future by crediting to it the interest on the investments held 
therein and also the profits on any fresh coinage of rupees. The extent to 
which it would be necessary to increase the amount of this reserve would 
depend on the policy adopted regarding the use of gold as currency. If 
it were intended that obligation to give gold coin in exchange for rupees 
should be undertaken at some time in the future, it would be advisable, in 
order to attain this object as soon as possible, to increase the amount of 
this reserve to the full extent possible. It would, therefore, be inadvisable 
to hold any part of the reserve in gold as the amount of annual accretion 
from the interest on securities in the reserve would obviously diminish in 
proportion to the amount of gold! held. If the reserve were held in sterling 
secffrities only and the interest on the securities and the profit on the 
coinage of rupe^ were added to it continuously, it would eventually become 
strong enough to meet the cost of introducing a gold standard with the 
rupee as a subsidiary coin of limited legal tender. 
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(6) Constitution of the Bank’s Reserve . — The proposed constitution 
of the Bank’s reserve is intended! to provide an adequate guarantee of the 
Bank’s ability to carry out its liability to redeem its notes in either rupees 
or foreign exchange. The amount of silver rupees is limited with the idea 
of ensuring that future expansion of the currency, which will presumably 
take place as India develops, should be based entirely on gold. The amount 
is not more than sufficient to provide for the seasonal demand for silver 
rupees and to allow a margin of safety. (In the busy season of 1923-24 the 
absorption of rupees was about 23 crores.) The amount of gold and gold 
securities appears to be ample to guarantee that the Bank would be able 
to fulfil its responsibility for the maintenance of the exchange value of 
the rupee. The provision for allowing the Bank to increase the invested 
portion of its reserve on payment of a tax to Grovemment, which follows 
the system in force in the German Reichsbank before the war, is intended 
to provide for the elasticity of the currency which is required for meeting 
the seasonal demand for money. The way in which this provision would 
work is indicated in the Alppendix. 


(7) Location of the Bank’s reserve . — In paragraph 7 (/) (d) it has 
been suggested that the metallic reserve should be located entirely in India, 
except that the gold or silver purchased outside India might be held out- 
side India for a period sufficiently long to allow for shipment. It may be 


said that the proper place for the Bank’s reserve of gold is London, where 
it would probably be required for use in the event of the Bank’s reserve of 
gold securities becoming unduly depleted. There is, however, a strong 
Indian demand that the inetallic reserves should be held in India, and it 
seems desirable to naeet this popular demand as far as possible, especially 
as the Bank coffid, if their reserves of gold securities were rtmning low 
sell gold in India and thereby decrease the demand on their gold securities 
or obtain a sterling credit against gold earmarked in India. 

(8) Effect of the scheme on Government ^revenue. — Assumins' that 
Government would obtain the same revenue from the Bank in paynmnt for 
toe moimpoly of the note-issue as they now obtain from the profits of the 
Paper Currency Department, the effect of the scheme on Government 
revenue yotdd depend on the decision regarding the constitution of the 
^rerve for the redemption of rupees and the use of the interest received 
on the bounties held therein. If it were decided to credit to the Reserve 
all toe interest on the securities held therein, Government would lose the 

revenue they obtain at present from the securities in the Gold Standard 
Reserve, namely, about 180 lakhs per annum. otanaard 
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unnecessary shipments of gold, and would influence the rate of exchange by its 
discount rate, but its responsibility for the maintenance of the exchange value 
of the rupee would be smaller than under a gold exchange standard. Moreover, 
as the liability on account of a large number of over-valued silver coin of unlimited 
•legal tender outstanding would have been met, it would be unnecessary for Govern- 
ment to maintain a separate reserve ; and as the rupee would be a subsidiary coin 
of limited legal tender, the complicated arrangements suggested above, for the 
supply of rupees to the Bank and for the Bank returning them to Goverimieut in 
the event of a return from circulation, would be unnecessary. 

13. The following is an outline of a possible scheme : — 

(A) Gold coin and bank notes should be unlimited legal tender, and 
silver rupees should be legal tender for amounts up to Rs. 50 only. 

(B) Government should be under a statutory obligation to give gold 
coin in exchange for gold bullion at any time on payment of a seigniorage 
to cover minting charges. 

(C) The Imperial Bank should be under a statutory obligation to buy 
gold in the same way as the Bank of England and at a price fixed on a 
similar basis. 

(D) Bank notes should be payable on demand in gold coin. 

(E) As in the Bank of England, the note-issue departments and the 
banking departments of the Imperial Bank should be kept separate and 
the reserve to be held against the note-issue should be regulated by statute 
as follows : — 

(i) The gold in the Reserve should not ordinarily be less than 
30 per cent, of the gross circulation, but might be decreased to 20 per 
cent, on payment by the Bank of a tax of 6 per cent, on the amount 
by which the invested portion of the Reserve exceeded 70 per cent. 

(ii) Of the invested portion of the Reserve at least 20 per cent, 
should be gold securities or trade biUs drawn in India in sterling 
having a currency of not more than three months. 

(iii) The remainder of the invested portion of the Reserve 
should be Government of India rupee securities, or internal trade 
bills, or other self -liquidating securities, provided that the amount 
of Government of India rupee securities should be limited to 
90 orores. 

(F) The Bank should undertake to keep the India Office supplied with 
funds to meet the sterling charges of Government. 

A detailed examination of the possible working of such a scheme seems 
unnecessary at this juncture. 

14. It is now necessary to consider a number of important questions, the 
decision regarding which would! not be appreciably affected by the currency and 
exchange system adopted and which have been referred to only incidentally, if at 
all, in the above outlines of possible schemes, viz. : — 

(1) The arran^ments for the distribution of notes and coin through- 
out India and the provision of exchange facilities at places other than 
Currency Offices. 

(2) The method by which the Government remittances to London 
would be effected. 

(3) The restrictions to be placed on the exchange operations of the 
Imperial Bank. 

(4) The arrangements by which Government would obtain from the 
Imperial Bank payment for the monopoly of the note issue. 

15. Arrangements for the distHh^iion of notes aTid coin and the -provision 

of exchange facilities. — ^At present the arraigements for the distribution of notes 
and com throughout India are entirely in the hands of Government. In their 
.agreement with the Imperial B ank , Government have undertaken to supply free 
of cost, notes and coin to the branches of the Imperial Bank whidi conduct 
Government treasury business and in order to provide for Government payments 
at treasuries and sub-toeasuries, and also to provide exchange facilities at 
treasuries. Government keep aU treasuries and sub-treasuries supplied with coin 
as required At all branches of the Imperial Bank, all treasuries, and most of 
the sub-treasuTies, Government keep currency chests in which notes, silver rupe« 3 . 
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half -rupees (and gold, if any), are stored except in so far as they are required to 
provide for the ordinary daily transactions. The no'tes held in currency chests 
are treated as not issued, and the amount of the notes so held is, therefore, 
excluded from the figures shown in the weekly Paper Currency Statement. The 
coin held in such chests is treated as part of the reserve against the notes ip 
circulation. By the aid of these currency chests G-overnment are able not only to 
make transfers of money quickly from one place to another through the currency, 
hut also to save expenditure in transporting coin and notes from place to place. 
The Imperial Bank also, which is allowed with certain restrictions to draw on 
the currency chests maintained at its branches, is able to work branches with much 
lower cash balances than would be required if there were no store of money which 
could be drawn upon without delay. Obviously this system would have to be 
modified considerably if the Imperial Bank managed the note-issue, and the 
natural development seems to be for the Imperial Bank to take over a large part 
of the work of distributing coin and notes which is at present performed by 
Government. The arrangements suggested are briefly as follows : — 

(a) Gold coin would be obtained by the Bank in the same way as by the 
public, namely, by presenting gold bullion at the Bombay Mint. As long as 
the silver rupee were full legal tender currency, the Bank would obtain 
rupees in accordance with the arrangements suggested in paragraph 7 (H) 
above. ^ 


(5) Government should supply subsidiary coin to the Bank only at the 
Mints at Calcutta and Bombay, and should receive it back again at its 
face value at the request of the 'Bank. 

(c) The Imperial Bank should be responsible for the distribution of all 

notes and com throughout India. It should undertake, as it does now to 
give free exchanges at all branches, and should be responsible for suddIv- 
ing the currency demanded by the public. ^ 

(d) Government should bear the cost of keeping treasuries and sub- 

treasuries vvhere there is no branch of the Bank supplied with currency 
both for exchange purposes and for Government pa 3 Tnents. ^ 

(e) In order to retein the advantages of the present currency chest 

rir’ might, as agents of the BaS., maintain currency 

chests at treasuries and sub-treasuries where there is no branch of the 

mS ^ Bank’s bullion reserves might also be kept at the 


16. Government remittances to London.—The workine of the scheruAc ni,f 
med above is to a certain extent independent of th?method bv which ft 

Government remittances shoSd bTlSv in ^ of the 

Government have in the past met, and may afaS i^the^ f utn 

their sterling expmiditure by borrowing in T the future meet, a part of 

^‘^T^fgdebt outSanding, /would be leoes^a^^ to’ ^ large amount of 
which the demands of Government on the I’T 

sng^ted that the principles should be thit GOT^rr^nf be regulated. It ik 
^n^ merely in order to lessen their demand? borrow in 

to ^pply funds to meet all their norSl revenuA^SS^’ ^5 would expect the 
Tendon, if required. If at any time the finAotiAn capital expenditure in 

of any of the sterling debt wi/out fre^ ^erline* repayment 

give the Bank ample notice and arrant to dragon should 

gu-pose. The India Office would to ffiTfhA p® gradually for this 
beginning of each year an estimate of theft before the 

year, which would be only an apprLimaticS requirements during the 

by a ^ite demand for Ldh ^ supplemented 

Office woffid not Alt 
m rnpees to the Bantin India by Govemn.^^ 



APPENDIX 6. 


59 


of exchange, the market rate on the day of payment or the average of the market 
rates for the preceding month. Of these three alternatives the last appears to be 
the best as the rate paid by Government would correspond roughly to the rate at 
which the Bank would have remitted. 

ll'. Restrictions to he flchced on the excluinge operations of the Imperial 
Bank of India . — The exchange business which the Imperial Bank is at present 
authorised to transact is shown in items (d), (m) and (w). Part I, Schedule I, 
Imperial Bank of India Act. They are as follows : — 

“ {(£) The drawing, accepting, discounting, buying and selling of bills 
of exchange and other negotiable securities payable in India, or in Ceylon ; 
and, subject to the general or special directions of the Governor-Ceneral 
in Council, the discounting, buying and selling of bills of exchange, payable 
outside India, for and from or to such banks as the Governor- General in 
Council may approve in that behalf ; 

(m) The drawing of bills of exchange and the granting of letters of 
credit payable out of India, for the use of principals for the purpose of 
the remittances mentioned in clause (1) (sale of securities, etc.) and also 
for private constituents for hona fide personal needs; 

(?i) The buying, for the purpose of meeting such bills or letters of 
credit, of bills of exchange payable out of India, at any usance not exceed- 
ing six months.” 

The first sentence of item (<f) was intended to apply to internal bills of 
exchange only, but as it reads there appears to be no reason why the London office 
of the Bank should not undertake unlimited exchange business. In practice, the 
London office of the Bank does not do so, and, practically speaking, the exchange 
business of the Bank is limited to the purchase of sterling in 
India from banks on an approved list which has been drawn up by 
Government for the purpose of remittances for the Bank’s private constituents. 
In addition, the Imperial Bank has in recent years been purchasing large amounts 
of sterling from banks and certain firms on another approved list on behalf of 
Government. If the Imperial Bank takes over the control of the note-issue and 
the Currency Reserve, which would carry with it responsibility for the mainten- 
ance of the exchange value of ‘the rupee, and also takes oven the responsibility for 
supplying tiie In dia. Office with funds to meet the sterling requirements of Govern- 
ment, it is desirable that the Bank should be free to carry out its exchange opera- 
tions in the most satisfactory and economical way, but it is undesirable that the 
Bank, with all its special resources, should enter into competition with the 
Exchange Banks. It is suggested that the Imperial Bank might be given the 
necessary freedom without interfering with the business of the Exchange Baiiks 
by the limitation of its exchange business to the following ; — 

(а) The Imperial Bank should be allowed to buy and sell sterling in 
India freely, but such purchases or sales should be made not direct with 
the trading public, but only with banks (and possibly a few firms which 
have hitherto been in the habit of tendering direct for Council bills) on a 
list to be approved by Government. It might also be laid down that the 
Bank should not buy or sell less than £10,000 at a time. 

(б) The Imperial Bank should be allowed to rediscount in India ster- 
ling trade biUs for other banks, and the London office should be allowed to 
rediscount such bills at the Bank of England only. 

(c) The exchange business of the London office of the Bank should be 
limited strictly to the issue of bills of exchange on India for private con- 
stituents for honA fide personal needs. 

Such restrictions would involve very little extension of the Imperial Bank’s 
exchange operations, the only points in which their operations would difier from 
those carried on at present being — 

(«) that the Imperial Bank would purchase sterling on their own 
behalf instead of as agents of Government; 

{it) that the Imperial Bank would be authorised to sell sterling in the 
«fl.Tinft way as they are now purchasing sterling on behalf of Government. 
This provision is necessary in order to enable the Bank to carry out its 
obligations to maintain the exchange value of the rupee under a gold 
exchange standard or to protect its gold reserve under a gold 
standard. There is no reason to apprehend that the business of .the 
Exchange Banks would suffer in any way from such operations. 
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(ni) that the present provision of the Act referred to above, which, in 
effect, permits the London Office of the Imperial Bank to conduct unlimited 
exchange business, would be modified so as to carry out the original inten- 
tion. 


18. Payment by the lia'perial Bank of India for the Morvcpoly of the Note- 
Issue . — It is assumed that the payment to be made by the Bank for the monopoly 
of the note-issue should be approximately the profit which Government would 
obtain if they retained the managemmit in their own hands, as the incidental 
advantages to the Bank of controlling the note-issue would be very cosiderable, 
and there is no reason why Government should lose revenue on account of the 
transfer of the management. The possible methods by which Government might 
obtain payment from the Bank are as follows : — 

(1) Government might take a share in the profits of the Bank. 

(2) A separate profit and loss account might be kept for the note-issue 
department of the Bank, and Government might take annually all, or 
nearly all, of the profits shown therein. 


(3) The Bank might pay Government a percentage on the amount of 

the invested portion of its Currency Reserve over and above a fixed figure 

which would be free, and excluding any amount on which 6 per cent, would 

be paid in accordance with the suggestions made in paragraphs 7 (F) (ai and 
12 (E) {%). r- & r' V / V ^ 


The adoption of the first method would in effect make Government a share- 
holder in the Bank, and would, to some extent, at any rate, involve closer Govern- 
ment control. It seems desirable that the arrangement between Government and 
the Bank should be such as to enable Government control to be reduced to the 
minimum necessary for guarding the financial interests of the country, and to 
leave the day-to-day management of the Bank free to be conducted in accordance 
with oonmiercial requiremefits. Method (2) would necessitate a very close 
^amination and audit of the accounts of the Bank by Government officials, and 
^ would be extremely difficult to distinguish, especially at the branches of the 
Bank, the items which ought to he placed in the accounts of the banking depart- 
ment and the items which ought to be placed in the accoimts of the note-issue 
departmmt. Moreover, there would be an opening for frequent discussions 
between Government and the Bank as to comparatively petty details. The adop- 
tion of method (2), therefore, does not seem expedient. Method (3) appears to be 
the m<Mt suitable. The amount of the notes issued against investments which 
vould be free would be fixed roughly so that the interest on the investments would 
approxii^tely cpver permanent overhead charges which would not vary appreci- 
ably with the size of the note-issue. As the percentage of the amount the 
rem^der of the in^vested portion of its Eleserve which the Bank would have to pay 
woffid depnd on the interest rates obtaining in India and in London from timh 
to time, It would not be possible to fix a definite rate in perpetuity, but it would be 

to Goveriment and to the Bank. The real profits obtained by Government 
from the note issue during recent years are dealt with in another memorandum 


Appendix. 
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its reserves that the percentage in the banking department did not go above 
25 per cent, or below 20 per cent. The figures in the third column have been 
obtained as follows : — 

{a) In months when the Bank’s aotual percentage was above 26 per 
cent., it has been assumed that the Bank would have cancelled notes to 
the extent necessary to bring their percentage down toi 25, e.g., at the 
end of October, 1923, their cash, liabilities and percentage were approxi- 
mately 36 orores, 93 crores, and 39. To bring the percentage down to 
25 a decrease of approximately 13 crores in the cash would have been 
necessary. A deduction of 13 crores from the gross circulation has 
therefore been made. 

(&) When the Bank’s actual percentage was between 20 and 25, no 
change has been made in the figures of gross circulation. 

(c) In months when the Bank’s actual percentage was below 20, it 
has been assumed that the Bank would have increased the note issue by 
the amount necessary to bring its percentage to 20, e.g., at the end of 
February, 1924, the cash, liabilities and percentage were approximately 
15 crores, 106 crores and 14. To bring the percentage up to 20, an 
increase of about 6 crores in the cash would have been necessary. An 
addition of 6 crores to the gross circulation has, therefore, been made. 

It will be noticed that during the busy season of 1924, the assumed circula- 
tion is considerably higher than the actual gross circulation. The increa,se in 
circulation assumed would probably have been sufficient to prevent the extreme 
stringency of money which actually occurred. 

3. The silver holding has been divided into two portions in order to indicate 
what purchases of silver the Bank would probably have made in the course of 
the period taken, it is assumed that it would have started off at the end of 
October, 1923, with the maximum holding of silver, namely, 50 crores, because 
past experience would have shown that the absorption of silver would start on 
a considerable scale from the beginning of November. Column, 4, which is 
headed “ Original holding,” gives the state of the silver reserve from month 
to month on the assumption that the absorption of silver would have been on 
the same scale as it actually was, and that the Bank made no fresh purchases. 
Column 5 gives the “ Fresh purchases” which the Bank would have made as a 
matter of policy. In November, the Bank, knowing that the demand for rupees 
to finance large and high-priced craps would be heavy, and, seeing rupees being 
absorbed at a rapid rate, would have taken measure to increase the metallic 
holding in order to strengthen its position. It would probably not have purchased 
too rapidly at first, as a return of a portion of the rupees at the end of the busy 
season would have been anticipated, but purchases of small amounts of silver 
from month to month would have ^en quite safe. It is assumed, therefore, 
that from November to March the Bank would have purchased a crore of silver 
per month. By the end of March when it was seen that there had been an 
absorption of nearly 20 crores of rupees, and that rupees were still going out 
in considerable quantities, the purchases of silver would probably have been 
accelerated, especially as the metallic percentage was still low. It is assumed, 
therefore, that in April 2 crores and in May 3 crores of silver would have been 
purchased. In June rupees started to return from circulation. Seeing this the 
Bank would probably have stopped purchasing on account of the possibility that 
a large return of rupees might have brought the silver holding up to the limit. 
Between June and October rupees did actually return fairly freely, though not 
as rapidly as in some years, and by the end of October the Bank’s holding of 
silver would have been 46 5 crores, i.e., only 3^ crores below the limit. In the 
busy season of 1924-25 the absorption of rupees was much less rapid than in the 
previous year. It is a,ssumed, therefore, that the Bank would not have made 
fresh purchases in anticipation of a comparatively small absorption during the 
busy season, and a large return from circulation in the slack season. It will be 
seen that by the end of September, 1925, their holdi ng of silver would have 
reached the limit of 50 crores without any purchases. 

4. Column 6 shows the gold holding. The figure of 40 crores taken for the 
end of October, 1923, is the amount that would have been necessary to bring the 
metallic percentage of the Bank to a figure well over the 50 per cent, limit It 
may be considered that the figure taken, namely, 63’9, is unduly low, but in fixing 
60 per cent, it is assumed that the Bank would work down below this percentage 
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every year and in the slack season would, in order to save payment to Govern- 
ment on an excessive issue of notes against securities arrange, as far as possible, 
that their percentage would only be so much above 50 per cent, as would be 
necessary to ensure that a sudden demand would not render it liable to pay the 
d per cent, tax at a time when money would not be lent at a corresponding rate. 
In this column a gradual increase in the amount o-f the gold holding between the 
end of October and the end of May is shown. It is assumed that this increase 
in the gold holding would have taken place automatically on account of the 
presentation of gold bullion by the public. In 1911-12 and 1912-13 about 14 
erores and 10 crores respectively of gold were actually tendered to Government 
out of the large imports in those years. It is reasonable to assume, therefore, 
that under the system proposed a fair amount of gold would be tendered to the 
Bank. It is assumed that there would have been no tenders in the months of 
May. 1924, to September, 1925, because it is unlikely that gold would be tendered 
by the public in any considerable quantity during the slack season, and during 
the busy season of 1924-26 the demand for gold up-country for industrial and 
other purposes unconnected with currency was so extraordinarily large that it is 
improbable that any appreciable amount would have been received by the Bank. 


5. Column 7 gives the holding of the Government of India securities. The 
iigure of 27 taken for October, 1923, is probably lower than the actual holding 
would have been and requires some explanation. From Columns 2 and 3 it will 
be seen that, in order to reduce the percentage in the banking department to 25 
from the figure at which it actually stood on that date, it would have been 

nAPftftsa.rv f.n AJinnAl 11^ rtf nrtfjao on/? 
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for the Bank to Iiave obtained other assets of an equivalent amount. It is 
assumed for the sake of simplicity that they would have obtained these assets 
by transferring 13 erores of Government of India securities from their note 
issue department to their banking department. In practice they would probablv 
not have reduced their holding of the Government of India securities in the 
n<^ issue department to so low a figure, but if they had not done so the onlv 
other option available would have been to lend out their money on the London 
market, as it may be assumed that they had lent as much money in India as thev 
co^d place. If therefore, the Government of India securities were taken at 
a higher figure th^ 27, the difference between 27 and the figure taken would have 
been held m sterling securities in the banking department. For the purpose of 

the prop<^d system, it is simpler to assume tC the 
d^rea^ m the Bank’s percentage of cash to liabilities would have been effectfS 
transfer of Government of India securities from the note issue dep^t^ 
ment to the banking department, as this gives a more accurate idea of the ai^unt 

^ to make from iX To iZdon 

in order to provide for expansion of the currency, 

6, Column 8 shows the amount of hundis or other 
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Government during this period is not of much value partly because the rate of 
exchange was fluctuating and Government during the first six months was 
regulating its remittances so as to allow the rate to rise gradually, and partly 
because there were actually no tenders of gold to Government. The actual 
remittances, however, were £40'8 millions. The average annual remittances for 
the five years 1909-10 to 1913-14 were £27 6 millions, while the average visible 
balance of trade for these years was 42‘2 crores. Considering that the visible 
balance of trade from 1st April, 1924, to 31st March, 1925, was about 61 crores, 
it seems likely that the Bank would have had no difficult}’' in making the amount 
of remittance required for meeting the sterling requirements of Government and 
for currency purposes. 

8. The figures in Columns 10 and 11 give an indication of the way in 
which the seasonal demand for currency could be met without unduly tightening 
money. At the end of November, 1923, with a metallic percentage of 50‘2 and a 
percentage of cash to liabilities of 25, the Bank would probably have taken steps 
to lessen the drain on its reserves and to put itself in a position to increase its 
note issue against securities, i.e., it would have raised the bank rate to 6 per 
cent. By the end of January, 19^, its percentage would have been getting near 
the limit of safety and it would probably have raised the bank rate to 7 per cent. 
By the end of March the demand for money and currency would have shown signs 
of falling off and the bank rate would probably have been reduced to 6 per cent, 
early in April. A further reduction to 5 |)er cent, would probably have been made 
alout the middle of June, and this rate would have continued till about the 
middle of December when a rise to 6 per cent, would have been necessary. It 
would have been unnecessary to raise the bank rate beyond 6 per cent, during the 
busy season of 1924-25, and this rate would probably have continued until about 
the middle of June when it would have been possible to make a reduction to 
5 per cent. A comparison of these movements in the bank rate with those which 
actually took plape indicates that the character of the seasons would have been 
clearly reflected in the movement of money rates without producing the extreme 
fluctuations which are unanimously cxindemned. 

9. The statement as a whole enables a rough test to be made of the adequacy 
of the reserve proposed to provide for all contingencies without involving an 
unnecessarily large metallic holding. The figures indicate that during a season 
of large crops and large exports the metallic percentage might drop to about 40, 
on account of the ordinary seasonal demand for currency. This appears to leave 
a suflSicient bnt not excessive margin for emergencies in view of the fact that if 
the Bank ever worked near 30 per cent, the encashment of a few notes would 
put it in danger of having to apply to Grovernment for the suspension of the law. 
Another contingency is the possibility of a large demand for remittance to 
England. This would probably arise in the slack season when it would probably 
be possible to meet it from the excess of the gold securities over the rupee 
securities. If such a demand suddenly arose in the busy season, it might be 
necessary to use a part of the gold reserve either by actual export or by obtaining 
a credit against it in London. Anyway with a reserve of gold and gold securities 
in excess of half the note issue, there seems to be little possibility of the system 
breaking down on account of a demand for remittance to England, and as a last 
resort the Bank could obtain a temporary credit in London. 
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APPENDIX 7. 

Memorandum on the Indian Currency System submitted by the Honourable 

Sir Basil Blackett, K.O.B., Finance Member of the Govemor-G-enerars 
Executive Council. 

1. The Currency of India, as of almost every other country in the world, was 
driven away from its moorings by the War, and, as in the case of the United} 
Kingdom till last April, it now consists of an inconvertible medium of circulation 
(the note convertible into the rupee and the rupee in essence an inconvertible note 
printed on silver) whose value both for internal and for external purposes has 
depended on the supply in relation to the demand, that is, has been the resultant 
of the three factors of world prices, internal trade conditions, and the Govern- 
ment’s policy in controlling the available supply. Of these three factors, the last 
has on the whole been the least important, though its importance has been 
continually increasing as conditions have become more normal and demand has 
overtaken supply. 

2. Eor these reasons the experience of the last few years has been to some 
extent abnormal. It contains very useful lessons for application to the future, but 
it is important to keep the abnormality in mind in any criticism of Indian 
Currency policy either before the War or since 1920. 

3. Tliere appear to me to be three main alternatives for consideration in 
deciding what the future currency system' and practice of India should be. The 
first is to go back definitely to the system as it was in essence in July, 1914, i.e., a 
Sterling Exchange Standard, while attempting to clarify the facts as to what 
that situation really was, to simplify the system, and to bring theory and practice 
fully into accord. The second is to adopt a real Gold Exchange Standard system 
on the general lines sketched out in the first part of the memorandum on " The 
transfer of the management of the paper currency to the Imperial Bank ”. The 
third alternative is to adopt a system on the lines of that proposed in the 
memorandum entitled “A Gold Standard for India ”. The three alternatives 
may therefore be shortly described as a Sterling Exchange Standard, a Gold 
Exchange Standard, and a Gold Standard. Whichever of the three systems is 
^opted, it is in my opinion possible in each case to transfer the right of note 
issue and the management of the paper currency to the Imperial Bank, and on 
many grounds, some of which will appear hereafter, I r^ard this as desirable in 
any case. 

4. Of the three alternatives the Sterling Exchange standard is considerably 
the most economical from the standpoint of General Revenues, and the Gold 
Standard the most expensive. The Gold Exchange Standard is not much less 
expensive, and may even be more expensive, if, as assumed in the memorandum 
quoted, it is combined with a gold currency in circulation side by side with the 
silver rupee, and there is, I think, very little to be said for this alternative unless 
it is regarded as a stepping stone to a Gold Standard system. It can hardly be 
regarded as a final solution, since 'it has to my mind few advantages not possessed 
by the Sterling Exchange Standard, and does not offer any prospect of getting 
rid of the unlimited legal tender character of the silver rupee, which is the real 
stumbling-block in the way of an ideal system. The Gold Standard system is 
expensive, and if it involves a large amount of gold in circulation, is not ideal. 
But this is the only alternative which points the way to an ideal solution. The 
expense of. this alternative can, I think, be justified, if it is likely to lead on 
fairly quickly to what I regard as the ideal system, an International Exchange 
Standard on the lines laid dbwn by the Genoa Conference of 1922, a ^stem such 
as England now has with a paper currency inconvertible for internal purposes 
but absolutely convertible into international currency on a gold basis for external 
purposes, or a system such as that of the United States of America has in practice 
become, where the paper currency is nominally convertible into gold coin but for 
practical purposes gold coin does not circulate internally to any important extent, 
me stability of the currency both for internal purposes and for external purposes 
being secured under such a system by the holding in the reserve of a considerable 
amount of gold and external gold securities, managed by a Central Bank in close 
collaboration with the Central Banks of other gold standard countries. 

I. — The Sterling Exchange Standard. 

6. It is, I think, possible to give India a very much improved Sterling 
Exchange Standard system as compared with that actually in operation in 1914, 
66696 _ ’ 
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overwhelming 

JItachm mc£ as overtook the Urld in 1914 the price ol silver bnllion is not 
So above 4:8d. per oz. (I assume for convenience throughout this 
memirandifm tLt the rupee will be fixed at 18^.). and (&) that sterling, havmg 
recovered its parity with gold, will remain the equivalent of gold in all but ^e 
mSt abnormal circumstances. It may weU be argued that any probable 
cintingeacy which would upset either or both of these postdates would upset the 
equiliwiuin of any Indian currency system that might be ^opted. The fact 
remains, however, that so long as the silver rupee retains its unlimited legal 
tender privileges and the difl&culties of recoining it with a smaller silver content, 
unless and until some other metallic coin is substituted, remain insuperable, a rise 
of the value of silver above 48d!. will smash any but a Gold Standard system in 

India. 

6. Accepting for the moment these two postulates, the improved system 
which I would suggest would be on the following lines : — 

(a) There would be no obligation to buy or sell gold for rupees and 
there would be no need to go to the heavy expense of keeping gold in the 
currency reserves, unless (which I assume would not be the case) India were 
required to keep some small reserve in gold as a condition of dependence 
on sterling, that is, of reliance upon the action of the currency authorities 
of Great Britain to maintain sterling at par with gold. 

(&) The right of note issue and the duty of managing the paper 
currency would be transferred to the Imperial Bank of India. 

(c) The Gold Standard Reserve and the Paper Currency Reserve would 
be amalgamated and reconstituted by statute as a single currency reserve. 

(d) The Imperial Bank will be required by statute to sell rupees for 
sterling without limit at I 5 . 6-^d. and sell sterling for rupees at Is. 5 

7. One of the great objections to the Indian Currency system as operated in 
1914 was that it was extraordinarily complicated and not easily intelligible even 
to the expert, and, so far as the Gold Standard Reserve was concerned, there was 
not only no statutory enactment defining its constitution, purposes or uses, but 
there was not even any recognised body of doctrine on these points. It seems to 
me that it is essential, if the old system is to be retained, (1) to recognise and 
state clearly that it is a Sterling Exchange Standard system, (2) to get rid of the 
cumbrous duplication of reserves, and (3) to realise that in essence the problems 
raised by the existence of the silver rupee with unlimited legal tender character 
are rather those associated with a note issue than those associated with a metallic 
currency, and to approach these problems from the standpoint that the silver 
rupee is essentially a note printed on silver rather than a token coin. 

■ the 

^ 

new reserve must provide (J for existing reserves. 


this 
into silver 


new reserve must provide (a) for the convertibility^ o? rese 

rupees in the rese^^P^ nrt^o ^ and^m^^rTi u (including the silver 
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it be necessary to provide special cover for the whole of the nominal value of each 
rupee. 

Any proposal as to the amount of cover required must be arbitrary. My 
suggestion is that the new currency reserve should contain («) full cover for all 
outstanding paper notes, (&) an additional 60 crores to cover rupees now in 
circulation, (c) further cover to the extent of 26 per cent, for all additional silver 
rupees hereafter coined and issued (exception being made foi‘ new rupees coined 
to replace worn coins withdrawn), i.e., 1 rupee of cover for every 4 rupees added 
to the circulation. If rupees were withdrawn from circulation and melted down 
as redundant one rupee of cover would be released for every four rupees melted 
down. 

10 . Taking the figures of September 30th, 1926, the amount of paper 
currency then outstanding was 189^ crores. The new currency reserve would 
therefore at that date have required to contain assets of the value of 239^ crores. 
How should this reserve be constituted ? 

11. It must in the first place contain some silver rupees to provide for the 
convertibility of the paper note into rupees. But the amount of such rupees should 
be reasonably limited if the reserve is to be strong enough to perform its other 
functions. My suggestion would be that normally the silver rupees in the reserve 
should not be allowed to exceed 60 crores and that it should be laid down that in 
no circumstances should the rupees so held exceed one-third of the total liabilities. 
There would seem to be no need to prescribe a minimum for the rupees to be held, 
as the Bank would be bound by statute to give rupees for notes and would see to it 
that it was not caught short. Equally the Bank would have to guard itself against 
the risks of rupees becbming so redundant as to exceed the maximum of one-third 
of the assets of the reserve. The amount of rupee securities might be limited to 
a maximum of 80 crores or 40 per cent, of the liabilities, whichever is less, and it 
might further be laid down that of the rupee securities not more than 60 crores 
should be Government of India securities and the balance but not more than 20 
crores should be held in the form of self-liquidating short-term rupee securities. 
Tht‘ remainder of the currency reserve would be held in the form of sterling 
securities, the exact forms to be defined but not limited to British Government 
securities. 

12 . The assets of the two reserves as at 30th September, 1926, consisted of : — 

901 

Gold ... 29-7 

Government of India rupee securities ... ... ... 57-1 

Sterling securities ... ... 80 

Total 256-9 

Being a surplus of ... ... ... . . ... 07-4 

Over the amount of currency notes outstanding which 

189-5 

An extra 50 crores of assets are required to balance the liabilities of the new 
cu^ency reserve as suggested by me. The surplus in the existing reserves is 
sufficient to provide this extra 50 crores and still leave a free balance of about 
18 crores. 

13. It would be tempting to apply this 18 crores to reduction of India’s 
steiiing debt, but in order to start the new scheme with an extra margin of safety 
I would suggest that it should be used temporarily to relieve the new currency 
reserve of some of the surplus rupees. It might, for example, be arranged that the 
Government of India would take over 18 crores of these surplus silver rupees. 
The Government would then either hold the rupees in stock pending such time as 
a demand arose for new coinage, or hold a part in stock and sell a part as 
bullion. The question whether it would be better to hold or to sell need not be 
examined here. 

14. Supposing this exchange to be arranged, the new currency reserve would 
start ite career as follows, it being further assumed that the 29-7 crores of sold 
would be converted into sterling securities : — 

Notes in circulation ... ... 189-5 

Special rupee liability 50 


239-6 
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Assets — 

Silver ... ... ... ... ... ... ... 72’7 

GovernmeDt of India rupee securities ... ... ... 57' 1 

Sterling securities ... ... ... ... ... 109-7 


2395 


It ivould be desirable to lay it down as a further temporary rule for guidance 
of the Imperial Bank that until the silver rupees in the reserve fell below 50 orores, 
additions to the invested portion of the reserve should not take the form of rupee 
securities. After that the Bank might increase the rupee securities at its discre- 
tion within the proposed statutory limits. For simplicity’s sake it might be desir- 
able to convert the Government of India rupee securities into a non-interest bear- 
ing book-debt. 

15. It seems to me that a scheme of this kind would go far, subject to the 
postulates mentioned above, to give India a sound currency system, reasonably 
secure against all but abnormal shocks, reasonably intelligible even to the un- 
initiated, and managed with the minimum of Government control or interference 
on business lines by the Imperial Bank acting as the Central or State Bank of 
India. The plm has the advantage of amalgamating the banking and currency 
reserves of India and eliminating all Government intervention in the sphere of 
currency and exchange regulation. The Bank ought, I think, to be able and will- 
ing to undertake all the obligations proposed to be imposed on it. Arrangements 
would have to be made on the lines proposed in the memorandum regarding Trans- 
fer of Management of the Paper Currency to the Imperial Bank for the supply 
of the funds required by the_ Government of India in London and for the annual 
payment by the Bank of a suitable sum in respect of the profits of note issue. The 
only functions remaining to the Government beyond general control would be those 
of issumg new rupees in exchange for worn coin, and issuing additional rupees 
to the Ba^ as required. New rupees would be given in exchange for worn coin 
at face value without other conditions. Additional rupees would be issued by the 
Government to the Bank at face value, the Government taking the seigno^aue 
but would be further provided that out of such seignorage, or if this were 
msimeient out of revenue balances, the Government should pay to the Bank to be 
credited to the currency reserve one rupee for every four additional rupees so 
issued. This latter condition would apply only when the time came for additional 
linage, and need not apply to additional rupees issued out of the special stock of 

18 CTores of silver rupees in the hands of the Government at the start of the new 
system. 


16. One great attraction of this plan is that it not only involves no additional 
nditure from general revsniiAo W / no aaauionai 
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the Sterling Exchange Standard and the Gold Standard, and, if the choice is in 
favour of the latter, I should prefer to advance to it at once, and believe that it 
can be introduced without further hesitation, if a reasonable transition period is 
allowed, and if India is prepared to face the extra cost involved. 

III. — The Gold Standard. 

18. My personal view is that the cost involved in an immediate advance to 
the Gold Standard is worth incurring on two conditions. The first is that the 
extent of that cost is fully realised in advance and the decision that it is worth 
facing is arrived at with reasonable unanimity by the Government and people of 
India, and the Government are not put in the position of appearing to force India 
to incur the charge without due consideration of such public opinion as exists on 
so technical a subject. The second condition is that the problems of disposing 
satisfactorily of a large surplus of silver bullion and of satisfying a large extra 
demand fob gold, though a temporary one only, will not raise insuperable difficul- 
ties in relation to the world’s gold and silver markets. 

19. What then is the cost of introducing a gold standard in India ? In the 
memorandum entitled “ A Gold Standard for India ” the conclusion is reached 
that, on the necessarily hypothetical assumptions there stated, the scheme involves 
the possibility of a recurring cost of about Rs. 165 lakhs a year during the first 
five years and about Rs. 112 lakhs a year thereafter. 

20. It is, however, important to stress the fact that these figures represent 
maxima. The assumptions throughout have been deliberately made to ebr on the 
side of safety. There are reasons for thinking that the actual charges would bo 
considerably less, and there are various possible methods, some of which are men- 
tioned or indicated in the memorandum, of reducing the liabilities. 

21. In the first place, I incline to the view that 200 crores of silver rupees is 
an over-estimate of the amount which it is at all probable that we shall have to 
convert into gold. If the figure turned out to be 150 crores, this fact alone would 
reduce the loss on sale of rupees by 25 crores and make a corresponding reduction 
in the aimual charges. Unfobtunately, however, there seem to be absolutely no 
reliable data on which to arrive at a satisfactory guess in the case of this vital 
figure. 

22. In the second place, the proposal to reintroduce the import duty of 4 as. 
per oz. on silver bullion (with no corresponding rebate) seems to .me to be a very 
reasonable one, and if adopted it would reduce the capital cost by 20 crores on 
the basis that 200 crores of rupees will have to be exchanged into gold, or 15 crores 
if the amount is 150 crores. It may further be observed that an average price of 
'2^d. per oz. for silver is to all app^rance a very safe figure in view of the present 
level of world prices for commodities generally if it be assumed that the extra gold 
required can be obtained without causing any considerable appreciation of gold. 

23. A third avenue for reducing the cost is ofEered by a reconsideration of 
the proportions proposed to be adopted for the new currency reserve. The figures 
in the memorandum were intended to be illustrative in the main, and it will be 
ac^owledged that they are, in comparison with other countries, exceptionally 
stringent. I have been reconsidering these proportions and the composition of 
the proposed reserve in general since the memorandum was written, and am now 
inclined to suggest a different set of rules for the reserve, which are less stringent, 
and are also arrived at by a different method of approach. I suggest that the 
rules for the new reserve should require: — 

{a) a fixed minimum of 40 crores of gold coin or bullion ; 

(b) a fixed investment of 90 crores in Government of India rupee 
securities, which might conveniently take the form of a non-interest bearing 
book-debt ; 

(c) a further investment not exceeding 20 crores in other rupee securi- 
ties which might be either Government of India securities or rapee paper 
of a self-liquidating character ; 

{d) the balance of the reserve ‘to be held either 'in gold coin or bullion 
or in sterling or other gold securities. 

The Bank might further be permitted to increase (<?) and reduce («) within cer- 
tain limits on payment of a graduated' tax. 
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24. There are, I think, some advantages in basing the figures for a reserve 
of this nature on fixed amounts rather than on proportions. The rules outlined 
above give considerably more elasticity to the authorities controlling the reserve 
to vary the constituents according to requirements, v?ithout endangering the full 
convertibility of the exchange value of the currency. 

25. The final constitution of the reserve on this basis (assuming as before a 
note circulation of 189-5 crores) would be as follows : — 

Crores. 


Qold not less than ... ... ... ^.. 40 

Government of India Book Debt ... ... ... 90 

Other rupee securities, not more than ... ... 20 

Sterling and other gold securities (if other figures as 

above) ... ... ... ... ... ... 39-5 


189-5 


The gold and gold securities would amount to at least 79-5 crores or approximately 
42 per cent, of the liabilities, but would probably be rather higher, as the other 
rupee securities would not normally amount to 20 crores. If nothing were held in 
other rupee securities at the outset and the 20 crores divided in the proportion of 
one to three between gold and gold securities, the figures would be : — 



Crores. 

Gold 

45 

Government of India Book Debt 

90 

Other rupee securities 

nil 

Sterling and other gold securities 

54-5 


189-5 

Gold alone would compose 23-75 per cent, of the cover, while gold and sold securi- 
ties would comprise 52-60 per. cent. 

26. The interest on the Government of India securities now in the reserve 
and the interest, if any, on the proposed book debt do not enter into the question 
of the cost of the change to the Government. That cost is represented by the loss 
? iiwolved in keeping rather more gold and rather less earning assets 

(other than Government of India securities). The existing reserves contain 
apart from silver and Government of India securities: — 

n 1 j Crores. 

Gold ... ... ... ... . _ 29-7 

Sterling securities ... ... ... ... qq 

only the minimum of 40 crores of gold, the earu- 
mg assets will be 69-5 crores, and the annual cost when the transition is complete 
will be the interest on 8^59-5=20-5 crores. If the gold held amounts to 45 

STcr?ms“'°'That irto'^Lv®®?? i“^^^erest will be lost on 

lit ^ loss will be from about 61 i to about 

lai^s a year. The reduction of cost as compared with Mr. Denning’s figure- is due 
to the holding under my scheme of rather less gold and rather mor^icurities 

^mmldVv^Mr SeSiln^^ general revenues would be the same 

five yJart ^ Denning, an average of 165 lakhs during the first 

falli?the^OTe^?^priTOo^SvOTMw^6?®®^d1f th Protection against a 
price not less than 2id. is realised would ^^® ^-^^^^ption of an average 

sition period by something lih-A 40 lakhs a vear aud^^ during the tran- 
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29. My conclusion is that it is reasonable to hope that the ultimate charge 
to annual revenues as the result of introducing the Gold Standard would be negli- 
giWe, though jwe must be prepared to face a charge up to a maximum of two- 
thirds of a crore a year. 

To make the comparison complete, we must set against this the reduction in 
annual charges obtainable from the definite adoption of a Sterling Exchange 
Standard {vide paragraph 16 ). 

30. It remains to consider the second question. Can the transition be 
effected without such a disturbance in the gold and silver markets of the world as 
will threaten or destroy the utility of gold as a standard of value 1 If the effect 
of a decision to attempt the change to gold in India is going to be to upset the gold 
standard in the United States of America or in Europe, India has clearly 
nothing to gain by making the attempt. Even if the change is likely to cause an 
appreciation of gold by as much as, say, 25 per cent., India must hesitate before 
1 ‘isking such an upset in her own internal prices, as would accompany a fall by 
25 per cent, of world prices. I do not feel competent to pronounce any decided 
view on this essential point. 


APPENDIX 8. 

Note on the Profit obtained by G-ovemment on the Note-issue, submitted by 
Mr. H. Denning, Controller of the Currency. 

Nos. 62 and 62 a of the Einance and Revenue Accounts of the Government 
of India give details of the receipts and charges of the Currency Department and 
the net jprofit for the year. These accounts, however, do not accurately represent 
the profit obtained from the note-issue, because certain items of revenue are 
included which are derived from other sources and certain items of expenditure 
are included which are incurred for purposes other than the administration of 
the note-issue, while the accounts do not include any charge on account of rent 
of buildings. Moreover, the accounts are not very clear because sterling charges 
are shown separately converted into rupees at £l=Iis. 10, a separate item being 
included to ^ow the exchange on the same. The annexed statement (Appendix) 
shows for the last four years the receipts and expenditure properly chargeable 
to the administration of the note-issue in rupees, sterling expenditure being 
converted into rupees at the average rate of excmnge for the month in which the 
expenditure was incurred. 

2. The following are the important variations from the accounts of the 
Currency Department given in the Finance and Revenue Accounts : — 

{a) The item “ Premium on bills ” appearing on the receipt side 
in the Finance and Revenue Accoxmts has been omitted, as it does not 
arise from the administration of the note-issue. 

(&) The Controller of the Currency and the Deputy-Controllers of 
the Currency have other functions besides the supervision of the adminis- 
tration of the note-issue, e.g., the administration of the public debt and 
the arrangements for keeping treasuries and sub-treasuries in funds. Half 
the cost of the offices of the Controller of the Currency and the Deputy- 
Controllers of the Currency has been allotted to the administration of the 
note-issue, the other half plus the rent of buildings occupied by these 
offices being assumed to be the cost of other work performed by them. 

(c) Charges for remittances of treasure on the expenditure side have 
been omitted. It has been suggested in another memorandum that the 
Imperial Bank of India should, if it takes over charge of the note-issue, 
also be responsible for the distribution of coin and notes to the branches 
of the Bank and to treasuries, and that it should bear the cost of remittance 
to its branches. Such an arrangement, however, is not a necessary 
corollary to the control of the note-issue by the Imperial Bank, anS 
although these charges would have to be taken into account in considering 
the general arrangements between the Bank and Government, it seems 
undesirable to take any account of them in considering the profit of 
the note-issue. 

(d) The item of Rs. 4| lakhs for rent of currency offices on the expendi- 
ture side of the accounts is an estimate based largely on the estimates that 
have recently been framed for constructing new currency offices. 

3. The expenditure of the currency offices includes charges incurred in 
connection with coin. As the Imperial Bank would have to take over the work 
in connection with coin at pre^nt performed by currency offices, no attempt 
has been made to make a deduction from charges on this account. 
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4 The important variations from year to year are explained below ; — 

(а) Interest on securities held in the Pa'per Currency Reserve %n 
The large decrease in this item in the years 1922-23 and 1923-24 

was due mainly to the reduction of ad hoc treasury bills held in the 
reserve, while the smaller decrease in 1924-25 was due to the reduction in 
the rate of discount on these treasury billa 

(б) Interest on loans to the Imperial Bank ayainst internal hills of 
exchange. — This item represents the revenue obtained from the issue of 
additional seasonal currency referred to in the memorandum giving the 
history of the Indian Currency system. As it is customary for the Bank 
to pay interest when the loans are repaid, the amount of 37 27 lakhs for 
the year 1924-25 is the total amount paid by the Imperial Bank on account 
of loans taken during the busy season of 1923-24. 

(c) Discount of British treasury hills held in Paper Currency 
Reserve. — The large decrease under this head in 1922-23 was due partly 
to the fall in the rate of discount and partly to the decrease in the amount 
of bills held in the reserve. The large incsrease in 1924-25 was due to the 
increase in the amiount of bills held in the reserve. 

{d) Expenditure in England — Stores, &C. — The large decrease under 
this head in the year 1924-25 is due mainly to smaller expenditure on 
note-forms, owing partly to the discontinuance of the issue of one-rupee 
notes and partly to the reduction in stocks of note-forms of other 
denominations. 

Appendix. 

{In thousands of rupees'). 


RECEIPTS. 

Interest on securities held in the Paper 
Currency Reserve in India. 

Interest on loans to Imperial Bank against 
Internal Bills of Exchange. 

Value of old currency notes assumed to be 
no longer in circulation. 

Value of unclaimed currency notes 

Miscellaneous ... ... ... 

Discount on British Treasury Bills held in 
the Paper Currency Reserve. 


Deduct — Rofunds including refunds of 
value of old currency notes. 

Total receipts 


EXPENDITURE. 

Half the cost of the offices of the Controller 
and Deputy Controller of the Currency. 
Ourrenoy offices — 

Pay of Officers 

Pay of Establishment 

Allowances, Honoraria, &c. 

Supplies and Services 

Oontingeneies . 4 . 

Iabs on note and specie remittances 

Pfflnsions and Gratuities 

Value of stationery supplied 
Value of printing executed by Government 


Repairs of buildings and other Public 
Works charges. 

Rent of Currency offices 

Expenditure in England— Stores fcost of 
note-forms, &e.). 

Other items 

Total expenditure 
Net profit 


1921-22. 

1922-23. 

1923>-24. 

1924r-25. 

3,58,17 

3,07,80 

2,69,53 

2,46,95 

... 

2,10 

1,36 

37,27 

46 

35 

27 

34 

1,57 

1,18 

1,46 

96 

4 

5 

15 

12 

61,63 

23,00 

21,54 

70,99 

4,21,87 

3,34,48 

2.94,31 

. 3,56,63 

61 

76 

73 

68 

4,21,26 

3,33,72 

2,93,58 

3,56,05 

2,27 

2,06 

1,90 

3 ,88 

1,50 

1,46 

1,62 

1,55 

10,15 

10,81 

11,17 

11,65 

1,16 

1,03 

96 

88 

98 

79 

33 

19 

1,44 

1,36 

1,55 

1,17 

9 

... 

1,36 

2 

36 . 

36 

42 

(a) 42 

12 

8 

6 

(a) 6 

52 

43 

40 

(a) 40 

2,69 

95 

50 

(a) 50 

4,50 

4,50 

4,50 

4,50 

62,78 

58,89 

53,29 

29,76 

13 

69 

71 

47 

88,69 

83,41 

78.77 

53,45 

332,57 

2,50,31 

2,14,81 

3,02,60 


(a.) Previous years’ figures have been repeated as actuals of 1924-25 are not yet available. 
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APPENDIX 9. 


Note on tke Amount of Rupees Outstanding, submitted by Mr. A. C. McWatters, 
C.I.E., I.C.S., Secretary to the G-overnment of India, Finance Department. 

The only method of calculating the amount of rupees in the hands of the 
public which has been continuously prepared by the Government or, so far as is 
known, by any other body in India is that known as the rupee census method. 
This method is fully described by Mr. Findlay Shirras on pages 102-168 and in 
Appendix II of his book “ Indian Finance and Banking. " The rupee census 
is based on the scrutiny of 10,000 rupees selected at random in the first week of 
May of each year at each treasury and currency office in India and the figures 
are published each year in the Report of the Controller of the Currency. As 
there are upwards of 300 treasuries and 7 currency offices, the amount of rupees 
under scrutiny in each year is approximately one-third of a crore. The rupee 
census method of calculating the rupee circulation admittedly makes a number 
of assumptions : — 

(1) That the percentages in the rupee census tables are estimates of 
the percentages of the several years’ issues to the total stock of rupees 
in circulation; 

(2) that the coinage of any year is completely in circulation in the 
year in which the maximum percentage is attained; and 

(3) that there is a certain rate of wastage. 

In the later developments of this method the procedure described in detail 
by Mr. Finlay Shirras is intended to reduce the element of error involved in this 
last assumption. 


2. The figures arrived at by this method in recent 
follows : — 


years have been as 
Croren. 


1919 

. , . 

. • . 

. . • 

. . . 

• . . 

. • . 

228 

1920 

. . . 

. . . 

... 

... 

• • • 

. . . 

260 

1921 

. . . 

• • • 

» • . 

• . • 

• . . 

. • . 

233 

1922 

• • * 

. . . 

. . . 

• • • 

. . . 

• • . 

247 

1923 

. . . 

, . . 

» . . 

» . . 

... 

• * * 

244 

1924 


< . • 

• • » 

> * • 

• • • 

... 

234 


There has been no new rupee coinage in 1924 or 1925. 


3. In order to arrive at the total amount of rupees outstanding, including 
the silver held by Government, it is necessary to add to this figure the amount 
of silver coin and bullion in the hands of Government. On the 22nd of November, 
1926, the amount of coin held in the Reserve was 81,10 lakhs and the amount of 
bullion 7,13 lakhs, making a total of 88| crores. According to this method of 
calculation, the amount of rupees outstanding, including Government silver, 
would be not more than, say, 3^ crores in round figures. 

4. In view of the assumptions made by this method it is desirable to apply, 
if possible, some further check. An attempt is made below to apply a check 
based on the total coinage of rupees from 1835 making deductions for such 
amounts as are known or can reasonably be assumed to have disappeared. The 
total coinage of rupees from 1835 to date is 647^ crores whicli includes 8| crores 
coined for Indian States. The latter coins, although marked with the designa- 
tions of the States, are current in British India. 

Coins are withdrawn from circulation under standing orders and melted 
down for recoinage when they fall below certain limits of weight or are defaced. 
All treasuries in India remit such coins to the mints when they are used for 
recoinage. The total amount of recoinage since 1835 exceeds 90 crores. This 
recoinage includes a certain quantity of half -rupees, but we may safely take a 
round fi^re of 85 crores as a legitimate deduction. 

The second deduction that can be made is on account of the rupees of 1835, 
1840 and 1911 which have been withdrawn from circulation. The issue of 1911, 
it may be mentioned, was withdrawn owing to a defect in the design. The other 
issues were withdrawn about 1900 and 1904, respectively, after having been in 



74 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE ; 


circulation, lor more than 60 years. The total amounts of these three issues 
which have been with^awn since 1900 and 1904 are : — 

lakhs. 


1835 issue 

■ * * • • * • • 

4,06 

1840 „ 

• • * ■ • • 

35,38 

1911 „ 

... 

43 


Total 

49,86 

The original amount of these 

issues was : — 

lakhs. 

1835 

m • m >.. • 

16,40 

1840 

• •• ««) ••• 

... 1,07,83 

1911 

... 

94 


Total 

... 1,25,17 


Coins of these three issues are hardly ever seen in circulation and no large 
quantity of them is likely to be retained in hoards. They must have been largely 
melted down, or had disappeared in other ways, before the orders for withdrawal 
were issued. This is practically proved by the statistics of withdrawals for the 
last five years which have been as follows ; — 


1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 


(In thousands of Rs.) 


1835. 

1840. 

1911. 

2,56 

30,78 

9 

2,59 

29,61 

10 

2,81 

31,36 

12 

2,77 

28,99 

8 

2,33 

25,20 

5 


Average 


2,60 29,13 9 


That is to say, out of an original coinage of 125 crores, less than 32 lakhs 
a year are now being received and withdrawn. 

would be legitimate to assume that no more than 5 crores of these issues 
Wo 1 ^^-^ be redeeined and it would follow that 120 crores of these issues 
have been disposed of. In view of the fact, however, that the rupees of these 

VrcmrTa employed for recoinage, we are entitle/ to take 

folrSiSt tn .The deductions which can be made there- 

lore amount to 85 plus 70 crores, leaving 492| crores unaccounted for. 

6. This figure of 492 crores makes no allowance for the melting down or 
^sappearance in other ways of any of the coinages since 1862. It is well known 
that rupees are l^gely melted down for ornaments and there is also a continuous 

disappeared, it seems hardly reason- 

to time oniy^^Mufr^^:^r these have been coined from time 

unlimited l4al teSler ^ although half -rupees are 

ao« th^ would to L 

a« the eWhere augges^ 

It the rupee became limited legal ten£ aPowa be required in oirotdation 
of the population. There ar^a few ^ rupees per head 

State currency still circulates • ae-aiust Hyderabad) where Indian 

the rupee is the currency in use i/celToTf^r^’ W be set the fact that 

m some of the areas beyond the land ?rontiers'^o?¥nMa!^'^^^^^®’ circulates 

hoards. The'^uS'^o/thS term^alL^s^nlS^ f amount of rupees retained in 

tbe natural instinct ota^fp^p?^ 
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some store of cash as a reserve against a rainy day instead of placing it in a 
bank or investing their money. Such hoards may be called temporary hoards and 
certainly the greater number, if not the greater part, of the hoards of India 
consist of relatively small sums (from Rs. 15 to Rs. 1,000) set aside in this manner. 
The practice of retaining small hoards of this kind would probably not altogether 
cease even if the rupee were made limited legal tender. 


APPENDIX 10. 

Note on Reverse Councils and Currency Contraction, submitted by 
Mr. H. Denning, I.C.S., Controller of the Currency. 

The following is the information asked for by the Currency Commission 
T’egarding the action taken by Government to contract the currency on the various 
occasions on which Reverse councils have been sold. 

(1) In 1907-8 and 1908-9 the total sales of Reverse councils were £8,058,000. 
All the sterling paid in London was debited to the Gold Standard Reserve and 
rupees were transferred in India to the Gold Standard Reserve simultaneously 
with the sterling debits to the Gold Standard Reserve in London. The currency, 
therefore, was contracted to the full extent of the sales of Reverse councils. 

(2) In 1909-10 the sale of Reverse councils amounted to £156,000. Payment 
was made from the Secretary of State’s treasury balance and the amount received 
in India from the sale of the bills was credited to the treasury balance in India. 
There was, therefore, no contraction of the currency. 

(3) In 1914-15 the sales of Reverse councils between August 1914 and 
January 1915 amounted to £8,707,000. When the sales were started it was 
arranged that transfers of gold should be made in India to the Gold Standard 
Iteserve either from the treasury balance or from the Paper Currency Reserve 
simultaneously with the payments from the Gold Standard Reserve in London. 
Transfers to the full amount of £8,707,000 were actually made in accordance 
with this arrangement. From the beginning of October, however. Government 
took loans in gold from the Gold Standard Reserve in India and the amount of 
the loans taken between the beginning of October and the end of December was 
£8 millions. The net effect of the two sets of transactions, therefore, was that the 
currency was contracted by 105 lakhs only as against the sale of Reverse councils 
of the amount of £8,707,000. The reasons for borrowing from the Gold Standard 
Reserve were (to quote the communique issued at the time) ‘ ' to strengthen the 
Government balances in view of the special strain now placed upon them in various 
directions, and to avoid the necessity of reducing the amounts which Government 
has been able to keep with the Presidency Banks for the general assistance of 
trade.” The loan of £8 millions from the Gold Standard Reserve was repaid in 
the following instalments : — 

£1,000,000 in February, 1915. 

£345,687 in February, 1916. 

£2,654,313 in March, 1916. 

£500,000 in January, 1917. 

£2,000,000 in February, 1917. 

£1,500,000 in March, i9l7. 


£ 8 , 000,000 


(4) In 1915-6 Reverse councils of the amount of £4,893,000 were sold. Of 
this amount £4,668,000 was paid from the Secretary of State's treasury balance 
and the proceeds of the sale of the bills were credited in India to the* treasury 
balance. The remaining £225,000 were paid from the Gold Standard Reserve in 
England and gold of this amount was transferred from the Paper Currency 
Reserve in India to the Gold Standard Reserve. There was, therefore, a 
contraction of the currency of the amount of 34 lakhs only. 

(5) In 1918-9 Reverse Councils of the amount of £5,316,000 were sold. On 

this occasion the Secretary of State had a large treasury balance and was able to 
meet the payments on account of Reverse councils from this balance without 
drawing on the Gold Standard Reserve or the Paper Currency Reserve. The 
amounts obtained from the sale of the bills in India were credited to treasuiy and 
there was no contraction of the currency. ^ 
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/R^ Tn 1919-20 and 1920-1 the total amount of Reverse councils sold was 

JSo Thfento amount was in the tot plane met from the Secretary of 
i, 5 o,o*jai,uuu. xiiB cubiio Tirncppds OX the bills were credited to the 

State's ttf October 1920, however, the 
Ueusury a a^ ^ 650,000 from the Paper Currency Reserve in England 

becretary of Stated ^ould ha^ involved a contraction of the 

SrioS^I Ma to the Sint^E^ 68,73 lakhs if the Government of India had 
curren^ in -m . I^j^g the Paper Currency Reserve in India to the 

“-Lif nf^Rs 3405^akhs ^The net result of all these transactions was, therefore, 
oSren^ otracted by Es. 84,68 lakhs as against the sale of Reverse 

tnattne ^ £55 632000 from which Government realised Rs. 47,14 

fS’in Sdia \fe Currency was not contracted to the full extent of the amount 
reaKbv the sale of Roverse councils as it was feared that the money stringency 
whkh wSdhave resulted might have seriously dislocated business generally. 


APPENDIX 11. 

Statements prepared In India for the use of the Commission. 


(A.).—Siatement showing the Absorption and Return of Rupees and Notes in the Busy 
^ and Slack Seasons in each year from 1912-13 to 1924-25. 

(Jn lakhs of Rs.) 


Year. 

Busy Season. 

Slack g 

Season. 

Total. 


Rupees. 

Notes. 

Rupees. 

Notes. 

Rupees. 

Notes. 

1912-13 

32,42 

-2,31 

-21,20 

2,44 

11,22 

13 

1913-14 

32,20 

55 

-26,15 

1,87 

6,05 

2,42 

1914-15 

19,14 

—9,79 

-25,36 

6,72 

- 6,22 

-3,07 

1915-16 

29,66 

52 

-21,05 

7,96 

8,61 

8,48 

191^17 

49,27 

9,14 

-15,78 

8,70 

33,49 

17,84 

1917-18 

33,64 

-11,53 

-6,73 

27,33 

26,91 

15,80 

1918-19 

29,72 

26,82 

13,79 

25,48 

43,51 

52,30 

1919-20 

17,79 

3,63 

2,23 

19,62 

20,02 

23,25 

1920-21 

-7,44 

-2,56 

-18,13 

-4,57 

-25,57 

-7,13 

1921-22 

91 

-3,31 

-11,99 

11,91 

-11,08 

8,60 

1922-23 

4,57 

-7,30 

• -14,19 

7,24 

- 9,62 

-6 

1923-24 

22,44 

1,56 

-15,05 

9,58 

7,39 

11,14 

1924-25 

13,41 

-5,98 

-9,76 

3,47 

3,65 

-2,51 


(— ) Indicates return. 

Note. — ^F or 1912-13 to 1916-17, see para. 22 of the Beport of the Controller of the Currency 
for 1916-17. 

For 1917-18 to 1924-25 (Busy season taken to bo November to May, and Slack season 
June to October). 


(B.) Absorption of sovereigns from 1909—10 onwards, showing separately absorption 
after passing through Government treasuries and Currency offices and direct 
absorption without passing through Government. 


Year. 


1909- 10 

1910- 11 

1911- 12 

1912- ia 

1913- 14 

1914- 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 
19X9-20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 


{In thousands of £). 


Absorption after passing 
through Government 
treasuries and Currency 
Offices. 

Direct absorption wifji- 
out passing through 
Government. 

1 

772 

2,102 

7,187 

914 

7,600 

1,289 

10,245 

856 

10,843 

1,231 

4,990 

632 

- 264 

456 

917 

1,200 

7,758 

1,748 

3,475 


-2,215 

— 

- 6,054 

3,136 

- 2 

1,858 

2 

6,288 

— 

4,493 


9,912 


Total. 


2,874 

8,101 

8,889 

11,101 

12,074 

5,622 

192 

2,117 

9,506 

3,475 

- 2,215 

- 2,918 
1,856 
6,290 
4,493 
9,912 
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(^•) (due of Net Imports of Gold and Silver on Government Account from 

1909-10 to 1924-25. 


(/n lakhs of rupees f) 


Year, 

Gold. 

Silver, 

1 . Total. 

1 

1900-10 

1 

8 

< 9 

1910-11 



6 

0 

1911-12 

—1 

5 

4 

1912-13 

-3,58 

10,62 

i 7,04 

1913-14 



6,79 

0,79 

1914r-15 

-tSl 

-1,14 

—1,95 

1915-16 

4 

-75 

1 — 

1916-17 

-4 1 

22,13 

1 22,09 

1917-18 

5,24 1 

1 18,36 

j 23,60 

1918-19 ’ 

-3,08 

! -66,90 

I 63,82 

1919-20 

31,29 

29,66 

1 00,95 

1920-21 

10,99 

—1 

! 10,98 

1921-22 

-7 

15 

1 8 

1922-23 

1 

IS 

1 19 

1923-24 



31 

1 31 

1924-25 (for 11 months only) 

1 

~ 1 

2 

! 2 

i 


(— ) indicates return. 


(D -) — Table shoicing percentage in certain years borne to India's total trade by trade 
with the British Empire and with the United Kingdom respectively. 

Buitish Empire (including United Kingdom). 



1900-01. 

1905-06. 

1909-10. ! 

1914r-15. 

1919-20. 

1923-24. 

Exports from India * ... 

42% 

32% 

33% 

40% 

37% 

33% 

Imports to India ... ... 

67% 

69% 

64% 

69% 

54% 

60% 

1 


United Kingdom ondy. 




Exports from India 

30% 

25 % 

26% 

1 1 
' 31% 1 

30% 

25% 

Imports to India 

64% 

67% 

62% 

67% 1 

50% 

58% 

N.B, 

. — The years have been selected at random. 




(E.) Statement showing the imports into India of Silver in tine ounces during the 
five years ending with 1913-14 and during the last three years. 

(OOO’s omitted.) 


Years 

1909-10. 

1910-11. 

1911-12. j 

1912-13. 

1913-14. 

1922-23. 

1923-24. 

1924-25. 


Fine Ounces. 

Fine Ounces. 

Government 

Account 

Private 

Account ! 

289 

69,550 

238 

63,840 

168 

64,932 

1 

51,853 

47,298 

32,768 

41,079 

1 

787 1 

88,475 

i 

1,106 

98,643 

70 

1,13,084 

TOTAIi ... 

69,839 

64,078 

65,100 

99,151 

73,847 

89,262 

99,749 

1,13,154 
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APPENDIX 12. 

Statement of evidence submitted by Dr. Fraphullachandra Basu, M.A., 
B.L., Ph.D.(Econ.), Vice-Principal, Holkar College, Indore. C.I. 

The relevant points on which discussion should centre in connection with 
ln<lian currency at the present time seem to me to be the following : — 

I. What are the effects of the variation of the rate of exchange upon 
the trade and production of India. 

II. Whether the Gold Exchange Standard should be retained for 
India or whether India should take steps towards having gold or silver 
currency. 

Ill What steps are necessary in order to improve the present 
machinery of Indian exchange if the gold exchange standard be retained. 

IV. In terms of what should the Indian currency be fixed in foreign 
exchange. Whether it should be so fixed now. 

V. Suggestions to the Commission. 

I shall deal with each of the above items separately. 


I. — ^Effects of Variation in the Rate of Exchange. 

The effects of a variation in the rate of exchange upon the trade and 
production of a country should be considered under two heads, viz., (1) Temporarv 
and (2) Permanent. ' ^ ’ 


(1) Temporary Effects. 

India the rate of foreign exchange is quoted in terms of sterling, that is, 
the forei^ currency. Thus if there is a rise in the rate, it means that the home 
currency has appreciated. This will have adverse effects upon the exporter, for 
ne nnds that he has to surrender more in terms of the foreign currency of the 
countr}- where he has sold his goods than he used to do before. Thus the amount 
in rupeM for the same quantity of the goods at the same price in the foreign 

lie can offer less to those from whcmi 
StiSLc commodity, which is offered to its 

<^li® i^ate first affects the export trade and then 
t£?Snt^.^^® <^li® goods which are subject to the export trade of- 

other hand, a rise in the rate helps the importer. He finds that in 
thfcoumiy“ 800 d. „nd thereby 


Jrermanent Effects, 

below 30^s counts* a fall in would affect the price of those of 

home-made sugar but also of gur. ^Eurthef^^tW? flu^n^fh^® 
articles will lead to a svmnathetip fail 4 ^ ® prices of so many 

directly subjects of trade Snob a other articles which are not 

Jrill neceaBahly pednoe t^oit of articles 

herewiUMutrilisetheXS^f Irfi expo^ articles. Every fall 

!>and, a fall in the pri™^ the ®'P9rts. On the other 

advantages from a rise in the rate ^As the neutralise, the importer’s 

in the rate of exchange the chance of thp same, viz., the 

of exports is the greatest.^ neutralising those 

IS allowed for the internal prices sufficient time 

of exchange, the latter h£ Sfeffi u^r/biT ^ the variation in the rate 
country. As I believe that there is effeS comt.I?f® production in the 

like Z?/ “ ““t ™iy“£4“avfn'ta a'SS?^ 
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Thus the disturbing effect is due not to a rise or fall in the rate of exchange 
but to the rising or falling rate of exchange. Hence if once the rate is stabilised 
at any one point — :the exact point is not of very great importance — the trade and 
production of the country would remain practically unaffected. This is especially 
so in a country like India where mass production with heavy and costlj’" 
s])ecialised plants is not yet very widely spread. 

II. — The Gold Exchange Standaed. 

Here I propose to deal with the gold exchange standard not only as it is in 
India but as it might be for any other country in the world. 

(1) General Princifles. 

The fundamental principle of the gold exchange standard is that the home 
currency is different from the medium of international payment. But the 
relative value of the two is permanently fixed in terms of each other. It is evident 
that if this be secui’ed, all the advantages of a gold currency will accrue, for the 
main object of introducing gold as the currency is to be assured, in times of need, 
of the adequate supply of a metal which is universally accepted in the settlement 
of outstanding debts. The working of the system is not very complicated. A 
gold reserve is built up to ensure that the international currency will be available 
when required by the demands of external trade. This may be distributed 
amongst different centres of the world according to the needs of the country for 
foreign remittances. Bills will be drawn by the Government of the country either 
on itself and sold abroad, or on its foreign gold reserve and sold at home. The 
amount of such bills should be the difference at any time between the demand 
for remittances and their supply at par. (1) Thus, if at Paris the rate on a 
country, as quoted in the home currency, goes up, this- would show that demand 
for remittances to the country whose currency has thus appreciated at Paris is 
greater than supply. Bills on that country, drawn against the foreign gold 
reserve, will be sold at Paris, and their amount would be just enough to bring 
down the exchange rate to par -plus the cost of transporting specie. It is, there- 
fore. clear that these bills must in all cases, be the marginal bills in the market. 
The gap covered by the excess of demand over supply is just filled up by the sale 
of these bills. This can be easily managed by an open offer to sell at the fixed 
rate to an unlimited extent. (2) On the contrary, when the exchange rate falls 
in Paris, it shows an excess of supply of foreign bills over their demand. At 
such a time the foreign country, whose currency has thus depreciated, would 
draw bills against its gold reserve at Paris, and thus choke off some bills at Paris 
by supplving remittances to the foreign debtors of Paris exporters. Or, in such 
a case t£e Trench Government may undertake to sell, in the foreign country, 
remittances to Paris, with the same result, viz., to push up the exchange rate at 
Paris. The French Government would do this whenever it finds this to be a 
cheap means of building up a reserve in the particular foreign country. In case 
(]) the bills will be drawn against French gold reserve in the foreign co-untry 
but paid in the currency of that country, which will be easily available there. In 
case (2) the bills will be sold in foreign cuirency but matureiH in French currency. 
If they are sold by the French Government the sale proceeds will add to its gold 
reserve in the foreign country, that is, the foreign country will convert the sale 
proceeds of the bills realised in its currency and credit France with a correspond- 
ing amount in its gold reserve. It is evident that actual gold need not pass even 
between the agency of the French Government and that of the Government of 
that foreign country, because an accommodation like this in terms of gold will be 
required by the French Government mainly to sell in Paris bills against it, and 
these will be paid in the foreign currency. What the French Government needs 
to be sure of is that the reserve which it has built up in the foreign country by a 
sale of bills on Paris will again give it an equivalent amount when Paris bills are 
drawn against the reserve. 

Within the country the home currency will consist wholly of token coins and 
notes, including the full legal tender money. The Government will guarantee an 
unlimited conversion of the home currency into gold bills, and vice versa, thus 
always ensuring that the exchange rate will not vary beyond certain maximum 
and minimum limits. These limits should be fixed at the specie points. Thus all 
bills sold by the Government will bring some profit to it inasmuch as, normally, 
the foreign reserve will be built up at the gold import point, and the bills on 
foreign countries will be sold at the gold export ]^int. All this profit should b^ 
earmarked for swelling the gold reserve. The main portion of the reserve will be 
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built out of the profits of coinage. The home currency being wholly of token coins 
and notes, its issue will mean profit to the Government. This should be utilised 
in piling up the gold reserve of the country. 


(2) Its Advantages. 


Thus the gold exchange standard will bring about the following advan- 
tages : — 

(1) Economy in the cost of the home currency. Now the country will not 
have to look up a large portion of its national wealth in the mere circulating 
medium of the country. Moreover, gold will fall in value if national assets are 
not locked up in financing the actual circulating medium of the country. At the 
same time the present stock of gold can be utilised for the new gold reserve for 
exchange purposes. On the other hand, however, the profit derived out of token 
coins will be used also in buying gold for the reserve, and to this extent, which 
vill be much less than what would be required if the home currency were in gold, 
the demand for gold would rise. 

(2) Economy in building up the gold reserve. The profit out of minting 
token coins will swell the gold reserve, or accommodation in foreign currencies 
fixed in terms of gold. It is evident that, in the beginning, the first and the second 
advantages cannot both accrue, since, to secure the second, the first will be swal- 
lowed up. But that will be so only till a working reserve is secured. After that, 
instead of all the profit, only a certain proportion, fixed and definite, may be thus 
utilised. The rest will be the net profit to the country. To the extent that notes 
can displace actual coins, there will be further economy to the country because the 
note issue is nothing but token money with a seigniorage charge of 100 per cent. 

(3) The exchange rate will be as stable as it can be under the existing system 
of gold standard, because the fluctuations can never go beyond the limits fixed by 
the gold points. Probably it will be less, especially when the movement of gold is 
minimised by the introduction of the system of granting credit to a country in a 
foreign country against the former’s holding of gold in a third country; which, 
of course, will be earmarked for such credit till it has matured and has been met’ 


W. There will be international guarantee against seizure of this gold reserve 
in torei^ countries. This will assure international trade of a medium of settle- 
m^t, whmh will be available for this purpose alone. The guarantee will further 
enlian^ the mternational credit of a country, because by it the reserve cannot be 
sequestered in any circumstances. Similarly, the internal law of the country will 
guarantee agamst its sequestration by itself for any purpose other than mainten- 
ance of exch^ge; that is, settlement of its external debt. The amount of this 
reserve, together with the condition of its external trade, or rather the balance of 
ite ^tstandmg external debt will determine at any time the international credit 
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refuses to accept it finally or even temporarily this will not hinder other countries 
from adopting it, and yet carrying on international trade with gold-using 
coimtries. If, for example, Greece sticks to the use of gold, France or England, 
if it adopts the gold exchange standard, can sell bills in Greece on Paris or 
London, and pile up its gold reserve there at a time of favourable balance, and sell 
bills in Paris or London on Athens at a time of adverse balance of trade. For 
the latter contingency it must have a reserve in Greece or in any other country 
bills on which are in demand in Greece. Of course, if all the countries join 
together and use token coins and notes as their home currency, the gold reserves 
can be more cheaply built up, since the gold circulating at home will thus be 
liberated and earmarked for the settlement of international debts. 

(6) In the begiiming the gold reserve must remain as the basis of all such 
settlement. But when the war conditions disappear and the normal working of 
the system continues, it is not necessary’- for actual gold to be passed from one 
country to another. Gold, for example, may be definitely set apart for supporting 
the exchange rate with another country, and gold certificates may be issued 
against the reserve, which the Government of the other country will recognise as 
representing gold. This involves international guarantee of the gold reserve, 
and the local Government’s good faith in not diverting this reserve so long as 
the gold certificates in the foreign countries have not been paid off by a sale 
of bills on its own country, drawn in the country where the gold certificates 
originated. These transactions will have to be done under the sanction of the 
Government concerned, but through a recognised bank. The greatest publicity 
should be given to the amount of the gold reserve as earmarked for supporting 
the exchange rate with a partictdan country ; to the amount kept fluid, ready to 
be turned for other exchange purposes; as also to the variations in each from 
time to time, say, from week to week. Finally, when the system has worked for 
some time, the problem of whether, instead of gold certificates; that is, repre- 
sentatives of actual gold kept in the reserve, international credit papers based on 
gold can be created, may be profitably discussed. The gold reserve will then work 
exactly like the cash reserve in the home currency, kept against the note issue. 
This will mean further economy in the use of the metal as international money. 
This system, if properly handled by an international body, can reduce the uncer- 
tainties of fluctuations in the value of gold, which are sometimes a highly dis- 
turbing factor, especially with regard to the disturbances in the level of world 
prices. This is a highly subtle operation, but to the present writer it does not 
seem to be altogether outside the range of practical considerations. 

All the foreign operations can conveniently be carried on by the central 
banks of the different countries, as, for example, the Bank of England working 
on behalf of the British Government. 

(3) Its Drawbacks Examined. 

There are, however, certain drawbacks of the gold exchange standard, which 
should be carefuUy studied, and their operation properly comprehended. 

(1) The first drawback, which must at once attract the attention of the casual 
observer, is that the gold exchange standard is a Government managed system. 
From this the conclusion is too hastily draAvn that it is therefore not automatic 
in its operation. Of course, it is managed by Government. But it is neverthe- 
less automatic. The essential feature for an automatic currency is that its amount 
should increase or decrease according to the need of the country ; that is, accord- 
ing to the volume of transactions to be carried on with the currency.^ If, fo-r 
example, there is an adverse balance of trade, it shows that the country is a good 
market to sell in and a bad one to buy from. The reverse process is at once started 
by the efflux of specie to meet the adverse balance when the reduction in the home 
currency increases its value and diminishes the prices, thus making the country 
a better market for buying and a worse one for selling. If this be considered as 
the fundamental feature of an “ automatic ” as opposed! to a “ managed ” cur- 
rency, thftTi the gold exchange standard is certainly automatic, even if it be 
managed by Government. Let us suppose that both England and France have 
adopted this system ; let us also suppose that exports from England to France are 
greater than the imports. Under the existing system gold will flow from France 
to England, swell its currency, and push up English prices, while the contrary 
will be the case in France. The remedy will thus be found by cheapening French 
-products in England and making English products dearer in French money. 
Therefore, French exports to England will increase and English exports to 
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France wiU dimmish; and the balance of trade will he restored. It should be 
noted that the amount of export, which is invested ab^os-d, does not affect the 
rate of exchange so long as it or its income is not remitted Dome. 

Now let us fee what will be the case when England France, in our fore- 
•mlng Ulustration, are under the gold exchange system. To make payments to the 
English creditors, French debtors will, as under the present system try to buy 
bills on London ; but as the amount of these represents the amount of English debt 
to France, it will be less than the French debt to Engird, because there is, as has 
been supposed, an adverse balance against France. So, sterling will tend to rise 
in terms of franc, and as gold is not circulating in either country except perhaps 
as token coins, the rise in exchange will tend to be indefinite, limited only by the 
extent of the token character of the gold coins, if any, in circulation, or the 
facility of buying gold as a commodity in France. But here the Goyer^ent will 
intervene, and sell an unlimited amount of sterling bills realisable m London at 
a rate corresponding to the gold export point. This will at once check the rme 
by ii6utrali sing tlie exc6ss of dsmand over supply of sterling bills in France. By 
their sale the French Government will realise, in French home currency, the 
amount of sterling in franc. This should be rigidly kept out of circulation as 
a part of the home reserve for maintaining the exchange rate, and therefore the 
amount of French currency, being reduced, will rise in value and bring about a 
fall in prices. At the same time, these bills will be presented in London and paid 
in English home currency out of the accommodation which the French Govern- 
ment will have from the English Bank against the French gold reserve in London. 
This will swell the currency in England, bringing about a fall in its value ^d a 
rise in prices. This is exactly the process which we want to have in operation in 
the case of an excess of English exports over imports, and this is exactly what the 
gold standard normally does. The point to be noted is that the French currency 
thus locked up should never be liberated except to mature Paris bills sold in other 
countries to maintain the rate of exchange. It is in this way alone that the home 
currency will respond to the joint stimulus of home and foreign trade. And this 
is what we mean to have when we say that the currency should be automp,tic. 
Thus it will be seen that a “ managed ” currency and an “ automatic ” currency 
are not two contradictory conceptions as in the popular .mind, but that the two 
principles can be combined together in the gold exchange standard system, to 
the great economy of the countries adopting it. 

(2) It is evident that, to secure the greatest economy, it is essential that the 
home currency should consist of very cheap metals, so long as- metals are 
considered to joe necessary parts of home circulation. This means that silver and 
other metals will be largely used as token coins. It may be anticipated that the 
countries adopting the gold exchange standard will have more coins of silver, 
displacing gold. This means that the value of token silver coins must remain 
below their face value as fixed by the exchange rate adopted and maintained by 
the Government of the country. Want of this led to grave troubles in India, 
during 1917-1920, especially in 1919-1920. It is evident that if the price of silver 
rises in terms of gold, and sweeps away the token character of silver coins 
circulating in different countries, it will be profitable to utilise such token coins 
as specie, and use them for other than currency purposes. For example, India 
till 1916 had a fixed exchange of 1^. 4d. to the rupee, the rupee coin containing 
metal roughly worth two-thirds of the face value. By 1917 the price of silver 
increased so much as to make ^e intrinsic value of the rupee more than its face 
value as fixed by law and maintained in exchange. The Government had no 
alternative but to raise the rate to cover the rising value of the metal. The 
storling value of silver rose from below 28d. per ounce to about 90<^. Apparently 
toe rapee com wm threatened. The exchange rate had to be raised to more than 
lOtf and the Government had to support this rate by selling bills in India on 
its gold ^erve in London. The resources of the Government were too limited 
to meet the unforeseen and unprecedented rise in silver. During the last half 
of the mnet^nth c^tury the fall in silver unnerved all the countrms, and several 

conferences were held to stabilise, if possible, the gold 
^SSQ then tlm pri(»pf silver varied from 59id. per ounce in 1844 
lofe? « about thirty per cent. Whereas the sterling price of 

as compared with that of 1914 rose by more than tw5-hundred 
Sin We to of sterling depreciation of about thirty per cent. 

the vaHatL^Tf Tarnation. Therefore, -we may saj that 
toe variation the value of silver was unprecedented and humanlv^sneakinff- 

no country could have made provision for sudi a rise in anticipation ol^ jventf! 
In such extreme cases the exchange rate will hare to be altered to protect the 
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coins uidess a country is prepared to ^ive up its coins o£ a particular metal, the 
gold price of which rises. But ordinarily the best insurance against such a 
contingency is to have a token silver coin, the face value of which will be con- 
siderably above its metallic value, so that any probable rise in silver will not easily 
swallow the margin by which the coin is made token. If this be done, then this 
feature, instead of being a drawback of the gold exchange standard, becomes 
highly economic in two ways. Firstly, it makes it less costly for a country to have 
its coin circulation, thus reducing the cost of national investment in the home 
currency. Secondly, as the profit of coinage, or a portion of it, is to be utilised 
for building up the gold reserve, the resources of a country to have its gold reserve 
increase with the margin which is kept between the face and metallic values of 
the silver coin To the extent that gold coins are kept for home circulation this 
contingency does not arise. The above considerations i^so facto apply to token 
coins of other metals. 

(3) There is the danger of currency inflation, which, it may be urged, will 
increase if the system be adopted. When the existing gold system is in normal 
working order, any divergence between the value of the coin and that of its 
metallic contents is quickly reduced through the system of free coinage. But 
under the gold exchange standard the mint being closed to the public, there will 
not be any such increase in the coins nor will there be a reduction by melting 
since the coins will be token ones. In this consideration we should not lay too 
much ernphasis on the function of coins in the determination of internal prices. 
The limitations of the quantity theory of money should be recognised. In the 
present system money has been displaced to a considerable extent by notes, and, 
where, as in the United Kingdom, the note issue is very rigidly limited by the 
legal conditions regarding the metallic reserve, the law has been successfully 
dodged to the great benefit of the country by the development of the system of 
cheques, bills, and advances by book-credit. The Bank Charter Act of 1844 
might have ruined the economic progress of the United Kingdom if this system 
had not taken up the work which the Act sought to restrict. In Germany and 
America the English system has been relaxed for occasions of emergency. The 
argument may be advanced that the notes, being legal tender, should be cautiously 
guarded. This is right, and this can be attained in the gold exchange standard 
by carefully noting the variations in the purchasing power of money, or the rate 
for money, and making the home currency elastic enough to respond to such 
variations. But the- fact needs to be emphasised that the internal trade of a 
country can be and, in all advanced countries, is actually financed mainly through 
the credit system which has developed so wonderfully, and the evils from the 
temporary breakdown of which are so patent in Europe now. So, the home 
currency need not in itself be so responsive to the demands of internal trade. 
It was not so before the War disorganised the gold standard. Rather it should 
respond to the movements of external trade where bills are considered, either 
really as in the case of “ drafts with documents,” or fictitiously as in the case 
of “ accommodation bills,” to be the crux on which the rate of exchange largely 
depends. Moreover, bullion as money enters only in international payments 
as a determinant of values. Therefore,' the response which a country should aim 
at can be secured, as has been shown previously, by locking up the proceeds in 
the home currency, out of the sale of bills on forei^ countries against the gold 
reserve, and releasing them only in payment of bills drawn by the Government 
on itself, and sold in foreign countries to support the rate of exchange or add 
to its gold reserve in those countries. 

If it be considered essential to have the home currency immediately responsive 
to the internal trade conditions without, as is really done, having an inflation 
or deflation of the credit system, this also can be achieved in the gold exchange 
standard. Ordinarily when gold rises as bullion, coins are withdrawn from 
circulation to be used as metal, and when it falls, bullion is brought to the mint 
for coinage In the gold exchange standard when gold falls in terms of the token 
coin at its face value, the Government would be prepared! to receive gold and 
issue the home currency, and release the gold locked up by the former process. 
But this demand for gold cannot be for an indefinite quantity because this gold 
cannot be coined and therefore can have only bullion value within the country. 
To begin with, the export of this may have to Ibe restricted as it is done at present 
by aU the European countriea Or, instead of releasing gold wiihin the country, 
gold bills may be issued on another country as are done by India on London in the 
form of sterling drafts called reverse council bills. . In either case the ultimate 
effect on the home currency will be the same. 
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home currency through the exchange reserve. 

(4^ It may be objected that the cost of building up and maintaining a gold 
reser^ disperid in many countries will be very great. This should not act as a 
deterrent inasmuch as such cost can never even approach what will entail if an 
attempt be made to rehabilitate gold as the circulating medium of those 
SSes which are without a gold standard now. Moreover, the gold reserve 
Se K at difierent places also for the sake of economy. For example, if, in 
Sweden, bills on Paris be at a premium, the obvious i^ter^t of both Fran(^ and 
Sweden under the gold exchange standard will be to sell in Sweden on Pans. 
Sweden will do so to add to its gold reserve at home and Prance to add to its 
reserve in Sweden. In either case these bills will be sold at a rate approximating 
to the gold export point in Sweden, since they supply a market which is short of 
bills' that is the value of kronor in terms of francs will have gone down. This 
means that the gold reserve in Sweden, whether accumulated by that country or 
by France, will grow at a cost less than it would do at par. Therefore, the 
proposed dispersion of the gold reserve of a country is meant for further 
economising the cost of the reserve. Such a reserve may be at home or at any 
important centre abroad. When the system has developed sufficiently it will 
not be necessary to transmit gold from the reserve in one country to that in 
another, but gold certificates or even credit papers can be issued in one country 
backed by the gpld in the reserve held in another country, but earmarked for the 
redemption of such certificates or credit papers. Even with regard to the cost of 
holding such reserves it is not necessary to have them separately at the same centre 
by the different countries, but the local bank, e.g., the Bank of England in London, 
may keep them and charge the cost to those countries. With international 
guarantee of the integrity of the reserve, the cost of maintenance will be materially 
reduced. 


(4) Its suitability for all countries. 

There is little chance of recovery from the currency disorganisation in the 
European countries east of the Bhine. In other words, more than two-thirds of 
Europe are not expected to recover if the gold currency is sought to be re-instated. 
Of these parts Germany was the only coimtry which probably might recover but 
now its case also is hopeless. Therefore, a cheap and effective method of currency 
recovery will have to be found if the delicate balance of the economic situation in 
Europe is to be restored. In this, not ordy are the more favourably placed 
countries of Europe concerned, but all the countries of the world. Japan suffers 
from want of any demand for its goods. India is passing through a similar 
crisis; its exportable surplus cannot be absorbed so long as the currency and 
exchange system of Europe is not placed on a sound footing. The United States 
is also suffering from the same want of demand for its exports. At the same time 
a large portion of humanity is suffering from want of goods which glut 
the extra-European Markets. Humane sentiment and self-interest thus combine 
to urge the great countries of the world to help the rebuilding of Emope. Besides 
the settlement of the amount of reparations and the balancing of the budgets, an 
essential condition of such work is to re-organise the currencies of those countries, 
and, in doing so, one must not lose sight of the cost of the home currency. The 
home currency in most countries consists of inconvertible paper, but within the 
cotmtries themselves, the paper has been circulating, although, in some cases, 
hopelessly depreciated. The immediate problem, therefore, is to stabilise 
exchange, that is, the value of home currency in terms of foreign currencies or 
preferably gold, and simultaneously to reform as rapidly as possible the home 
currmicy. The process will be rapid in proportion as it is cheap. The recovery 
will be effective in proportion as it is not merctty a makeshift, but based on a 
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system which can work permanently. The gold exchange standard has both these 
essentials. It is cheap inasmuch as it dispenses with the national investment of 
a large sum in the home currency, releases most of the existing gold reserves to 
stabilise the external value of the home currency, and further provides for a 
development of the reserve in proportion to the increase in the volume of 
transactions, which, by demanding more of the home currency as time goes on, will 
swell the profits of coinage to be utlised for the exchange reserve. The system is 
permanent inasmuch as it will work with equal efficiency when normal conditions 
are restored. Indeed, it will then work with greater efficiency than the gold 
currency by being independent of the fluctuations in the value of bullion. 

It may be pointed out that the exchange standard will not hinder any country 
from subsequently adopting the gold standard. When the gold reserve is 
sufficiently big, and when time is considered to be ripe for it, the reserve may be 
utilised in replacing the token legal tender by gold coins, and in withdrawing the 
token coins and notes in exchange for the new coins. Thus the gold exchange 
standard can be adopted not only by those countries which intend to stick to it, 
but also by those which want to have the gold currency and are unable to finance 
it now. Unlike national bimetallism it has the further advantage in being able 
to work efficiently side by side with gold currency in the neighbouring countries. 

Finally, it may be pointed out, although it must be known to all economists, 
that a high or low exchange rate has no permanent effect upon the trade and 
production of a country. Once exchange fluctuations are steadied through the 
gold exchange standard, and the rising or falling exchange rate stabilised, it may 
be, at any point, adjustments proceed rapidly. In fact, to some extent, adjust- 
ments have already been effected. After this process is completed, the exchange 
rate has no influence whatever on trade and production. The point is of great 
practical importance because it may be imagined that the countries whose 
currencies are highly depreciated cannot recover so long as the pre-war gold parity 
is not attained. The adjustment of internal prices in response to the exchange 
rate is of greater force among the European countries which are not at all self- 
sufficient and therefore in whose economic '.life foreign goods, both raw and 
finished, enter on a much larger scale than in other countries. It is evident that 
the greater the foreign trade of a country the greater will be the ease with which 
the evils of a depreciated currency can be obviated by accepting the depreciation 
to a large extent, and stabilising at that. If the depreciation be great and if yet 
the currency be decided to be retained, the best method will be to stop further 
depreciation, or for the matter of that, further fluctuation, by stabilising at that 
point, and linking the standard, so hopelessly debased, with a new standard, 
which will supersede the depreciated one as the full legal tender. This latter will 
be a token coin and be linked, in its turn, with gold in the exchange standard. 
The attempt, therefore, of Germany for having the Boden-mark or Thaler is in 
the right direction. 

(5) Its 'possibilities of de'oelopment. 

Some of the possibilities of expansion of the gold exchange standard have 
been incidentally noted in the foregoing discussion of its underlying principles. 
Here I may conveniently state them together. 

(1) The central bank in each country will do the work on behalf of the Govern- 
ments of the different countries. This will considerably reduce the cost of main- 
taining the reserves, and the publication of the reserve accounts separately will 
materially help to inspire confidence. When the working of the system has 
developed, and it has reached the end of the initial stage, a further development 
will be in the establishment of an international clearing house of these banks, first 
to square the reserve accounts and then to settle international bill debts in one 
country against credits in another. Thus even the international movement of 
gold on Government account to encash exchange bills or secure gold will be 
obviated to a large extent. 

(2) The banks will have Internationa;! accounts. These will be credited or 
debited against gold held at any of the central banks doing exchax^ business 
on behalf of the various countries. Through the international clearing house 
the total reser\'es of any oountry held in all the countries will be unified and 
therefore more effectively used than they could be if each r^rve were separate 
and unconnected with the others. 

(3) Thus gold reserves need not be held in all the different centres with which 
a country has dealings. These may be built up only at convenient centres, or 
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even at one centre, and credit obtained, through the central barring organisation, 
in other countries where a country has no gold. For example, in Europe, London 
may thwretically be the only centre of international gold reserve. 

(4) The filpia-riug house system', starting with the exchange operations in the 
gold exchange standard, may be extended to other operations of the central banks. 
This will be only an extension of the system which had already been working to 
some extent in Europe before the War. But the solidarity of interest, as 
developed through the exchange reserve system with international guarantee, 
is bound to reflect upon the efficiency and ease with which other operations of the 
central banks than exchange ones can be carried on. 

(5) The unification of the reserves of each country, and the international 
guarantee will necessarily secure for a country better credit in the world market. 
G-radually, through the same system, and on the basis of the reserves, an entirely 
new credit system may be organised. Like the fiduciary portion of the note issue 
in the home currency, international credit papers may be issued, which will have 
as free circulation in the international market as the best of securities. Such 
an issue will be of a much later date, but there is no reason why it should nojt 
succeed if, through the central banks, these credit papers are issued on purely 
business principles, and if their issue be properly safeguarded by an international 
agreement on the principle, for example, of the English Bank Charter Act ; or, on 
a more elastic basis like that in Germany or America with a high penalty for any 
excess issue; or, on a combination of the two principles; that is, elasticity on pay- 
ment of a penalty up to a certain amount, beyond which, like the English system, 
there shall be no further fiduciary issue. 

(6) Finally, through the same organisation international borrowing may be 
facilitated. This borrowing may be either in the form of loans or merely credit 
accommodations. That is, it may be either a regular loan, or, like the Treasury 
bills at home, temporary only. In the latter case, in the beginning at least, the 
floatmg debt should be kept within a statutory limit. 

(6) Conclusion. 

Therefore, my conclusion is that the gold exchange standard, should be 
retained for India, because it is the cheapest and the most effective currency, and 
therefore especially suitable for poor countries. 


III. — Improvements in the Existing Machinery. 

The main points under this head have been dealt with incidentally under II. 
It requires to be emphasised here that in the case of India it is necessary rigidly 
to separate the exchange reserve from the currency reserve. In order to have the 
automatic operation of Ae managed currency that obtains in India, this separa- 
tion is vital. It exists in a way so far as the Gold Standard Eeserve in London 
IS concBmed. But in Indiu tli6 r€sourc6s are too much, mixed up with the currency 
reserve and the general balances of the Government of TudiH. The automatic 
operation implies that in case of an adverse balance of trade the home currency 
should contract and foreign currency expand. In the case of India the foreign 
^rency expands by the Secretary of State meeting the reverse council biUs dra^ 
by the Government of India; this statement applies so far as these bills are met 
out of the gold reserve. But the home currency does not necessarily contract, 
for there is no law by which the Government of India is compelled to"^ hold back 
the s^e proceeds of the reverse council biUs tiU they are required to meet the 

Secretary of State in case of a favourable balance of 

I waffid,^erefore, suggest that an exchange reserve be set up in. India also 
the use of whi(ffi should 1^ confined to exchange purposes only by Statute This 
reserve sho^d have nothing to do with the currency reserve^except throuuh 

01 tne Jsanx ot Jingland. The function of this reserve should be twoTold viz 
(1) sale and en^shment of wuncil bills and reverse council bills and (21 sale and 
purchase of bulhon required for exchange purposes. ’ ^ 

rv .—F ixation of the Rate of Exchange. 

This question resolves itself into two or nrobahlv 
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question of fixing a rate now, that is, whether the present time is opportune for 
permanently fixing a rate. The third question arises out of the second, that is, 
to find out the mistake of 1920-21. 

(1) Wit A what should the rupee he linTced ? 

The sterling was formerly equivalent to gold, so that when the rate of Indian 
exchange was originally fixed it was really in terms of gold. Now that gold and 
sterling have diverged in value and may again do so in case another crisis like 
the late War intervenes,, what should India do \ I think that on this point both 
the majority and minority reports of the Babington-Smith Commission concur. 
The rupee, if it is to be linked with anything, ought to be linked with gold which 
is stable in value throughout the world, and! not with sterling which has different 
value in terms of different currencies of the world and varies constantly even at 
that. When it is decided to link the rupee with gold, a further question arises 
as to whether, linking the rupee with gold, India should continue to have sterling 
bills for controlling the rate or whether it should have gold bills ; in other words, 
whether India should draw its council and reverse council bills in gold or sterling ? 

The exchange rate may be maintained in two ways. It may be maintained by 
sticking to sterling in the bills; or sterling may be abandoned as in the i*ate, and 
gold substituted in the bills. If the former method be adopted the rate for council 
bills would be the sterling rate plus the depreciation in sterling plus the cost of 
transmitting gold from England to India, and that for reverse council bills would 
be the sterling rate plus the sterling depreciation minus the cost of transmitting 
gold from India to England. This method does not obviously eliminate or control 
the uncertain factor, Sie pound sterling. Since 1920 the Government of India 
is pursuing this policy. But it seems to be at least anomalous to fix the rat© in 
gold and to attempt to maintain it in sterling. If the rate be accepted in gold, 
the international medium, why fix the rat© of bills in sterling, the currency of one 
countrv, that varies in its relation to the currencies of other countries ? This 
method, could have been rational if India’s foreign tradte were confined only to the 
United Kingdom. But as that is not so, India, by this method, is made dependent 
upon- the English cross rate with all the other countries, so that in making its 
payments to, say, France or Italy or Japan, India has to follow the sterling-franc, 
sterling-lire, and sterling-yen cross rate. If not anything else, the system at least 
becomes more complex than a flat rate in gold with easy calculation of the rate 
with another country by finding out the depreciation of the foreign currency in 
terms of gold. 

On the other hand, if the gold rate be adopted for the bills issued by Govern- 
ment to maintain the exchange rate, there would accrue certain advantages to 
both India and England. Such a rate would be maintained with gold at par ± 
the cost of transmitting specie. Such gold bills sent from India in payment, say, 
for the imports of English goods would increase the supply of gold bills in London 
and raise the dollar value of sterling. This is an advantage for India as well as 
for England. This also means some Indian control of the gold-sterling (dollar- 
sterling) cross rate upon which India has become dependent and thereby help 
India to stabilise the gold-sterling (i.e., rupee, fixed in gold, and sterling) rate of 
the Indian exchange. 

In this connection it is well to consider whether there would be any diversion 
of India’s import trade with the United Kingdom ; this question is relevant 
because now a system of Imperial preference within the British Empire is being 
favoured in some quarters. Even if this gold bill system stimulated American 
imports into India at the expense of imports from the United Kingdom, it would 
have been advisable to adopt it because (1) the dangers from an anomalous 
exchange to a country are very great and should be avoided at any cost, and (2) the 
effect of the rate of exchange on trade and production is always temporaiy. But 
I think that India or the Empire runs no such risk of being flooded with American 
goods coming merely as a result of gold bills, apart from other and general forces 
already operating in that direction; that is, those internal causes which have 
made English products too uncertain as to their price and as to the time of their 
delivery. The difference between the gold prices in the United Kingdom and in 
the United States is very slight. Even this slight advantage in favour of America 
does not stand in final analysis since the cost of transport from America to India 
is much greater than the cost of transport from the United Kingdom to India; 
and, notwithstanding the American effort to increase its merchant marine, it is 
expected to remain so for a long time. In any case this method of gold bills cannot 
penalise Fm glis h exports to India so long as the sterling depreciation in the U.S.A. 
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cross rate is not greater than the sterling depreciation in the Indian rate. When 
the pouiid sterling* recovers its gold value, which it has almost done, it will be at 
or about par in the American Exchange but about 33 per cent, lower than the 
former Imian par (if the 2s. rate be made the basis for calculation). If the rate 
be ^ed at any other point, the temporary effect will be disturbing to the extent 
that the rate diverges from the market rate. 

If the cause of the gold bill be so strong as I have represented it to be, every 
effort should be made to convert our sterling bills into gold bills. With a gold 
exchange system India should attempt to come up to a gold bill system ; and the 
sooner this is done the better for all the parties concerned in the Indian exchange 
rate. 

(2) What was the mistahe in 1920-1 1 

For this purpose it is necessary to recapitulate the history of the rupee. Since 
1835 the rupee has been practically the sole legal tender and up to 1893 it was a 
free coin. But owing to the continued depreciation of silver during the second 
half of the nineteenth century (in 1844: it was b^d. per ounce, in 1889 it was 42d.), 
the rupee could no longer be considered as the equivalent of 2s., the rate at which 
it was usually convertible into gold. This conversion was, of course, dependent 
upon the market rate of gold and silver j the B®. 10 of those days was roughly the 
pound sterling. The rupee was at this time a free coin and sterling was not 
recognised as the legal tender in India. Thus the relative value of gold and silver 
in the exchange rate depended upon the fluctuation of their relative value as 
bullion in the world market. Silver depreciation, therefore, brought about violent 
fluctuations in the rate of exchange, and all interests — imports, exports, home 
charges, etc. — ^grew nervous at this uncertainty. A general desire for stabilising 
the external value of the rupee was manifest in India. The proposals for inter- 
national bimetallism failed at the international monetary conferences of 1878 and 
1881, as also the proposal of the United States at the monetary conference of 1892 
to “ increase the use of silver as money in the currency systems of nations ” for 
the purpose of retarding the fall of silver by creating a demand for it among the 
nations of the world. Thus it began to be insisted in India that either th§ rate 
should be controlled or gold should be introduced as the circulating medium. It 
was found at the time that gold was unsuitable for India as currency. Thus the 
problem was how to keep the rupee as the internal currency and at the ga-Tne 
time to have a steady exchange rate with gold-using countries, that is, the 
countries with which the major portion of India’s foreign transactions were 
carried on. Ini this way what is known as the gold exchange standard was evolved. 
To secure this, one method! was to reduce the rupee to a token coin and consequently 
stop its free coinage, so that the normal fluctuations in the relative value of gold 
and silver would not be able to affect the exchange rate or the money value of the 
rupee. The alternative was to introduce permanent Government control of the 
export pd import of gold and silver to keep up an artificial rate between the two 
mems in India different from that in the world market, thus penalising all uses 
of silver in India other than for currency. A token rupee could evidentlv be 
maintaiimd as long as the gold price of silver did not rise so high as to reduce 
whqUy the margin created by making the rupee token. Now this obiect of 
having a token rupee might have been secured by either of two ways The 
rapee might have been debased, that is, its silver contents might have been reduced 
Or, the exch^ rate might have been fixed at a point at which the value of the 
silver contents of the rupee would be permanently lower than its face value in 
gold. The latter method was adopted in 1893 add the exchange rite was fixed 

jiS, LO tiJDL6 rUjpB0, 
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balance is to the extent of India’s gold imports and the gold reserve built up 
in London by selling council bills in excess of the requirements of the Secretary 
of State. Yet for the contingency provision had to be made. Hence the Govern- 
ment of India undertook, although it was not legally Ix^und to undertake, to 
supply gold for external payments in times of unfavourable debt balance. As all 
the external fLoancial transactions of India, as of many other countries, used to 
be carried on through the London money market, it was considered more con- 
venient to hold the gold reserve otf India at London, so that when the exchange 
rate tended to fall below the specie point, the Government, instead of giving 
actual gold for foreign remittance, would give the equivalent of gold by ofiering 
reverse council bills on London. The great advantage of this system is that it 
obviates unnecessary movements of gold to and from India, and, by the sale 
of council bills at the higher specie point and that of reverse council bills at the 
lower specie point, leaves to India a profit of about double the cost of transmitting 
specie. Even if the sale of reverse council bills be not necessary the gold standard 
^reserve as indeed all Indian gold reserves at London is built up cheaply, that 
Is, at the higher specie point, since council bills in excess of the Secretary of 
State’s requirements are drawn at a favourable rate by offering council bills at 
the proper time of the year, that is, whenever the rate tends to exceed the higher 
limit. 

Thus it will be seen that (1) the rupee was not tampered with in 1893 when 
it was reduced to a token coin; and since 1835 it has been the standard not only 
as coin but also as to its weight and fineness throughout the whole of India ; and 
(2) the exchange rate was in reality fixed in gold as in those days sterling meant 
immediate gold; and reverse council bills, meant to support the rate at the bottom, 
were drawn also in gold, that is, sterling 

In 1899 the pound sterling was made legal tender in India at Hs. 15 with a 
view to the eventual introduction of gold as the currency of India displacing 
gradually the silver rupee. I need not now enter into the question, but for good 
or for evil the scheme of introducting gold as our currency was abandoned, 
perhaps within a few years of the recommendation of the Fowler Commission. 
Since then our system definitely became the gold exchange standard and not as 
before a prospective gold standard. This system was supported by the 
Chamberlain Commission with certain modifications about gold coinage in India, 
which did not affect the principle of the system. 

The gold exchange standard worked admirably well in India till 1914 as if 
the standard were of gold but at a considerably less cost to the country. Then 
came the War followed by an unprecedented rise in the price of silver and 
depreciation of the pound sterling whic^ for external purposes, is no longer 
convertible into gold. With all this India’s troubles began. During the War, 
however, they were managed by India’s purchases of more than 200 miUion 
ounces of silver from the United States at controlled price and by the official 
fixation of the dollar-sterling rate at 4 76^, that is, only 10 cents, below par. 
The control on the cross rate was removed by the Government of the United 
States on the 20th March, 1919, and that on the price of silver a few weeks 
later. Immediately the crisis in our exchange became manifest. The special 
features of the crisis may be said to be mainly three, viz., (1) sudden and impre- 
cedented rise in the price of silver, (2) divergence of the pound sterling from 
gold, and (3) influence of the London-New York cross rate upon Indian exchange. 

(1) The price of silver rose very much owing to world causes. These were : 
signs of exhaustion of the Canadian mines, political unrest in many of the South 
American States, especially Bolivia and Mexico, and demand in Europe and 
other countries for silver to substitute for gold. Hence the margin obtained for 
the rupee as a token coin was not only swept away but the rupee was reduced to 
much less than the worth of its silver contents. This meant that instead of being 
appreciated in currency, silver became appreciated as bullion and depreciated as 
currency in India. Thus the rupee coin in circulation was threatened. 

(2) To make our position worse sterling simultaneously declined. As our 
exchange was linked with sterling, its depreciation in terms of gold meant a 
rise in silver even when its price in gold, i.e., dollar, was unaffected. 

(3) New York tended to become temporarily the monetary centre of the 
world, the position so long held by London. As gold could be freely obtained 
only in the United States, the English debt balance to that country determined 
the extent of sterling depreciation ; that is, the dollar-sterling rate was the only 
gold-sterling rate in the world. Moreover, the United States market was the 
great controller of the price of silver, so that the price of silver in sterling, the 
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oiirrencN in wMch the Indian exchange rate was fixed, was dominated by the 
dollar price of silver and the extent of sterling depreciation as measured in 
dollar As the sterling price of silver afiected the Indian rate by afiecting the 
token 'character of the rupee, the United States cr(^ rate was destined to 
dominate the Indian rate so long as sterling was not the equivalent of gold and 
so long as the price of silver was not steadied. Therefore, the Indian rate was 
moving up with every depreciation of sterling, since, to prevent a very great 
rise in om rate, it was being fixed at a point slightly higher that what was 
necessary to keep the rupee not as a token coin but as a coin worth its own metal. 

There were two alternatives before the Babington-Smith Commission, viz., 
(1) to keep the rupee intact and therefore raise the rate, or (2) to keep the rate 
unaltered and therefore debase the rupee. Theoretically thnre was a third means 
also, viz., to control permlanently the influx and efflux of gold and silver so that 
they would have in India an artificial value different from their world value, 
which would Tnatof-.a.iTi the present rupee as a token coin, whereas the external 
exchange would be fixed at la. 4td. or indeed at any point by the complete Govern- 
ment control over all movements of specie. This obviously was impracticable and 
dangerous in principle. 

It should be noted that neither of the above two alternatives should be taken 
as faultless, but we have to strike a balance between the advantages and dis- 
advantages of each, and ascertain which of them would, on the whole, have 
conferred greater benefits on India, always of course keeping in mind the then 
ftYis^.iog economic conditions of the worla To take first the second alternative, 
viz., the exchange rate of If. ^d. with the debasement of the rupee coin. Its 
great advantage was that Indian exports would be stimulated, especially in view 
of the enormous rise in prices in all the countries of Europe; at the old rate of 
exchange India was sure to have an unprecedented expansion of its export trade. 
This would naturally have tended to raise the exchange rate and thereby help 
India to build up a*^hugh reserve in sterling at London or lead to an influx of 
gold into India if it were available in the countries to which India would export. 
The n^ative argument in support of the old rate was that a rise in exchange will 
penalise India’s exports, but this could be so only when the rise in exchange was 
greater than the rise in the price level in India’s exporting markets. Another 
argument was that if, in this way, the gold were reduced in value, those who 
had, hoarded gold would be penalised. 

The most important factor involved in this method was that the rupee would 
have to be debased, that is, its silver contents would have to ^ reduced. Agflinat. 
this there were two objections, one economic and the other socio-economic or 
quasi-political. The first was that when the debased rupee would be introduced 
the present rupee would surely go out of circulation; this meant that the whole 
of the coined rupees must be replaced and that also within a very short period 
since the existmg rupee at Is. 4:d. would be highly profitable when sold as bullion. 
In a country like India where coin has a charm all its own, it was bound to lead 
to a severe shock to the credit of the State, and the same difflculties as had been 
experienced during the first eight or nine months after the outbreak of the War 
might have been accentuated. This shock might be fatal to the success of the 
new cT^rency, however sound it might otherwise be. Secondly, the rupee, as the 
majority report pertinently painted out, has been well known in India for 
generationa It is accepted even in the villages as the standard of weight and 
imeness and it is the basis of many daily transactions which have nothing to do 
with money as such. All this would have been disturbed and the masses might 
grow highly suspicious of Governmiesat methods in general. Theoretically the 
debasem^t do^ not m itself mean much, but if a token coin or paper money 
be a ca^t instrmnent, its prospect is bound to suffer materially if it does not 
tete mto oai(m]ation the prejudices of the masses who are to use h; and in India 
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hand, the exchange rate was unfixed till 1893, before which, for a time, it fluc- 
tuated like the movements of a shuttle-cock, and continued unsteady for several 
years after the rate had been fixed. During the war there was unsettlement of so 
many things, and the exchange rate was changed many times since January, 1917, 
when it was raised to Is. ^\d. As the exchange rate deals with India’s foreign 
trade, if a change were inevitable as a result of external causes, the shock should 
be made to come on that rate instead of the internal currency, which has nothing 
to do with exchange as such. Moreover, the community, which is affected by the 
rate, ought to be less guided by such sentimental reasons, because it is expected 
to understand the reasons of exchange fluctuations. Further, it is accustomed to 
minor variations of the rate within the specie points, whereas the weight and 
fineness of the rupee are considered xmalterable. 

Apart from sentiment, which is not negligible in currency affairs, there was 
that economic argument against raising the exchange rate, mz., its adverse effect 
upon the export trade. So I shall examine this point in some detail. It is cer- 
tain that raising the rate would not have entailed a net loss to the exporter so 
long as this rise was less than the rise in the prices of the market to which India 
exported. Hence a discussion of the topic that does not take into account the 
price level of the foreign markets is one-sided and misleading. Therefore, I shall 
first of all give the figures of the wholesale prices in the important countries, 
taking an average of the prices of all the important articles. Taking 1913 as the 
standard or basic year the index numbers; are as follows : 

Countries. Index Numbers. 1919. 

France 3300 June. 

Italy ... ... ... ... 329-9 April. 

Japan 2140 May. 

Sweden 339-0 April. 

United Kingdom ... ... 2572 August. 

United States 206-0 May. 

The temporary effect on India’s export trade can be measured by comparing the 
percentage increase in the new exchange rate (2^. gold) and the extent of sterling 
depreciation on the one hand and the percentage increase in the price level of the 
foreign countries. I may illustrate the point thus ; Let the rupee be equal to 
2s. 6a., assuming ^at 2s. gold was equivalent to 2s. 6<f. in sterling. At this rate 
goods worth £100 in 1913 could in 1920 be exported from India at Rs. 800, neglect- 
ing for the present the increase in the cost of transportation. In 1913 at Is. 4<f. 
they would have fetched Rs. 1,500; thus there would be a loss of Rs. 700 to the 
exporter. But the price of goods worth £100 in 1913 was now £257 4s., by which 
an additional amount of £157 4s. would come to the exporter; this in rupees 
would be more than 1,257 according to the new rate of exchange. From this 
deduct Rs. 700, the loss by high exchange; this leaves a net additional profit of 
Rs. 557. The item so far n^Iected is the cost of transportation, the increase in 
whidi must be deducted from Rs. 557 in order to find the net additional gain on 
the whole transaction. When sterling further moved towards gold the position 
of the exporter would become more favourable. In 1919 when the Commission 
reported, sterling prices in the United Kingdom and prices in general in the 
European countries were mounting up. 

The above calculation is on the supposition that there was no special demand 
for Indian gooda ia the European markets. But when we consider the fact that 
Europe’s demand for most of India’s exports was inelastic just before the war, 
the position of the exporter was naturally taken to be very strong. The facts 
which were incontrovertible in 1920 are as follows: In Europe then there was a 
great demand for foodstuffs, which formed about 25 per cent, of India’s exports. 
Jute, raw and manufactured, was another commodity in a similar position, and 
it also formed about 25 per cent, of India’s exports. Cotton export was about 
20 per cent., and so long as the American exchange remained in favour of that 
country, Indian cotton could not be expected to fall in demand. Tea formed about 
8 per cent, of our e^orts, and its position was considered by the trade itself to be 
absolutely secure. Hides and skins, raw and manufactured, and leather came up 
to about 8 per cent. ; it was a mistake, but from the fact that a special export duty 
— ^what I may call the experimental Protective-c«OT-pref«rential tariff — ^had hem 
imposed upon the raw variety, one was justified to presume that its foreign marked 
was considered to be safe. These were all the important items in India’s export 
trade, and they could legitimately be considered to be in no danger of falling off 
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in demand. So that the European price, even if it had not otherwise been f pour- 
able to the TTi^ia.Ti exporter, as shown above, could not have been taken to bxmg 
any loss to him, since his capacity to push up prices was maintained in the pre- 
vailing circumstances of the European countries in 1919-20. 

It must, however, be remembered that all the above calculations rested on the 
assumption that an inelastic demand leading to a high price level wouW be main- 
tained for some time in Europe, so that enough time would be left for Indian 
prices to adjust themselves to the new forces. After this internal adjustment 
there could, of course, be no effect of the exchange rate upon the trade and pro- 
duction of the country. Thus the crux of the whole thing lay in the then existing 
high prices in Europe. All experts said that they would remain so for a period 
much longer th an what India would require for adjustment within itself. But 
we, who are now wiser after the event, know that prices began steadily to fall from 
1921. The Tnain reason is, of course, the vicious circle created by the treaty of 
Versailles, by which huge reparations are to be paid by the enemy countries at the 
same tiTna that their exports are to be prohibited from entering' the allied countries. 
The breakdown of credit and the blind opposition to its rebuilding considerably 
reduced the purchasing power of all the European countries. Thus, we have now 
for six years the spectacle of immense sufferings of millions of human beings for 
want of the necessaries of life, while the same necessaries are glutting the markets 
of India, Japan, and the United States; partially also of the United Kingdom. 
The economic solidarity of the world is more inexorable than the dictates of the 
Big Three at the peace conferences. The result is that the problem has become 
acute for the exporting countries outside Europe as it is for the non-consuming 
countries of Central and Eastern Europe. The note of warning was early raised 
by the English economic expert at the Paris conference, but it was in vain. With 
circumstances as such it could hardly be expected that the Babington-Smith Com- 
mission would anticipate the obvious follies into which the victorious countries 
of Europe drifted. In India the boom of companies in 1919-20 shows that a fall 
in prices was not only not expected, but a contrary process was confidently antici- 
pated. Thus for the miscalculation nobody in 1919-20 could be held responsible. 

Another disadvantage of the Is. 4^?. rate was that the price of imported 
articles would have risen immediately to the full extent of the rise in the foreign 
countries. The Indian public were already bitterly resenting high prices, and 
the Government, as well as many public men, were of opinion that a further rise 
might lead to disastrous consequences. This in itself was an advantage of the 
high rate feed in 1919-20. Moreover, this helped the payment of the home charges 
as also that for the purchase of machinery, &c., for India’s nascent industries, 
which had received a strong stimulus during the last years of the war and the 
period just following the armistice. On the other hand, it must be acknowledged 
that the attempt permanently to fix the new exchange rate by legislation at a 
time when there was the utmost disorder in the business organisations of the world 
was not only premature, but proves the want of that grasp of exchange principles 
for which the India Office was famous during the life-time of Sir Lionel 
Abrahams. 

Thus it will be seen that the mistake of 1920-21 was two-fold, viz., (1) in 
ascertaining the circumstances in regard to future prices, which were likely to 
be permanent, out of a changing mass of circumstances which were further com- 
plicated by the foolish economic provisions of the treaty of Versailles, and (2) in 
ascertaining the proper rate of exchange, which, in view of the gold price of 
silver, could be maintained by the Government. I do not consider the sale of 
reverse council bills in 1920-21 as a mistake in itself. I believe that at the current 
rate of exchange the Government would have to do the same again if the sterling 
price of silver went up to 50t?. per ounce. The alternative would be to lose all our 
silver ruxiees and half -rupees. 


(3) Is the 'present time oppo'rtwne'i 

In view of the above facts it will be seen that the disturbing factors practi- 
cally i^emain^ the same as in 1920. The economic provisions of the Versailles 
Treaty remain intact, so that Central Europe cannot offer a good market for the 
extra-European countries. Therefore, the course of prices in the world is yet 
imcertam, ^d httle can be guessed about it when the old economic solidarity of 
the wld will be restored. The currency system of Europe except the United 
Kingdom is unc^rtam and violently fluctuating. Therefore, it is futile to 
attempt to stabilise Indian exchange. For in exchange there are two currencies 
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involved, and it is impossible to stabilise the rate so long as one item remains 
hopelessly unfixed. The fluctuation is only a little minimised by the stability 
of the sterling and the dollar. Arbitrage operations are an important factor in 
foreign exchange although they are now regulated by most of the Governments 
of Europe. Therefore, so long as European currencies are unstable the rate of 
Indian exchange must be uncertain also, for the rate is fixed through the marginal 
transactions, and these depend upon arbitrage operations. 

Therefore, I would recommend that no rate should be prematurely fixed now. 
Otherwise the mistake in principle made in 1920 will be surely repeated. The 
great evil of repeating the mistake lies in the temporary unsettlement of the trade 
and production of the country as explained under I. 

V. — Suggestions . 

My suggestions, therefore, are that the present Commission should — 

(1) affirm the principle of the gold exchange standard and accept it 
finally as the currency system of India; 

(2) declare that the Indian rate should be fixed in terms of gold and 
not in terms of sterling or the currency of any other country; 

(3) recommend the desirability of building up a big gold reserve ear- 
marked for exchange purposes, which should be rigidly separated from all 
other reserves, especially the currency reserve; and 

(4) declare that is premature to fix the actual rate of exchange, and, 
therefore, desist from doing so, and recommend that another Currency 
Commission should be appointed to do that when greater stability is 
attained in the currency systems of the European countries. 


APPENDIX 13. 

Statement of evidence submitted by Mr, H. L. Chablani, M.A., Head of the 
Economics Department, University of Delhi. 

Question 1. — Is the time ripe for a solution of problems of Indian Currency 
and Exchange by measures for stabilisation of the rupee or otheiwise 1 What is 
the comparative importance of stability in internal prices and in foreign 
exchanges ? What are the effects of a rising and a falling rupee and of a stability 
of high or low rupee on trade and industry including agriculture and on national 
finance. 

Answer . — ^In my opinion, it is premature to stabilise the rupee at any fixed 
rate in terms of gduL at the present moment ; Government ought to profit by the 
mistakes committed in 1920. The future trend of gold prices in the world is yet 
uncertain. Only recently Sir John Fergusson in his inaugural address as 
President of the Institute of Bankers held the view that taking a long view of 
the situation, we might expect a downward trend in 'prices, that is a rise in the 
value of gold. He advanced two main reasons for his opinion. The first was that 
“ monetary reconstruction in the world must inevitably lead to a greater demand 
for gold by central banks and Governments; the redistribution of America’s 
superfluous stock of gold over the world should certainly tend to cause a rise in 
the value of the metal. Secondly, the introduction of mechanical aidte to 
production, the cheapening of industrial process, must expand the volume of 
wealth, and this factor acting on the demand side of the equation of value, should 
also tend to make for an appreciation in the value of gold,” As against this view, , 
it is_ plausibly suggested that America has in reality demonetised gold, and that if 
the influx of gold to the United States had been allowed to play its normal function 
of expanding credit, the purchasing power of gold would be far lower than it is 
at present. The output of gold, which is again approaching the high levels reached 
between 1908 and 1916, and the ever increasing use of substitutes for gold as a 
medium of exchange throughout the world, are also important factors tending in 
the opinion of some to effectively oppose the tendency to a fall of gold prS^s. 
Much will depend upon the possibility of co-operative action by fhe Central Banks 
contemplated by the Geneva Conference Resolutions. The stock of gold held by 
the Central Banks of the world is so large compared to the annual consumption 
for non-monetary purpose, that it is quite possible for them to regulate by agree- 
ment among themselves the value of gold. But if the Central Bajms compete with 
one another in their ^orts to accumulate as large stocks of gold as possible in 
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order to restore the gold standard, the value of gold is bound to go u'p. Though 
at present, outside United States, there is little gold in actual circulation, one 
cannot take for granted that there will be no reversion to an actual gold circulation 
anywhere in the world and that this will not make too severe a demand on the 
world’s stock of gold. The accumulation of gold in U^nited States is so large and 
that country occupies such a commanding position in the world to-day, that by 
slightly altering their monetary policy it can keep its general level of prices higher 
or lower and thereby give gold a lower or higher value; and there is no certainty 
as to what policy that country will follow from time to time. As one of the critics 
of the restoration of gold standard in England put it, there is no ^arantee that 
the present Federal Reserve Board will remain in office or that the inflationist 
party which has always been very active in the United States will not at any time 
overthrow the present policy of price stabilisation, and raise a cry for a more 
liberal use of the hoarded stores of gold which will lead to a large_ expansion of 
credit and a violent rise of prices in America. Personally I am inclined to believe 
with Prof. Cassel that for the future we must reckon with a growing scarcity 
of gold {vide his paper read before the institute of Bankers on June 11th, 1924). 
It will, however, be unsafe to dogmatise on the subject when the factors to be 
considered are so uncertain. It is necessary, therefore, to be extremely cautious in 
the matter, and avoid making experiments with currency every now and then. If 
Government decides at the present moment to fix the value of the rupee at Is. 4d'. 
gold, more currency will have to be put in circulation and prices will tend to rise, 
much to the detriment of at least a section of the community. If a year later, gold 
prices in the world fall, it will be necessary to deflate the currency to maintain the 
gold values of the rupee at Is. 4(f. If, on the other hand, the rupee is to-day 
stabilised in the neighbourhood of its present market value in gold, and gold! prices 
begin to fall to such an extent as to bring down the gold value of the rupee to even 
less than Is. 4^. gold, the country in order to maintain the rupee at Is. Qd. gold 
rate, will have to submit to drastic deflation which will raise a howl of protest 
among the business community. 


The only feasible course at the present moment is to fix the upper and lower 
gold value of the rupee in rach a way as to leave some discretion to the authorities. 
I believe that the authorities can without any very great risk announce that they 
will use all their resources to keep the rupee between Is. 4<f. gold and Is ^d gold 
Curiously enough, while the Finance Member told the Indian Merchants’ Chamber 
(3rd July 1925) that it was the definite intention of the Government of India not 
to allow the rupee to rise above Is. 6d. gold, he made no announcement that the 
rapee will m no circumstances be allowed to fall below Is. 4c?. gold. It is far more 
important to fix the minimum gold value of the rupee than the maximum 


While I am in favour of stabilising the gold value of the rupee, I am on 
principle opposed to any measures being taken to stabilise the Twaoe-steTling 
exchwge at any fixed level. I consider it a mistake to link the maintenance of 
the Indian standard of value with the incidental and varying circumstances of 
^change. I agree with the view endorsed by the Babin^n-Smith Committee 
™ stability is an important facility rather than an essential 

conmtion. I re^rd instability of foreign exchanges as a sympton of a disease 
rather than the dmease itself. The real diseases in the world are political 
insecurity, ^otic finance and uncertain currency policy. As these maladies are 
^ing attended to and gold standard gradually restored! among the trading nations 
a a exchan^ fluctuations wiU gradually be reduced to such dimensions 

?n to. supply the machinery which wHl enable the merchant 

• ^tobihty of exchange- is an international and not a national 
t country to stabilise its exchange with other 

values are constantly changing becausl of deflation 
^ if exchange stability is attained 

SS^tS of countries, it cannot bind up a stable 

niaatiomst ocmutries. StabUisation of exchanges must 


ob jei^ions on principle, the time is hot yet propitious fo: 
* i^PfC'Storlmg exchanges at a particular level. There is still a certan 
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to-day at la. 6d., and sterling prices continue to fall at a quicker rate, Government 
will either have to allow the rupee-sterling exchange to fall or produce acute 
financial stringency by a policy of deflation, The only wise course in the present 
circumstances is for each country to take care of its own standard of value and 
inspire general confidence in its comparative stability in terms of gold, if not in 
its general purchasing power. 

Even from the narrow point of view of exchange stability, the best remedy 
is the restoration of an effective, automatic gold standard in most of the countries 
of the world. Such wide exchange fluctuations as we have been witnessing since 
the war are due to divergences between international price-levels ; and divergent 
price-level movements as between gold standard countries are impossible except 
within very narrow limits. 

Even an automatic gold standard is open to the objection that it is wanting 
in stability of purchasing power. Theorists like Dr. Fisher, Prof Marshall and 
Mr. Keynes have suggested far better monetary standards from this point of view ; 
but the greatest difficulties in the waj' is the distrust of the public in all schemes 
that are too scientific to be easily understood, or that involve Government manage- 
ment of any kind. And trust and confidence are the very essence of the matter in 
currency problems. 

The fear that gold may in the next few years prove even more unstable in 
purchasing power than before the war and that prices may fall to such an extent 
as to kill all enterprise, led some currency experts of international repute to 
suggest an international gold exchange standard for the world as a whole ; and 
the International Conference at Geneva actually passed a resolution in favour of 
“ some means of economising the use of gold by maintaining reserves in the form 
of foreign balances, such for example as the gold-exchange system or international 
gold-exchange system.” These new schemes of an international gold exchange 
standards differ in some respects from our pre-war Indian Currency system. In 
the first place, there is no talk of any attempt to prevent a rise in the exchange of 
any country participating in the system. As one of its advocates explains “ the 
Bank can hardly be obliged to take measures against a rise, the sign of deprecia- 
tion of the foreign valuta, although it -will quite naturally contribute a little to 
the restoration of a rising exchange as a prominent purchaser in the market. 
Even in coaintries with a metallic currency system, neither Gcvernment nor the 
Board of the Bank have even been either legally or even morally obliged to 
guarantee industrial life against possible depreciation of foreign valutas. ” (C. A 
Verrijn Stuart in the Ecorumic Journal, March, 1919). The only instance of 
such a guarantee is the voluntary practice of the Secretary of State of preventing 
a rise in the sterling value of the rupee by selling Council Drafts at fixed rates in 
unlimited amounts. Secondly, these new schemes all insist on a direct limitation 
on the quantity of legal tender money within the country. Thirdly, the advocates 
of the propos^ system recognise that the currency policy is ultimately credit 
policy, and that the co-operation of the central banks of the participating 
countries is an essential condition in the problem. Lastly, these schemes aim at 
regulating credit “ not only with a view to maintaining the currencies at par 
with another, but also with a view to preventing undue fluctuations in the 
■purchasing power of qcld ” {nide resolution No. 11 Geneva Conference). In other 
words these schemes imply (a) international co-operation ; (&) a policy of stabilis- 
ing prices through the action of Central Banks, on the basis of an index number; 
and (c) a policy of economising gold in internal circulation. 

If the Indian system is modified along these lines, almost all the objections 
against it disappear. Such a scheme will secure stabilisation both of prices and 
exchanges. But the crucial questions are : Is it possible to have a binding inter- 
nation^ agreement in these matters ? Is it practicable to regulate, not only the 
legal tender currency, but also the market rate of discount or the rate of interest 
by the use of an index number of prices 1 Is the public sufficiently educated to 
have confidence in such a reform 1 Will the confarolling authority command 
public confidence ? There is nothing inherently impossible in such a scheme, but 
the practical difficulties seem almost insuiynountable. 

We must therefore^ be, content with something less satisfactory but more 
feasible. The main object to be aimed at should be to ensurc the automatic 
expansion and contraction of our currency and link it with a commodity that 
is comparatively stable in value. For this it is enough to have a convertible 
rupee, convertible not in gold coins, but goM bullion only. The stabilisation of 
the rupee in terms of gold will give us such stabilitv of prices as is possible unde# 
an effective and automatic gold standard. What the country as a whole require! 
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is stability in internal prices more than in foreign exchanges. If owing to 
external causes beyond our control, this stability in internal prices does not give 
us stability of exchanges, I would leave the exchanges to their own fate. 

As regards the effects of a rising or a falling rupee on trade and industry, 
I have nothing to add to what Professor Marshall said before the Fowler 
Committee. Other things remaining the same, a depreciating currency or a 
falling exchange tends to stimulate exports and discourage imports. But the 
advaidage to the exporter is largely at the expense of the other classes of the 
community and can be only temporary. The common opinion that a depreciating 
exchange was for the benefit of an export trade, rests on the natural habit of 
regarding the interests of the Eutre'preneur as oo-extensiye with those of the 
trade. What really happens when a currency is depreciating, is that a person 
who is under obligations to make certain currency payments fixed by definite 
contracts or by custom is allowed through the change in the value of the currency, 
to discharge those obligations at less cost to himself and less benefit to those who 
were engaged with him in trade. There is no doubt that a fall in the value of 
the currency is a bounty; but it is a bounty not to the export trade but to one 
class in the export trade at the expense of the other classes engaged in it. Just 
the opposite is the effect of an appreciating currency. 

But these effects are only temporary. The depreciating rupee is advantageous 
to exporters only so long as the cost of production and prices in India do not rise 
in terms of rupees. When that happens the bounty will disappear. In other 
words, there is a race between the specific depreciation of the rupee in terms of 
sterling and its general depreciation in terms of commodities and services. 
Exports will be stimulated only so long as the specific depreciation is greater than 
the general depreciation. As regards National finance, the effect differs in 
different cases. The sterling obligation of the Government of India is really 
paid by the remittance of surplus 'produce from India, the magnitude of which 
depends upon the value for which the produce could be sold in the money obtained 
outside India. If the fall in exchange is due to a rise in the purchasing power 
of sterling, India will be obliged to send a larger amount of produce than 
formerly to meet its sterling obligations ; and Government will have to resort to 
increased taxation in some form or other. Either there must be new taxes or the 
old taxes, must be made to command more 'produce by an artificial enhancement 
of Ibe value of the rupee ; in either case the final result is the same ; there will be 
an increase of taxation of the people of India of an entirely unavoidable kind. 
If, on the other hand, sterling prices remain steady and the fall in exchange is 
due to depreciaiiim in the purchasing power of the rupee, the same produce will 
be sent from India as before, though the Government may find that owing to the 
depreciation of its money its revenue is insufficient to obtain' command of the 
produce required to meet its sterling liabilities. In this case what is lost by thA 
Indmn Government clearly amounts to a remission of taxation of equal amount 
to the people of India. The problem then is not how to increase taxation as 
compared with what was before, but how to make the taxation equivcdent to what 
it was before. 


j: ris® in. the rupee-sterling exchange is due to the depreciation 

of the purchasing power of sterling while the Indian rupee prices remain steady, 
mciia will part with Jess of her produce in discharge of its commitments abroad, 
un the other hand if the Indian exchange rises because rupee prices fall while 
sterlmg prices remain the same, the same amount of produce will be sent as 
“ <^®charg© <rf external obligations. But so long as the Government 
j j®, remains the same, it will command more produce tbfl.ri is 

oi Ito liabilities abroad. In that case 
tliA oaTna tho expeusc of the tax-payer who while giving nominally 

p^ver^l^^ grIaterVrchasinI 

itsel?to the “.®^®y/e^ised from taxation has adjusted 

eamii^s mav 20 uD than before and the railways 

their (£arg^ feoau^ of undeitakii^s like the railways increase 

neir cnarges because of mcrease of prices and wages. Government gain ratheY 
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than lose. Of course in such a case taxes which ai’e iixed for any length of time 
^vill not respond to the movements in price. But at least so far as the Govern- 
ment of India is concerned, most of its sources of revenue are not of this sort. 

Q- 2. — In relation to what standard and at what rate should the rupee be 
stabilised, if at all? 

When should any decision as to stabilisation take effect ? 

-I. — The rupee should bo stabilised in relation to gold, and the rate to be 
aimed at should be the pre-war one, viz., l.v. 4/7. oold. The rupett and .'sterling 
prices liave both risen nearly to the same extent since the war. Talcing the year 
1913 as the base, the index number of wholesale prices in Bombay advaneeil in 
June and July, 1925, to 160 and 158, respectively, Avhile the inilex number of 
wholesale prices in the United Kingdom stood at 159 in May and at 158 in 
June last. It would appear then that the present market rate of I.'-. G/ 7 . is above 
the normal rate as determined by the purchasing power parity-theory, and can 
only be accounted for as temporary deviation from the normal rate due to 
favourable balance of account or some other temporary cause. A closer examina- 
tion will, however, show that the assumption made by the exponents of tlie 
purchasing-power theory that the percentage difference between the internal 
and external purchasing power in 1913 is an approximately satisfactory 
correction for the disturbing effects of tariff, etc., etc., at the i>resent time is 
not true in the case of India. Since the war our tariff has been considerably 
raised. This increased Indian tariff is an influence tending either to produce 
a higher level of prices in India or to decrease the value of sterling, the currency 
of the exporting country, in terras of the rupee, the currency of the importing 
country. I am inclined to think, therefore, that the difference between the 
pre-war and the present market rate represents the effect of changes in tariff 
and that the normal rate at present is in the neighbourhood of l.'f. 6«7. To bring 
it down to 1 , 9 . 4/7. it will no doubt be necessary to raise prices in India to a 
higher level than in England. But that was exactly the object of recent pro- 
tective policy and the expected result of a high tariff. Certain classes will no 
doubt suffer from such a policy ; but, rightly or wrongly, the country as a whole 
confuted to pay this price. And (^vernment cannot be allowed to neutralise 
by its currency policy and the consequent rise in the normal rate of exchange 
to I.T. 6/7. the intended effect of protectionist tariff. I, therefore, consider the 
la. 4/7. gold rate as the proper rate to be maintained. The only question is, 
whether we should allow exchange to come down by a fall of gold prices or bring 
it down by raising prices in India. I am emphatically of opinion that the first 
is the proper course in view of the indications we at present have as to the trend 
of gold prices. 

Sterling prices have been falling since December. 1924. According to the 
Statist during six months of this year the net decline in wholesale prices on the 
average has been as nfueh as 11-2 per cent. (Ff/fc Statist August 15th. 1925.) 
At no time since the great depression that began in 1920, did England experience 
so severe a contraction. If this tendency to a fall of prices continues, the normal 
rate of exchange will fall below the present market rate of 1/f. 6/7.; and it will be 
difficult for Government to maintain la. 6/7. rate without further deflation of 
currency. It will be easier to maintain the pre-war rate between the rupee and 
gold. In these circumstances, the safest course for Government is to accumulate 
gold by offering rupees more freely at the rate in the neighbourhood of la. 6/7., 
with a view to be in a position to maintain at leasst the rate of la. 4/7. gold both 
within the country and outside it. All that the Government should at present com- 
mit themselves to’ is to maintain the value of the rupee between la. 6/7. and la. 4/7. 
gold. 

Q. 4. — What measures should be adopted to maintain the rupee at the rate 
selected ? 

Should the Gold Exchange 83 ’^siem in force before the war be continued ano 
with what modifications if any ? 

What should be the composition, size, location, and employment of a Gold 
Standard Reserve ? 

A . — ^The rupee should be declared convertible in gold bullion in India at the 
i*ate of la. 4/7. gold ; and with a view to ensure this convertibility, both the paper 
currency reserve and the gold standard reserve should be locateu in India. The 
greater part of the gold reserve should be held in actual gold : this does not imply 
that India should have no foreign credits and bills to be dr-awn upon when neces- 
sary. Eor, as long as India has to pay home charges, atid her balance of trade i® 
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at the mercy of rains it would be wise to keep a certaiu amount of our resources in 
foreign credits to mitigate the hardships of an occasional adverse exchange. 
Government should further attempt to accumulate a large stock of gold by keep- 
ino o-old products inside the country, make the import duties payable in gold or 
cTold^equivalent, and take full advantage of the occasions when India had a favour- 
able balance of trade by becoming large buyers of its export bills, and ordering 
gold to be sent to them from the proceeds of such bills. 

The main changes that I propose in the pre-war currency system are : — 

(1) that the rupees be made freely convertible into gold bullion at the rate 

of Is. 4:d. gold. 

(2) that the British sovereign should cease to be legal tender, 

(3) that the paper currency Reserve be amalgamated with the gold stan- 
dard reserve and both located in India. 

The first is only a slight variation of Ricardo’s Exchange remedy ; the second 
will be dealt with in my aswer to Q. 6 ; while the third is only a repetition of fh® 
suggestion made by Mr. F. C. Harrison to the Chamberlain Commission. Ricardo’s 
scheme provided that paper should be the circulating medium, and that the Bank 
of England be obliged to purchase with notes any quantity of gold that was offered 
at a fixed rate (£3 iTs. per oz.), and sell any quantity of gold that may be 
demanded at another fixed rate (£3 l7s. per oz.). The only change that I have 
made is to substitute partlv rupees for paper money. Complete convertibility is 
the basis of both the propokls; and both seek to prevent gold coin from entering 
into circulation by issuing gold in the form of bullion bars and not gold coins. 
Neither leaves the quantity of circulation to the discretion of the Bank or the 
State. -Ricardo’s exchange remedy, however, included an additional safeguard 
against a capricious refusal by the Bank to issue paper money. It kept the mints 
open to the coinage of gold; but fixed the price at which notes were to be 
issued in exchange of gold in such a way that taking into account the loss of 
interest during the interval between the delivery to the mint of gold bullion and 
the receipt of coins, the owner of the bullion found it to his interests to sell it to 
the Bfl-nk for notes rather than have it minted as coins. This appears to me not 
only unnecessary, but also likely to seriously interfere with the success of the 
scheme. 

I regard these changes as substantial modifications of our pre-war currency 
system. They will give India an automatic gold standard and remove tfe 
greatest defect of the gold exchange standard as it operated before the war. 

Under our pre-war system the currency of India was expanded not in response 
to the demands of trade as a whole, but only of a part of that, namely, external 
trade. If during any period the balance of trade in favour of India increased 
rapidly, the sale of Council Bills received a stimulus, and the amount of rupees or 
notes in circulation was augmented thereby out of all proportion to the real in- 
crease in the total trade (external and internal) ; for the internal trade does not 
necessarily grow in proportion to the growth in India’s favourable balance of 
trade. Thus the system increased the total purchasing^power much more than a 
real automatic system would. 

Even this statement needs an important qualification. India is a land of 
seasons; and it is only in the busy season that there is a keen demand for council 
bills, necessitating fresh coinage or further issue of paper money. Thus the cur- 
rency of India was expanded, not in response to the growth in external trade 
throughout the year, but only in proportion to the demand for funds for financing 
export trade during the busy season. The truth is) that the idea underlying the 
whote system that the rate, of emchmge is the test of deficiency or redundancy 
of the currency, is wron^ and mischievous. Exchange may be the measure of the 
temporary requirements of foreign trade, but it is the rate of discount that is 
the proper index to the temporary requirements of India’s internal trade. Ex- 
change may show the scarcity or abundance of currency in one country as com- 
pared with another; but it is the fall or the rise in the price levels of a country 
that reveals the insufficiency or redundancy of the currency for the normal- 
requirements of its total trade. 

A satisfactory system of currency is automatic also in contracting currency. 
In gold-usin^ countries before the war, gold coins were easily exported, or melted 
and withdrawn from circulation, when trade was ffiaok. ‘This automatic pro- 
cess of contraction has all along been wanting in the Indian system, Legall/y, 
the rupees have never beeit freely convertible into gold inside the country ; nor are 
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they externally convertible except on those rare odcasions when Government 
sells Reserve Councils at times of weakening exchange. And exchange, as every 
one Ipiows, is capable of being influenced by many factors other than internal 
conditions of trade. Trade may be depressed, and currency may be redundant, 
and yet heavy and continuous borrowing on the part of India may reverse the 
tendency to weak exchange. Prices may rise in India, and yet exchange may 
not only remain stable, but even rise because of gi’eater inflation in other coun- 
tries. 


It is true that the rupee was not absolutely inconvertible into gold inside 
the country, for in pre-war days the Indian Government did at times offer gold 
for rupees. But there are varying degrees of inconvertibility. The very essence 
of the gold exchange standard lies, according to one of its best exponents, in 
“ some degree of v/nwillingness to supply gold locally in exchange for the local 
currency ; but a high degree of willingness to sell foreign exchange for payment 
in local currency at a certain maximum rate,” this in itself implies some incon- 
vertibility in actual practice. Add to this the fact that against the rupee, which 
is only a note printed on silver, Government keeps no reserve in gold to ensure 
convertibility apart from what they consider necessary for supporting the paper 
currency notes and the foreign exchange, and the degree of its inconvertibility 
becomes all too patent. The rupee at best had, under our pre-war system, ohly 
an imperfect or “ suspended convertibilitv, ” and its over-issue was on that 
account just as likely as that of inconvertible notes. Our inconvertible rupee, 
therefore, failed to satisfy the most essential requisite of a sound currency, mz., 
stability of purchasing power. It failed in this respect to a much greater extent 
than the old freely minted rupee did. 

Prior to 1893 the value of the rupee was the same as the value of its silver 
content; and so a substantial part of the rupee coinage was used as bullion. A 
simple calculation would show the effect of correction on this account. Mr. F. C. 
Harrison estimated the volume of rupee circulation at 120 crores in 1892; and 
Sir Edward Baker put the loss by wastage at 2 per cent, per annum. The 
average annual coinage previous to 1893 was about seven crores, of which half 
used to be melted by the public, according to official estimates at one time. But 
later on Mr. O’Connor, the Director General of Statistics, in 1898 adnfltted 
before the Fowler Committee that “ A very much larger proportion of the rupees 
that were coined must have been melted down into ornaments.” It would_ not 
therefore be far wron^ to put the amount which thus disappeared from circu- 
lation at five crores per annum. The annual addition to currency before the 
closing of the mints was thus only two crores on an average, an amount just 
enough to make up the loss bv wastage. In other words, the rupee circulation 
was pretty steady prior to 1893. This accounts for the comparative steadiness 
of prices before the closing of the mints. 

■ Conditions, however, were different after 1893. Rupees once coined 
remained coins, for it was unprofitable to melt them. They could be used only as 
currency, and so the entire amount of coinage influenced prices. 

It is interesting to note in thiis connection the opinion of Mr. Lindsay, the 
real originator of the present system, on the nature of the rupee stan<mrd m 
India. He plainly told the Fowler Committee, “Hook upon rupees under the 
present system as simply inconvertible metallic notes, and they o]^rate entirely 
Lcording to the laws that govern an inconvertible paper currency. I think the 
laws that govern an inconvertible paper currency and the laws 
inconvertible coin currency are precisely the same (Q. 37-42). The natural 
coroUary follows, that the main cause of a rise of prices under an inconvertible 
coin currency is usually its excessive issue, or to use a technical phrase, over- 

Much- the same thing may be said about our note circulation. Iffjan cur- 
rency notes were convertible into rupees both before and after 1893 ; but tlm 
tar^changes of 1893 effected a revolution in the character of the rapee. Prior to 
1893 it w^ a freely minted coin converliible into bullion ; after 1898 it was a tok^ 
Sin norconvitible freely into gold except on those rare cessions when Govern- 
ment sold Reverse Councils. The notes being thus convertible only in an lacou- 
vertdble coin currency influenced prices much in the same way as inconvertible 

paper money does. i. -i a 

This grave defect in our ijre-war curr^wgr system can be easily cured by 

making the rupee freely convertible Into gpW, 
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Q, 5. WIlo should be charged with the control of the note issue and on 
what principles should control and management be transferred to the Imper'ial 
Pnnk and if so what should be the general terms of the transfer 1 

I would entrust the control of the note-issue to the Imperial Bank provided 
its issue department is kept separate from the banking department ^d its con- 
stitution changed, so as to provide for more Government control over the maimge- 
ment of the Bank. I am generally in agreement with the scherne outlined by 
Mr. Keynes in his Memorandum before the Chamberlain Commission. 

I would aim at keeping the metallic backing of the note issue entirely in gold 
and fix the statutory minimum at 60 per cent, of the net circulation. 

I am not in favour of issuing notes of lower denomination than Es. 10, as in 
a vast country like India, where communications are so defective, a small note is 
de facto inconvertible. 

Q. 6. I am not in favour of minting gold in India nor of using gold as 
currency. The bulk of internal transactions in India involve only small amounts, 
for which rupee is quite a suitable coin. There is no adequate reason why poor 
nations like India should allow a large part of their resources to be spent in pro- 
viding themselves with so costly a medium of exchange as a gold currency if some- 
thing cheaper can serve all the purposes that it would do. It is, moreover, neces- 
sary to keep down the world’s monetary demand for gold if we are to avoid a 
heavy fall of prices all over the world. [For these reasons I would be content with 
a convertible rupee, convertible not in gold coins, but gold bullion only. This will 
ensure the automatic expansion and contraction of our currency. Convertibility 
is the best safety value for redundancy of currency; it provides the easiest auto- 
matic danger-signed to Government when it is inflating the currency. A system 
of convertibility will not need for its success a large part of gold if the British 
sovereign ceases to be legaH tender. For if the rupees in circulation are 
diminished and not replaced by gold coins, the value of the rupee will rise quickly 
to the point where it will cease to be profitable to exchange rupees for gold. It 
is no doubt possible that in times of war or severe famines convertibility may 
involve Government in serious risks; but if the Bank of France has had some- 
times to suspend cash payments or the British Government to suspend the Bank 
Charter Act, there is no harm if a similar course is left open to the Indian 
Government in exceptionally grave emergencies. Such exceptional cases, as was 
pointed out by Mr. Farrer in his evidence before the Fowler Committee, are not 
made the basis of currency systems. “ We look to the ordinary state of things.” 
Looking at the problem from this point of view, India’s case seems to be a 
specially favourable one. “ She has a great and elastic power of producing 
saleable exports; she imports, on the balance a large quantity of the precious 
metals, which she retains with great tenacity; and she recovers very quickly from 
great depressions.” It is again true that the largest possible reserve of gold 
will prove insufficient if all the rupees in India, or for the matter of that,- even 
all the rupees except those absolutely required for purposes of circulation, were 
presented at one moment for encashment in gold. But such contingency is just 
as likely as a general run on all the banks and currency offices. The only security 
against such a panic is that no such demand for conversion is ever likely to be 
made. The masses, the majority of whom are poor, will find the rupee useful 
as the rupee ; it is the thoughtful and the speculative people who will demand 
gold for rupee The only way to establish the confidence of the latter is to 
meet their demand boldly. 


APPENDIX 14. 

Statemfint of evi^nra submitted by Mr. Brij GopaL Bbatnagar, M.A., F.S.S., 
Iiecturer in Bconomics, AUaliabad University, 

At the very outset, I may be permitted, to emphasise two or three points that 
appear to me important in connection with the problem in hand. . First that we in 
fortunate enough to have a clean slate, on which we could draw 
imagination, helped by all the sound reasonings of currency 
SS order were to lay down as the ideal picture o! the currency 

w ^ ®y®te“ of currency, ^d, bad or indifferent as it may be, 

^ umter of years, and we could not, however much we may desire, 
^ge It at a stroke to approicimate to onr ideal in a day. Throughout the 
discos., ona on this topic &is point is generally ignored; and young® and old 
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enthusiasts of gold standard backed with gold in active circulation go on advocat- 
ing an instantaneous return to gold standard and gold currencv with such an ease, 
as if the road to gold currency was as unblocked as the free surface of their own 
writing pads to give an unblocked journey to their pens. And the same is true 
in another sense of the advocates of a managed currency system as expounded by 
Prof. J. ]M. iveynes. While discussing currency problems in India or for the 
matter of that in any part of the world, we should not (as a matter of fact we 
cannot afford to lose sight of this limitation, if we mean business, and do not 
want to indulge in mere rhetoric to catch the public ear) lose sight of the limita- 
tions placed upon our present actions by those of the past. 

To bring the full significance of the above, I must mention another factor, 
however shocking it may be to our faculty of reasoning, and perhaps to us also 
who look upon ourselves as reasonable beings, and it is that in matters of currency 
sometimes men in the mass are very much guided by prejudice. If they have 
been accustomed to the use of a particular coin of a particular size or shape, with 
a particular figure on it, and it this coin is sought to be replaced, say by some 
better coin, even then we have the sad phenomenon of the musses refusing to adopt 
it as their currency. However much we may feel mortified at the stupidity of 
people who cannot distinguish good from bad, yet no amount of heart burning 
on our part is likely to help us in seeing our favourite through as a current coin. 
History tells us that this actually happened in some of the States of North Africa, 
where in the 19th century the Austrian Government had to coin the Maria Theresa 
dollar with exactly the same design and date as when first issued iu 1780 and that 
because it was the favourite coin of the people and they refused to accept any 
other. 

Secondly, the system of currency in a country has necessarily to be something 
of a compromise as between the ideal of economic theorists and the business needs 
of the country, wherein again a very large part is played by what people call 
poi>ular sentiment and the popular prejudice. From the theorists' point of view, 
what the system of currency in a country should, with many other things, always 
be able to do, in order to be classed as a good and successful system of currency, 
is that it should provide media of exchange suitable to the needs of the different 
classes of people living within the country, that is, the currency of the country 
should consist of coins of such varied values and denominations as would be suit- 
able to perform the exchange transactions of the various groups of people with 
their varied standards of living and standards of purchases. From the theorists’ 
point of view, the more of these coins of various denominations consist of paper or 
leather or some other cheaper material the better. But can a theorist by his 
mere wish, or by the dictates of his very sound logic, make the unlogical public 
adopt the paper coinage as the common media of exchange in a country, unless 
the bulk of the people of that country have been educated in the use of paper ? 
My answer is an emphatic No ! And this because both past and present suggest 
that answer. We read that in the 14th century Muhammad Tughlaq, perhaps 
one of the ablest kings to hold sway over India, issued his token currency of copper, 
and that people refused to accept it even at the point of sword. And poor 
Muhammad earned for himself the title of Mad Tughlaq in the bargain. The 
history of our own note circulation during the Great War is also suggestive of 
the same idea. Or can a Government, be it ever so powerful as the Government 
of India, compel our masses*to use the gold sovereign as their meditim of exchange 
if their standards of living and purchases be such as to make the rupee or some 
other coin of lesser value more convenient than a coin of such high value as the 
sovereign 1 By no means yes. They failed to do so in their first attempt when 
acting on the Report of the Fowler Committee in the year 1900-01, they tried to 
push the sovereign in, and they are bound to fail again, so long as the standard 
of incomes and of expenditure of the masses in India is not suflGiciently raised to 
warrant a change in that direction. It was this internal weakness, sad indeed 
from a theorist’s point of view, this peculiar insistence on the part of the Indian 
public to have rupees which compelled the Government of India to adopt the Gold 
Exchange standard instead of gold standard with gold in ^ive circula- 
tion as against the express recommendations of the Fowler Committee 
and the still more express demand of the vociferous, educated classes 
of this land — classes accustomed to measure the needs of India by 
their own measuring rods. It was this peculiar insistence on the part 
of the Indian public — real people of India, who live in villages and whose monthly 
income, according to the most sanguine and the most optimistic calculations i's 
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not more than Rs. 9 12* per month per head — that compelled Governmenl 

of India not only to depart from the findings of a Committee, which they had 
accepted, but also to depart from the ideal of the Gold Exchange Standard itself, 
as conceived by Plato or as developed by that prince of theorists David Ricardo 
and as recommended by Lindsay before the Eowler Committee. In deference to 
the wishes of the people. Government had to adopt “ a note printed on silver,” 
and not a note printed on paper for internal circulation. That up to the time 
of the Chamberlain Commission (1914) even the Government of India had their 
ideal in the Gold Standard backed with gold in active circulation is made perfectly 
dear when we read Lord Meston’s (then Sir James) following statement, when 
speaking during the Budget debate of 1910 : “ The broad lines of our action and 
our objects are clear and unmistakable, and there has been no great or fundamental 
sacrifice of consistency in progress towards our ideal. Since the Fowler Com- 
mission tliat progress has been real and unbroken. There is still one great step 
forward before the idea can be realised. We have linked India with gold countries 
of the world, we have reached a Gold Exchange Standard, which we are steadily 
developing and improving. The next and final step is a true gold currency. That 
I have every hope will come in time, but we cannot force it. But the final step 
will come in time when the country is ripe for it.” It was in pursuance of this 
that in the year 1912 the Government of India proposed to open the Bombay Mint 
to the coinage of sovereigns, but for one reason or another the British Treasury 
came to their rescue, and they had to defer the proposal until thp. Royal Com- 
mission appointed in the year 1918 had reported on the course to be taken. 

This should be enough to show that while deciding what kind of currency or 
what system of currency a particular country will adopt, or change to at a 
particular time, we must not ignore the practical needs of the people as determined 
by their standard of living and standard of purchases. 

The third, and I should think the last point to be kept in view while tacklinff 
the currency question of India, and as a matter of fact all practical problems of 
life m all parts of the globe, is the interdependence of life phenomena within a 
community and with phenomena outside the community under discussion. State 

of progress in one department of life has its influence on the possibility of nroffress 
in other departments of life. ^ progress 


thP ^ interdependence of life phenomena. Thus during 

^ ^ wanted to absorb immense quantities of silver rupees^ 

other nartT?S"w Tf ® but changes in 

ruDee^itt nnpossible for them to continue to give 

fr^ o^Sfi^n for Indiau produce at the pre-war rate, and they had to Aift 
nolS gold mohur to temporardy inconvertible' paper 

CurLcv to ^ ^^e problem of Indian 

euthu<?io«fQ nf problem is not such a simple matter as our 
problem lid would have us believe. It is above all a practical 

and prejudi«. commonae:! aSd 

cometo^T out above three questions naturally 

toZiriHfv? ^bich we have now and which we ^ek 

we go towards the J^lisatidn of our ideal ^ ^ I uSd ilot ItL"! couiitry can 
of these questions, as all of us are familiar will, to answer the first 

giwn But I murt s^v answer that alone can be 

the same mind in giving an miswer to it * seocmd. as all of us are not of 

nobody has formaffy given us the SJLs of ^rue, so far 

Canons of Taxation. But for any one who car#»R ii ^<^9-03. Smith gave us the 
them for himself from the ftSioS If a ^ 
system of currency, in order to be classed sq a an a j them thus : Every 


Findlay Shiiras in 1922, 
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incomes and expenditure of the different classes living within a community. If 
the currency system of a country consists of only one coin, and if there are four 
or five classes (based on their incomes and spending habits) then the result would 
be that such a system would not give complete satisfaction to all members of the 
community; for some it would be too high, for others too low, and general dis- 
satisfaction would be the result, (ii) In every system of currency there should be 
some scope for expansion and contraction of the volume of currency to suit the 
varying volume of trade at different times. In India during certain months of 
the year we find that trade is brisk, larger number of exchange transactions take 
place, and naturally people want more of money, while when the trade is dull 
less of money is required. If the volume of currency in a country is not change- 
able with more or less ease, chances are that community would be subject to 
continuous fluctuations of prices. And everyone knows that constant and quick 
fluctuations of price level are not healthy for the trade and commerce of a coun- 
try. (iii) Every system of currency, and the systems of currency of those coun- 
tries in particular that have trade relations with foreign countries must have 
some sure and certain provision for providing the international currency — gold 
— whenever and in whatever quantities it is needed for making payments abroad. 
Now unless a system of currency is capable of satisfying the three conditions 
mentioned above, with more or less success, it is hardly possible to look upon it as 
a good system of currency. Let us see if our own system is capable of passing 
the test. 

Leaving apart what there may be on the Statute Book of India, in practice 
our system of currency consists of : — 

(1) token rupee, which is our principal, as well as the unlimited legal 

tender coin, 

(2) the silver subsidiary coins, consisting of 8 As. or half -rupee pieces, 

and 4 As. or quarter-rupee pieces, 

(3) the nickel change, consisting of 2 As. or \ of a rupee piece, and 1 anna 

or -jiV of a rupee piece, 

(4) the copper change, consisting of pice, a coin which is one quarter of 

an anna or o? ^ rupee, and pie which is ^ of a pice, and 

(5) paper currency, consisting of notes varying in denominations from 

Rs. 5 to Es. 10,000, payable on demand in token rupees. 

Eor payments abroad, or for payments by outsider to us in India, Govern- 
ment have undertaken to provide gold for the rupee at a ratio which has been 
varying from point to point for the last five or six years in the first case, and to 
provide rupees or notes convertible in rupees at equally varying rates, during 
the same past period. To discharge this double duty with success they maintain 
two reserves, one of gold, and the other of silver rupees or notes, convertible in 
rupees. 

As must have been noted by this time none of the coins used in the country 
is a standard coin, and naturally none of them is freely minted. Such in brief 
is "what we have in the domain of a currency system in this country. 

Putting our system on the first touch-stone, we must frankly admit that 
both iu theory and in practice it passes through. The poorer classes, who con- 
stitute the majority in this land find their suitable money of account in the rupee, 
and their current monies in the rupee for their highest payments, and, in the 
silver, the nickel and the copper change for their daily needs. Eor hoarding, of 
course, if there is much of hoarding amongst these classes, outside a few unusually 
rich areas, such as the Pirn jab Canal Colonic, they can purchase gold or 
silver in the market. Let him who doubts the truth of this statement convince 
himself by going through the large number of family budgets collected by (1) the 
census authorities of 1921, (2) the Labour Office, Bombay, (3) the Chanakya 
Society, Patna, and (4) the Economic Enquiry Board, Punjab, Lahore. 

Eor our middle classes the rupee and the paper notes of smaller denomina- 
tions from Rs. 6 to Rs. 100 are there, and that is what they use in their daily life. 
Eor' the rich of the land, the banks’ cheques, and ungreased notes of denomina- 
tions higher than Rs. 100 must be helpful, and that is what we find them using 
in cities like Calcutta, Bombay, or Karachi, wherever they live, 

Erom the point of view of variety in values and denominations to suit the 
business needs of the different classes of people living in this country, our sys- 
tem of currency, with its wide range of coins, vaiyi^ in denominations from | 
of a pice, which is itself ^ of a rup^, to a Rs, 10,0j^ note, is eminently satisfac- 
tory. But this is only from a theorist’s point of view. It fails to take note of 
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that deep-rooted love of gold which seems to be peculiar to humankind all over 
the world, including the advanced England and backward India, as well as 
that lack of faith in our paper currency, which is, as was pointed out by Sir 
Janies isegbie in his minute of Dissent to the Chamberlain Commission (1914), 
the direct result of our note circulation being convertible in inconvertible token 
rupees. To these we would return in their proper place. 

JNow to the second : That in India every year we have a season of slack trade 
and another of brisk trade is a fact known to all, and needs no proof for its 
existence on my part. Is our system by its nature responsive to tnese changes 
in the trade conditions i My answer is, it is not : tio long as we had an open 
mint for silver, i.e., up to the closing of mints in 1892-3, the element of elasticity 
was present, but after that we have not had a standard coin, and all coinage or 
fresh supplies as well as all melting down of the unnecessary or useless coins 
have been under the direct control of the Covernment with tne result that our 
internal currency has not been able for so many years to contract itself in 
response to decreased trade, although we must admit that it has always expanded 
in response to the increased trade demand, it could not be otherwise ; In 
nine years out of every 10 we have a tavourable balance of trade resulting in 
pajuaents in the form of currency to our people, and currency goes on mcreiteinu 
from year to year. In other countries with an open mint and a standard coin 
extra coins find their way back to the mint or the malting pot. Here with a 
closed mint and a token rupee as our principal coin and standard money this 
IS impossible. True this serious defect in our system has been partially modihed 
by the action taken on the recommendation ot the Babington Comimtteo that 
■•with a view to meet the seasonal demand for additional currency provision 
should be made for the issue of notes up to five crores over and above tlm normal 
fiduciary issue as loans to the Presidency Banks (now the Imperial Bank of Indial 
on the security of ex^rt bills of exchange.” The limit oi &ve crores fixed then 
has now been raised to Bs. 10 crores. But this at best can be looked upon a7a 
palliative, not because the device in itself is in any way exceptionable Perhant 
no more economic method could be thought of. iut We, ?gain, the peoS 
habits of the people of this land come in our way. WheA the season 5f SiS 
f India, the big merchants of Bombay and Karachi need huge sums 

to malm payments for the agricultural produce that they purchase in ^ 
up-country rur^ tracts. And the demand in these up-cou^tr? rSTaftr^ts^fs 
tor ^tallic com, and not for paper convertible in token rupee?^ The mLS 
iia^ been tiiat tJie country has not been able to wf- full J 

Ujmable device eugges^ by theTbl^SotlSirc^S ” if 
currency were convertible in gold, it would have F ^ 

say that our system of currency is elastic in the full senj^orthe^te^^.^^^ 


1924, it began to rise again and hak ^ ^hile sin6e July, 

that it is both true and faithful, could not in«»Hf ^ believe 

currency, as it is, makes “ sure aAd certain nmvSfLf of 

they are modi&d^th? ^ ?ht T*f “ 

gold standard badted with gold in ^ct^f 
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curreiiijy convertible iu gold and to reduce ilie token rupee wiiicli is now our 
principal coin to the position of a subsidiaiy coin with a limited tpndcr. And 
this is what is generally recommended by tne thinking people in this country, 
both as a solution of our present difficulties as Avell as the hrst step to reach our 
future ideal. I must coniess that if we could adopt, the system outlined above, 
the element of variable rates in foreign exchanges would nave disappeared anci 
the lack of elasticity would have also gone. But if, as a theorist, i cannot recom- 
mend it as our ideal for the future, the exigencies of the present situation prevent 
me from recommenaing its immediate adoption. 

Should we adopt the system as outlined above as our permanent ideal ? When 
we study the history of currency in some important countries of the world, we 
find that most of them have been consciously or unconsciously approximating 
towards the system in which internal currency consists mainly oi paper (sucD 
as notes, cheques, etc.), convertible in gold, and of such dieap metallic subsidiary 
coinage or surrogates as may be necessary for the day-to-day transactions of the 
people. Gold is kept in the reserves of banks or government treasuries and is 
made obtainable as far as possible oidy for making payments abroad. It is not 
denied to the people legally, but the whole thing is so managed (in fact, the 
banking habit being higffiy developed in the people they seldom ask tor it) that 
pqople take as little of it as possible. Both gold and the paper convertible in 
gold are made unlimited legal tender, while the subsidiary coinage is made 
tenderable only up to a limited amount. 

That this was the ideal of the Indian Government and the Indian people 
at the time of the Fowler Committee is clearly recognisable in the past literature 
on the subject, both Govermnent and popular. That this was not kept constantly 
in view, after that as the guiding star of India’s Currency Policy, is also made 
perfectly clear by the fitful movements of Government during the last 2d years. 
That it is not now the ideal of the Government is also clear from the following ; 
Thus Sir Basil Blackett, K.C.B., while speaking before the Associated Chambers 
of Commerce, at Bombay on the 4th December, 1923, remarked ; The whole 
tenor of my remarks today has been to suggest the unwisdom of attempting to 
speak too confidently about the future or to act in anticipation of events . . . 

The goal towards which we are all working is, of course, a gold standard. 
England is doing the same. A gold standard does not by any means necessarily 
mean a gold currency. Let me appeal to three authorities in support of this 
statement. My first is Plato, who, in laying down laws for his ideal State, 
pronounced strongly in favour not of a gold cui’rency but of the gold exchange 
standard. For internal purposes his State was to issue currency notes, stamped 
on bits of leather, but for international payments it was to keep a reserve of 
gold. My second authority is Mr. Keynes, who, in his book already quoted, 
expressed himself on this subject perhaps more freely than I should care to do. 

‘ Much nonsense,’ he says, ‘ is talked about a gold standard’ properly carrying 
a gold currency with it. If we mean by a gold currency a state of affairs in 
which gold is the important medium of exchange, no country in the world has 
such a thing (unless it be Egypt). Gold is an international but not a local 
currency. The currency problem of each country is to ensui*e that they shall 
not run the risk of being unable to put their hands on international currency 
when they need it, and to waste as small a proportion of their resouices on 
holdings of actual gold as is compatible with this. The general adoption of the 
practice of putting, gold into active circulation would at the present time involve 
sudi a denaand for gold as would bring gold prices down to a level so far as to 
discredit all forms of paper currency and drive people back to metallic forms 
of currency. Were this to occur, the demand for gold as a medium of internal 
exchange might have disastrous consequences. England, I imagine, is not likely 
again to waste any proportion of her resources on an actual gold circulation,'' 
Tme question whether India will want to do so need not at present arise, because 
progress towards a gold currency would necessarily be made by way of the 
est^lishment of a gold standard, and on that first step we are all agreed, and 
it is for that we are working. But the gold standard of the future may perhaps 
be a little different from the system with which we were familiar in Europe 
before the war. This brings me to my third authority in favour of the gold 
exchange standard system. If the r^olutions of the Currency Committee of the 
(Tenoa Conference are carefully studied, as they deserve to be, it almost seems 
as if Europe intended to work her way towards something very like the systeaf 
which we have had established in India for many years past. There you wifi find 
reference to “ gold centres ” in which, for convenience and economy, the world V 
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reserves of international currency would be concentrated. If other countries 
maintained reserves of gold at all it would not be because, they required them for 
their own purposes, but because, being imable or unwillng themselves to take a 
leadino' part in the maintenance of an international gold, standard, they were 
expected as a condition of membership of a world currency system either to make 
a direct money contriWion to the cost of central gold reserve or to suffer, for 
their own and the general advantage, the inconvenience and expense of having a 
portion of their resources locked up in unproductive form. 

‘ ‘ In such a system it seems that India might well find her appropriate 
place, for in matters of currency policy there can be no irreooncilable 
conflict of interests Wween nations. The advantage of the whole must 
be the advantage of every part. I cannot admit, for example, that the 
question which we have been discussing to-day can be viewed either from 
an Indian or from an English standpoint. It is my business as Finance 
Member to put the interests of India first, and I unhesitatingly do so. But 
in this matter the idea that there is a conflict of interests is moonshine. 
There is plenty of room for difference of opinion but there cannot be any 
difference of motive. Whether we are exporters or importers or merely in 
the Finance Department of the Government of India, we c^ ^ord to 
approach the subject from the same angle, with the same ends in view, and 
we cannot afford to do anything else.” 

That this should not be the ideal of our currency policy in the future is my 
considered opinion and for the following reasons : jOthough one Commission 
and one Committee have pronounced in favour of adopting the gold exchange 
stand^d as it has been working in India (and not as it was conceived by Ricardo 
or as it has come to function in England) as our permanent currency policy, and 
although Mr. J. M. Keynes is never tired of singing its praises, yet, I for one, 
cannot reconcile myself to a system at once expensive (expensive because instead of 
paper in internal circulation, it has silver token rupees on which India loses much 
in wear and tear) and crude (crude as it is exposed to danger at its two ends). It 
is liable to fail (i) if the Government fail to give gold in exchange for rupees to 
meet external obligations of India, and (ii) if the Government fail to give rupees 
in exchange for gold. In view of these facts we could never dream of having the 
Gold Exchange Standard as developed in India as our permanent currency 
system. Naturally then we could have no better ultimate aim of our currency 
policy in India than the system that we have termed as the idieal ^stem of 
currency towards which consciously or unconsciously most of the countries of the 
world have been converging. With this as our ideal let us examine the question 3. 
How far under the present circumstances (i) of life and labour in this country, 
(ii) of past developments in our currency system, and (iii) of condition of trade in 
and out of the country can we go towards the realisation of our ideal ? 


The Fowler Committee and the educated public opinion in India were, and the 
public^ in India are in favour of reaching the ideal by adopting a gold currency 
in active circulation and then its voluntary substitution by paper (convertible in 
gold) when the people will have been educated in the use of paper-money as 
England and some other countries of the world have done before us. The Govern- 
of India, though they accepted the recommendations of the Committee, and in 
the beginmng were amcious to translate them into practice, after the set-back 
of law, when they made an effort to send sovereigns into active circulation and got 
thmn back, lost confidence in gold standard backed with gold in active circulation 
t exchange standard as the means to attain the end And after 

the Ch^berlain Commission’s Report the gold exchange standard that was in 
the begmnmg adopted only as a means to an end, was adopted as the end in itself. 

There are p^ple who believe that it was a mistake on the part of the Indian 
Government to give up the introduction of gold into active circulation, after 
makmg one half-hearted effort in that direction. Why they think it was a mistake 
is ye^ well b:^^t out by Sir James Begbie's minute of dissent to the Chamber- 



gained not rnapiVe to hope tot to of 

Will be eff^tive m attaining it. The increased circulation of notes^mlX minted 
to as an advance towards the use of more economical forms of currency • but it is 
due not only to a desire to economy in currency, but partly at least to increased 
facilities for the employment of notes. Against this favourable sign mSt 
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the increased absorption of sovereigns. . . . This demand for gold coin, 

accompanied as it has been by increased demand for gold bullion, dominates the 
.whole currency situation. For a country that takes gold in great quantities an 
extensive token currency is most unsuitable. It has the usual ehect oi diiving 
gold out of circulation. It has the still greater disadvantage that it keeps gokl 
out of useful employment. People who value gold so highly as to store and hold 
it tc! the extent witnessed in India are not likely to invest or make other profitable 
use of it, so long as they have to take the risk of being repaid in token coins when 
they realise their investments. The token currency not only pi-events the holders 
of the gold from utilising it to some advantage, but the country as a whole loses 
the benefi.t that should accrue to it from the possession of great wealth. While, 
therefore, the process of education in the use of economical forms of currency is 
proceeding, the probabilities are that people will none the less continue to amass 
their growing wealth in solid gold. In my opinion wKat is needed is not educa- 
tion in the use of economical currency so much as education in the use of stored-up 
gold. The first step, however, is to convince the people that if they use their gold 
they will get it back when they want it, and that cannot be done while there is 
extensive and expanding token currency. A currency in which gold was a more 
prominent feature and to which token coins were less freely added would be more 
practical as an educative force. 

“ The hoarding habit in India is no doubt a difficult problem. Its recent 
rapid development in increased demands for gold, and the possibility of its further 
expansion make it a question of the highest importance. I do not, however, think 
that the opinion expressed in paragraph 75 of the Report that ‘ the hoarding 
habit is sanctioned by the experience of centuries in India and by religious and! 
lacial laws and customs,’ sr&ciently accounts for the accelerated pace it has 
latterly acquired. In my opinion that is to a large extent the outcome of the 
policy which has brought into existence the extensive token currency. Up to the 
closing of the mints in 1893 to the free coinage of silver the public had been 
accustomed for generations to full value coins for their currency requirements, 
and they are not now prepared to hold their profits and savings in the form of 
over-valued rupees. Hence, their preference to gold, both coin and bullion. 

“ For the reaons that I have indicated, I am of opinion that the true line of 
advance for the currency policy is to discourage an extension of the token currency 
by providing increased facilities for the distribution of gold when further increase 
in the currency becomes necessary. These greater facilities should, X consider, 
include the issue of a gold coin from an Indian mint of a value more suitable for 
general currency use than the sovereign and the half sovereign. . . .” 

Further, those who believe in the above line of argument point their finger 
towards the huge additions to currency that have been made in the years succeeding 
to the Report of the Fowler Committee, and say that had Government of India 
adopted the policy of sending gold coin into active circulation, then long ago very 
large quantities of gold coin would have permeated in the internal currency of 
the country, and people would have lost the sense of insecurity about getting gold 
back, which has been engendered by the introduction of the silver tokens, and that 
now gold could have easily found its way to the treasuries of Exchange Banks at 
the time of an adverse balance of trade. How sadly true this line of thought ! 
And yet now it only reminds me of those words of wisdom which I remember 
having read somewhere that “ the saddest words are might have been ”. 

No doubt, there is much force in the argument of Sir James Begbie, that the 
use of token rupees helps to intensify the desire of India people for hoarding gold, 
and that if gold were freely available as a medium of circulation much of its 
glamour in the public eye would go. But there is one ^int which we should 
consider before we can completely subscribe to the idea of immediate adoption of 
Gold Standard with a gold currency in active circulation. Is the large consump- 
tion of gold in India solely due to this cause, or is it also due to the innate desire 
in man and woman for jewellery and ornaments ? If in India it is due to the 
absence of gold in active circulation then how to account for the large consumption 
of gold in European countries, where gold standard and gold currency are the 
rule and where people are more advanced and enlightened than the Indian people ? 
To me it seems that Sir James has attached rather too much importance to the 
educative influence of a gold currency on the hoarding l^foit of the people of this 
land. Without denying the influence of an active gold circulation in this direction. 
I would attach far greater importance to wch factors' as general education, the 
development of co-operative credit and banking, and a general rise in the stamdard 
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of living and thinking, and this due to a rapid progress in the arts and industry, 
the means of communication, and trade. The development of banking and 
investing habits have been a slow process even in the countries of the West, and 
are bound to bo so in a conservative country like India, and so long as these two 
habits are not fairly highly developed, hoarding of precious metals is bound to 
continue, whether there be gold in active circulation or not. 

To me it seems that the initial mistake was made by the Fowler Committee 
which in recognition of the monetary needs of the masses permitted the continu- 
ance of the rupee as unlimited legal tender. With many other things the 
Committee recommended (1) the opening of the Indian Mints to the free coinage 
of gold, (2) the fixing of the exchange value of the rupee at Is. 4^. gold, and (3) the 
continuation of the token rupee as well as of gold as unlimited legal tender. Now 
had the Government of India persisted in carrying out all the above recommenda- 
tions in full, then the policy of open mints for gold would have sent all fresh 
supplies of gold to the public ; and perhaps most of it, in the beginning at least, 
would have gone to replace rupees in hoards and notes in active circulation, and 
for years to come would not have formed a subtantial part of the active circulation. 
And as the rupee was permitted by the Committee to remain full legal tender, and 
as the Government had accepted this recommendation, therefore, perhaps at the 
time of an adverse balance, the public would have confronted the Government 
with large number of rupees to be exchanged into gold for export. How far 
Government could have discharged this onerous duty, without suffering a serious 
loss is not easy to judge; but I for one think that they must have suffered consider- 
ably if an exchange crisis were to take place soon after the recommendations of the 
Committee, as it actually did take place in the years 1907-8. 


The idea of some people, that just as in France we had what is known as the 
Limping Standard where both the token silver franc and the gold franc were 
unlimited legal tender (in theory now, but in actual practice during the last 
quarter of the last century) and the system worked for so many years almost 
successfully, similarly in India also we could have the same system is, though 
plausible not practicable. And the reasons are not far to seek. In France the 
silver token franc never held such a predominant position in the circulation of 
the country as the rupee does in India. The circulation of gold franc was much 
greater, and it acted as the actual money of account and the medium of circula- 
tion for a very large part of the total population. While in India the bulk of 
the people are poor, their standard of purchases is low and for years to come 
rupees are likely to continue to be the most convenient medium of circulation" 
Here a gold coin be it of the same weight and fineness as the sovereign or even 
of so much weight and fineness as would be equal to say Rs. 10 has not got much 
chance of forming an appreciable factor in active circulation. It may serve 
the convenience of the very few rich in cities like Calcutta, Bombay or 
or it may serve as the store of value for the hoarding variety, but under the 
existing conditions of standards of income, expenditure and living of the mass 
of the P^ple, it can never be of any practical use as currency to the Indian 
^ple. The argument, that we in India, have used the gold mohu-r, and the crold 
fanani in ages past, does not apply to the existing conditions. The days v^en 
these gold coins were used no longer exist. In the days of the gold fanam 
pere was no quick and cheap means of communication, there was very little 
trade between the cities and the surrounding rural areas, and most of the 
b^^im in the villages were transacted in kind and not in cash. In the days 
of the /aaam, although there was money, and that money of gold and yet the 
majority of the people lived under barter economy, and the few who could 
secure the gold coins invariably used them as a store of value. It was only the 
ve^ few rich people living m towns who did make use of the gold mohur or the 
^d as medium of exchange. Now things are completely changed, and 

stress of modem economic forces are changing stm faster.^ People 


4.%^ Ml ^ o '*-'***^ xjj. wj ufcbv T^rgmsacbions ana lO'r 

far mpee is by far the most convenient unit, both as a 
medium of circulation as well as a money of account. 

incoSeif ’^’““en-dations of the Fowler Committee as 

^ recommended ^e immediate declaration of the 

hifw^v^jS Si ^ 250, then for all 
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date the rupee wiU have 
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first step therefore towards the realisation of their ideal and keeping full well 
in view the peculiar needs of the people, they should have made the rupee a 
truly subsidiary coin tenderable say up to Rs. 250 only. 

And the next important steps towards the realisation of their ideal would 
have been (as actually recommended by them) (i) to take steps for the intro- 
duction of gold in active circulation and (ii) (this they omitted to do) to make 
note circulation beyond the limit up to which rupees were kept legal tender, 
convertible in gold only. And to-day if vve could do that our system so modified 
would be much nearer the ideal than ever before. But can we tiike all these steps 
now 1 Perhaps tlie majority of thinking Indians, after witne.ssing the callous 
waste of India’s gold resources during the w'ar, have come detinitel}' to this 
opinion that whatever the cost, India must at once adopt gold currency in active 
circulation to ensure that the full share of the world’s supply of gold to which 
she can legitimately lay a claim may reach her in safety. Suppose the Govern- 
ment also decide to do so, then they can adopt one of the two following methods : 
(1) They may begin (a) by introducing a gold coin in India, and opening mints to 
its free coinage, (&) by declaring notes convertible in gold, only keeping notes of 
small denominations, convertible in the token rupees and that too at the option of 
the holder, and then declare the rupee a subsidiary coin, tenderable only up to 
a limit. (2) Or they can modify (i) by giving an opportunity to the people of 
India to exchange their rupees for gold at a fixed rate, and then allow the free 
mintage of gold in India and as in (1) make the paper currency convertible in 
gold. If they adopt the one, then the public will be put to much inconvenience 
and loss as the large mass of rupee circulation will have become comparatively 
useless except as bullion for securing gold, to meet large internal and external 
transactions. Further the country will suffer an immediate loss as the Government 
shall have to change that part of the cover of paper currency which is now held 
in silver into gold. All this will cause substantial shrinkage of currenev^ in India 
and prices will fall very much below what they are now. This will materially 
injure the agricultural classes. This, of course, will stimulate export of raw 
materials and thus by bringing about a favourable balance of trade, attract gold, 
and relieve the situation in the long run. But during the time that adjustment 
will be taking place, this move will have ruined a large number of individuals 
having a large number of rupees in their possession. It will have used up all 
the existing gold resources of Government in providing cover for the paper 
currency and if an adverse balance were to take place and bring about an exchange 
crisis like that of the years 1907-08, and 1914, then it will cause a further loss 
to the people and the Government. If they adopt the second course, which they 
should on grounds of equity, then the results would be substantially the same 
as discussed above, with only this difference that instead of individuals bearing a 
substantial part of the loss, the whole of it would fall on the Government. But 
is it absolutely essential that we must suffer all this loss? I think not. As I 
have discussed above there is much truth in the statement of Sir James Begbie. 
that India cannot come to adopt Ricardo’s ideal svstem without passing through 
active circulation of gold inside the country. But it is not absolutely essential for 
us to introduce gold in active circulation immediately. For a long time to come 
for the various reasons that I have discussed above, there can not be an appre- 
ciable amount of gold in active circulation, an amount part of which could be 
released at the time of an adverse balance to meet external demands. We should, 
therefore, again adopt the Gold Exchange Standard system as we had it before 
the war, 1kit not as a permanent system, as is contemplated by the Indian Govern- 
ment, but as a preliminary step towards our ideal. To be sure there should be a 
definite aimouncement to this effect. 

That it is possible to reach the ideal through the Gold Exchange Standard 
system will be clear when we recall to mind the fact that we had almost reached 
it during the years of the war had not the Government with callous indifference 
wasted India’s accumulated gold resources as they did after the Report of the 
Babington-Smith Committee by selling the Reverse Councils. And further had 
not the Government studiously and deliberately sacrificed India’s legitimate share 
ot world’s gold to the interests of the London Money Market wiwn during the 
war years from 1916-17 onwards, the balance of trade became very much favourable 
to India. Then was the supreme opportunity for the Government of India to 
permit the free inflow of gold into the country, to have it minted here, and then 
to declare the notes convertible in gold instead of in teken rupees, and to make the 
rupee itself a subsidiary coin, tenderable up to a limited amount. But as I have 
said above, the interests of the London Money Market came in their way and 
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all sorts of devices were adopted to economise the use of g^old for England. What 
did it matter that India suffered as she did? But this is past history and it is 
no use ivorrying about it now. Now we have the present and the future to take 
care of. After we have accumulated sufficient gold then we should take the first 
piove towards passing* from the Gold Exchange Standard to the Gold Standard 
with ccold in active circulation in theory, but gold in bank reserves in practice 
and tSis first step should be the declaration of paper currency convertible into 
aold. *Of course, to facilitate the use of small notes, they shoula be made con- 
vertible in gold or runees just at the option of the holder. To those who might 
sav why should we not declare the paper currency convertible in gold 3 ust now, I 
may be permitted to point out that we can not do so as our present stoc^ of gold 
is not sufficient for the purpose : This is clear from the accounts of the Currency 
Department on the 7th September, 1925 ; — 

"P.ia 


Notes in circulation ... 

Reserves in India : Silver Coin 

Grold Coin and Bullion ... 
Silver Bullion under Coinage 
Securities in India... 

„ in England 


188,09,51,399 

81,67,51,991 

22,31,72,559 

6,99,48,303 

57,11,14,946 

19,99,62,600 


If the metallic reserve to cover the total note circulation should be 50 per 
cent., then the quantity of gold in the reserve should come up to about Rs. 94 
crores worth of gold. This means that our present gold resources in the Paper 
Currency Reserve fall short of the necessary^ minimum by about Rs. 72^ crores 
worth of gold. Probably greater part of this deficit could be met by selling the 
silver contained in the stock of rupees which was about Rs. 89 crores on the 7th of 
September, 1925, held in the Paper Currency Reserve. At the present price of 
silver (Rs. 75 per 100 tolas of fine silver) it is likely to fetch about 64'5 crores 
worth of gold. Even then we shall have a deficit of about 7 crores worth of gold. 
However, as a matter of policy, I could not recommend the selling of rupees 
in Ae Paper Currency Reserve, because even if the rupee were reduced to the 
position of a subsidiary coin, people in India will surely continue to demand 
rupees in exchange for notes as well as for other purposes. We should therefore 
utilise these rupees and substitute gold by and by. Any sudden attempt to sell 
the hugh stock of rupees as silver is sure to depress the price of silver in the 
market and thus cause an unnecessary loss to the Indian Exchequer. ' Then 
again the gold in the Gold Standard Reserve should not be utilised for this 
puipose, so long as gold has not permeated sufficiently in the active circulation 
and the rupee formally declared a subsidiary coin. So long as the rupee continues 
to form the chief part of the Indian Currency, and unlimited legal tender it would 
be dangerous to spend any part of this gold as at any moment it may be (needed 
to support an adverse balance of trade and the resulting demand for reverse 
councils. Therefore the real shortage of our gold resources at present to provide 
the minimum metallic cover for the note circulation is 72 crores, and. so long as it 
is not provided we can not take the step of making bur notes convertible in gold. 
We should, therefore, for the time being, resume the Gold Exchange Standard 
^stem as we had it in the pre-war period and be ever watchful for the accumula- 
tion of gold in India in the paper currency reserve till we have brought it to the 
level of 50 per cent, of Note Circulation. To secure this end as soon as possible, 
we should renew our efforts towards the popularisation of notes. Whenever there 
is a demand for Council Bills, they should as far as possible be cashed in notes in 
India, and not in rupees, Amd in deference to the wishes of the people of this 
(wuntry, as well as to save the chances of its being invested in foreign securities 
dr empfeyed for other productive but easily unrealisable purposes, all this gold 
received for s^h Council BiUs should in future be shipped to India to be kept 
here in the Paper Currency Reserve. The arguments generally advanced in 
favour of keeping tlm Gold Standard Reserve in England do not apply at all to 
this ^se, as the object of this Reserve is to secure the convertibility of note 
mrcmation. ^ However, the gold received for that part of the sale of Council 
Drafts, which is done by the Secretary of State for India, to meet the Home 
Charges, shoiud not be sent to India. And as I have mentioned above for the time 
being there should be no fresh coinage of rupees, and if there is a demand for 
them, it shoiM be met from the stock in the Paper Currency Reserve. In these 

two ^3^' within a reasonable time we may be able to declare our note circulation 
convertible in sola. ■ ■ 
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When we have done this, we should declare the rupee as a subsidiary coin, 
tenderable up to say Rs. 100 or Rs. 250 and begin to send gold in active circulation. 
The coinage of rupees should be discouraged as far as possible. 

However, so long as the rupee is allowed to continue as unlimited legal tender, 
it will be necessary to have a legal rate of exchange bet^Yeen the rupee and the gold 
for facilitating foreign transactions : The experience after the Babiugton-Sniith 
Committee has shown that it is next to impossible to maintain the impossibly high 
rate of 2s. gold to the rupee. In his memorandum submitted to! the Babington- 
Smjth Committee (which, however, the Committee have not included in the 
evidence submitted before them, and which Mr. Madon has verv kindly supplied 
to me) Mr. B. F . Madon of Bombay had pointed out that all past experience showed 
that wars generally led to the rise of value of silver, and that after the war, silver 
was not likely to maintain its high price in terms of gold; and this statement of 
his is supported by very interesting data. But the committee paid no heed to it. 
They, on the Report of Professors H. C. Carpenter, F.R.S. and G. Gilbert 
Cullis, D.Sc., quite unreasonably, I say unreasonably because the conclusions 
drawn by the Committee are not warranted by the Report of these gentlemen, 
took it for granted that the rise in the price of silver was going to be prolonged, 
with the result that the price of silver did fall, and the Government of India 
failed to maintain their legal rate. However, what has been done, cannot be 
undone and we have now to adopt a new rate. What should it be 1 W^hether 
Is. 4(f. or Is. 6d. or Is. . 1 We had the Is. 4«f. rate before the war, and some very 
big authorities, including most of the Indian writers on the subject, have been 
recommending going back to it. But when we study the table of quotations for 
demand drafts in Calcutta, andi at the same time recall to our mind the fact that 
these quotations^ have been the result of free play of price levels in countries 
having commercial relations with India on the price level in India itself, and not 
the result of any serious manipulations on the part of the Indian Government 
then we feel that perhaps a higher rate would be better. First we notice that the 
downward movement in exchange that set in after Februaiy 1920, when it stood 
at 2s. M. brought the exchange down to Is. Sd. in March 1922. After this we 
again find a revival, which has been continuously maintained up to the present day, 
and the exchange now stands at about Is. 6d. If side by side with this recovery 
in the rate of exchange, we study the conditions of politic, production, trade and 
finance in the erstwhile belligerent countries of the west, we notice a strange but 
parallel movement that of gradual resettlement to normal conditions in those parts, 
and of the recovery of the rate of exchange in India. The presence of this parallel 
movement is undteniable. What are its implications ? May it not mean that as 
new conditions created by the war will have assumed a more or less permanent 
character their result on India will be a new adjustment of her exports and 
imports, as well as of her price level within the country ? And perhaps to suit all 
these changed factors, a higher rate, would be more natural than the pre-war rate 
of Is. 4d. ? And this because there is no denying of two facts : (i) that the price 
level in India, now is certainly higher than in the pre-ysrar year, and (ii) that in 
spite of a continuous decline in the post-bellum prices in European countries, the 
present price levels there are higher than what they were in pre-bellum days and 
at present stand much higher than the price level in India. In the pre-war days 
we had a price level in India, and we had some price levels in all those countries 
with which we have trade relationship. Similarly their price levels must stand 
to some relationship our price level in India at present. Now if the difference 
to-day as between our price level in India and the price levels in those countries 
with which we have trade relations, be greater to-day than it was in the pre-war 
days, then certainly it is desirable to have a higher rate than what we had in the 
pre-war days. Now taking the index number of prices in India in 1914, 156 equal 
to 100 price level we find that the price level in India in 1923* was 133 (on the basis 
of 207 the index number of price in India in 1923). Similarly taking the index 
number of prices in the United Kingdom in year 1914 (122) as 100 we find that 
price level in the United Kingdom in 1923 was 162. The same is true of the 
United States of America and Canada with their respective Index Number for 
1923 as 153 and 164. {Vide Tables A and B.) 

From the above discussion it is abundantly clear that the relative price levels 
in India and some of the important countries with which India has trade relations 
do justify us to going in for a higher rate of exchange' than we had before the war. 
Unless we do that the price level in India is sure tp iise in response to the higher 
price levels in other countries. And surely a higher level of prices than what we 

• jThis iB the latest figure available. ~ 
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have now I for one, could never recommend for a ;^or country like India where 
the standards of income are so low. A lower rate of exchange than what we have 
now may benefit the exporting houses in big seaside cities and put in their pockets 
huo’e sums by encouraging exports of raw materials but so far as the mass or people 
is concerned it would have only raised the prices of their daily necessities of life 
for them. True, the agriculturist who has exportable surplus, is also sure to 
benefit but leaving aside a few prosperous tracts in the Punjab, Bengal, Oentral 
Provinces and Bombay, where the agriculturist is likely to benefit, in other parts 
of India the agriculturist is so bound up with the sahuhnr that he is not lilrely to 
fet any benefit out of the rise of price of his produce which a low rate of exchange 
?s likely to bring about. Those who are in touch with rural areas, and are familiar 
with the methods of the village money lender and the zemindar know full well as to 
who benefits when the price of agricultural products rises. (For further informa- 
tion on this point please refer to Mr. Darling’s Article on Prosperity and Debt in 
Punjab, in the Indian Journal of Economics, Vol. III. Part 2.) 

We see t h en that it is both desirable and justifiable to have a higher rate of 
exchange than we had before the war not only because it would keep prices low for 
the masses, but further because it would give a better protection in future against 
another rise of price of silver if that event were to take place in the period when 
we would be preparing for declaring our note issue cjonvertible in gold and 
reducing the rupee to the position of a surrogate. Incidentally it would also 
reduce the burden of Home Charges, and give relief to the various services without 
visible call on the Exchequer. 

Arguing on the above lines one might feel tempted to take the exchange to a 
figure even higher than where it is now (Is. Qd). But that would mean injustice 
and hardship to a lot of people in this country. True the imj)orter of foreign 
articles would benefit, as well as the people with fixed incomes in their capacity 
as consumers, but our exporters and the producers of raw materials who have an 
exportable surplus would suffer loss. Here I am conscious of that argument that 
whatever the rate of exchange in the long run the price for a country’s produce 
that, -would be paid by other countries anxious to have it, is determined by the 
relative cost of production of the commodities in the two countries, and therefore 
a change in the rate of exchange one way or the other cannot cause a permanent 
loss. This is true but it is equally true that in the intervening period while the 
adjustment to the new level will be” taking place, serious injury will have been done 
to some interests. I am also conscious of the other argument that if people in other 
coimtries want our produce they must be prepared to pay for them. There is 
much truth in this, but it presupposes a certain intensity of demand on the part 
of buyers of a country’s exportable surplus. If this intensity of demand were to 
remain constant then whatever the price other coimtries would continue to buy as 
much as before even at higher prices, but if it is also capable of a change then 
certainly their demand would decrease and the Indian agriculturist would suffer a 
pennanent loss. During the war when the demand of foreign countries for 
Indian produce was very insistent we could with impunity raise the rate of 
exchange, but things are not expected to take the same course now. In this 
connection we must keep an eye on the slump in production that is now present in 
most of the countries which buy our goods, before we decide to raise our rate of 
exchange to a figure higher than Is. 6d. the prevailing rate. 

Looked at from these points of view the prevailing rate of Is. Qd. seems to 
be suitable, but in future it would mean that one sovereign would be equal to 
Rs. 13 as. 12, instead of being either equal to Rs. 15 or Rs. 10. This parity of 
sovereign to the rupees would prove full of inconvenience, and there is no doubt 
al^ut the un^itability of the rate of Is. Bd. from this point of view. But after 
taking ^1 things into consideration, to me, it appears as the lesser of the two 
evils — either we must suffer all disadvantages of a variation in the rate of 
exchange if we depart from the prevailing rate, or we must put up with the 
inconvenience of making nice calculations. ' 

But whatever the ratio fixed, when it is done. Government should definitely 
UEdertake to sell cotincil drafts, as well as the reverse councils, without limit 
whenever there is a demand for them at a fixed rate. There should be no uncer- 
tainty and hesitation about it. 

Allied to the above is the question, whether the gold in the Gold Standard 
Reserve should be kept in India or in England ? Looking at this question from 
a purely economic point of view, and leaving sentiment, as well as other con- 
siderations, for the time being apart, as well as taking the practice of other 



APPENDIX 14. 


113 


independent nations like China, Japan, Germany, France, or Belgium into con- 
^deration, I must say that it is desirable to keep a substantial part of this 
esOTve in Foreign Securities. The funds in this Reserve are needed to support 
the foreign exchange in the event of an adverse balance, and as we do not have 
an adverse balance every year, but very seldom, say once in 12 years, it would 
be wasteful to keep the whole of it in liquid gold. But this does not mean that 
the management of this Reserve should be in the hands of the Secretary of State, 
and that the whole of it should be invested ■ in the securities of the British 
Government and other public and private bodies of the British Isles. The 
entire management of the Reserve should in the hands of the Government of 
India; they should ^lect the securities, and the liquid gold should be kept in 
the county There are people in India who realise the wisdom and the 

desirability of keeping their gold reserves in foreign securities, but when they 
see the interests of the country sacrificed, and that in the name of sound cur- 
them^ fli®y cry down the policy itself. And one cannot reasonably blame 

However, before any of these things is done it is absolutely essential that 
Government should definitely adopt a well-thought-out policy, be it as I have 
suggested above, or on some different lines, and then pursue it with determina- 
fcion. Jrublic in India should know the ultimate aim, and the various steps that 
are proposed to be taken m the intervening period. This will create confidence 
in the public mind, and then there will be greater chance of the success of the 
scheme. One great curse of the Indian Currency System, so far, has been its 
upon the will of the Executive, specially the Secretary of State 
and his financial advisers of the London Money Market, and unless this is 
eliminated Indian interests are not likely to receive their due consideration. The 
^fety of the money market in London was a laudable object in the days of the 
Great War, when the safety of the Empire was at stake; and we in India could 
look upon that practice with a feeling* of suppressed indignation when India 
was being governed as a mere dependency of the British Isles, but certainly now 
when the declared policy of His Majesty’s Government in India is progressive 
realisation of Swaraj, the subjection of Indian interests, and the sacrifice of 
Indian sentiment, in the matter of currency policy, to the interests of London 
Money Market is at least out of tune, if not worse. 

Table A. — Index Numbers. 


Year. 

Official 

Index 

India 
1914 as 
base. 

United 

Kingdom 

economist. 

U.K. 
1914 as 
base. 

U.S.A.D. 

U.S.A. 
1914 as 
base. 

Canada 
Dept, of 
Labour. 

Canada 
1914 as 
base. 

India. 

1914 

156 

100 

122 

100 

136 

100 

131 

100 

1915 

153 

98 

130 

107 

135 

100 

143 

109 

1916 

155 

100 

168 

138 

150 

no 

374 

133 

1917 

160 

103 

228 

187 

185 

i:i6 

227 

173 

1918 

196 

126 

269 

220 

242 

178 

267 

204 

1919 

340 

218 

283 

232 

251 

185 

281 

215 

1920 

325 

208 

342 

248 

270 

199 

320 

244 

1921 

225 

144 

275 

225 

186 

137 

236 

180 

1922 

219 

140 

202 

166 

188 

138 

215 

164 

1923 

107 

133 

198 

162 

208 

153 

215 

164 


Table B . — Abstract from the Table A. 


Year. 

India. 

U.K. 

U.S.A. 

Canada. 

1914 





100 

100 

100 

100 

1915 





98 

107 

100 

109 

1916 





100 

138 

no 

133 

1917 





103 

187 

136 

173 

1918 





126 

220 

178 

204 

1919 





218 

232 

185 

215 

1920 





208 

248 

199 

244 

1921 





144 


137 

180 

1922 





140 

166 

138 

164 

1923 






133 

lira , 

153 

164 




H 
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Table C . — Exchange Mates, 1917 to 1925. 


Quotations for Demand Drafts in Calcutta. 


Date* 


1917. 

1918. 

1919. 

1920. 

1921. 

1922. 

1923. 

1924. 

1925. 

1st January 


Sm 

1 

d. 

H 

s. 

1 

d. 

5 

s, 

1 

d. 

6 

s. 

2 

d. 

s. 

1 

d. 

H 

s. 

1 

d. 

4 

s, 

1 

d. 

4^ 

s. 

1 

d. 

K 3 

s. 

1 

d. 

15th January 


L 


1 

5 

1 

6 

2 

4 

1 

5| 

1 

3§ 

1 


1 

K 5 

1 


1st February 


1 


1 

5 

1 

6 

2 


1 

H 

i 

3| 

1 

4fV 

1 


1 

5|f 

15th February ... 


1 

1 

5 

1 

6 

2 

n 

1 


i 


1 


1 

5 

1 

6 

Ibt March 


1 


1 

5 

1 

6 

2 

7 

1 


1 

3f 

1 

4A 

1 

HI 

1 


15th March 


1 

H 

1 

5 

1 

6 

2 

3| 

1 

1 

3f 

1 

4 

1 

427 

^ 9 

1 

544 

1st April 

... 

1 


i 

5 

1 

G 

2 

i 

1 

3^- 

1 

3| 

1 

4f 

1 


1 

541 

15th April 

... 

1 

H 

1 

6 

i 

6 

2 

3i^ 

1 

H 

1 

3f 

1 

4,r\ 

1 

44 ^ 

1 

54f 

1st May 


1 


1 

6 

1 

6 

2 

3^ 

1 

3$ 

1 

3i 

1 

4f\ 

1 

44 ? 

1 

544 

15th May 


1 

H 

I 

6 

1 

8 

2 

Of 

1 

3f 

1 

3i 

1 

4A 

1 

44f 

1 


1st June 


1 

H 

i 

6 

1 

8 

2 

1± 

1 

3i 

1 

4T^r 

1 


1 

m 

1 

m 

15th June 


1 

H 

1 

6 

1 

8 

i 

10 

1 

3f 

1 

Q 1 7 

1 


1 

4|f 

1 

6* 

1st July 


1 

H 

1 

6 

1 

8 

1 

81 

1 

3f 

1 


1 

1 

5 

1 

Q-h 

15th July 


1 

H 

i 

6 

1 

8 

1 

n 

1 

3f 

1 

3^ 

1 

4 I 

1 

5-^ 

1 

^'iV 

Ist August 

• • • 1 

1 

4i 

i 

6 

: i 

8 

1 lOS 

1 

3f 

1 

3|f 

1 

4i^-b- 

1 

5ff 

1 

6A 

15th August 


1 

H 

1 

6 

; 1 

10 

1 lOi 

1 

31 

L 

3f 

1 

4Ar 

1 

5^ 

1 

6^ 

1st September ... 


1 

5 

1 

6 

1 10 

1 

lOf 

1 

44 

1 

3ff 

1 

4A 

1 


1 


15th September ... 


1 

5 

1 

6 

1 10 

1 

lOi 

1 

H 

1 

6A 

1 

4^ 

1 


1 


Ist October 


1 

5 

1 

6 

2 

Qi 

1 

9# 

1 

of 

1 

3A 

1 

4^r 

1 

3M 

Hh 



15 th October 


i 

5 

1 

6 

2 

Of 

i 

n 1 

j 1 

5| 

1 

3f 

1 

4f 

1 




1st November ... 


1 

.‘5 

1 

6 

2 

Of 

1 

7f 

1 1 

4# 

1 

3iJ 

3M 

1 

4M 

1 

6 



15th November ... 


1 

5 

1 

6 

2 

Oi 

1 

n 

I 1 

4i 

1 

1 

4|f 

1 

off 

3iV 




1st December ... 

a.. , 

; 1 

6 

1 

6 

2 

H 

1 

61 

1 

4 

1 

3f| 

1 


1 




15th December ... 

-.11 

1 

1 

5 

1 

6 

2 

4 

i 

H 

' 1 

3f 

1 

4 

1 

5 

1 

6 
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APPENDIX 15. 

Statement of evidence submitted by Mr. Oyan Ohand, M.A., Professor of 
, Economics, Benares Hindu University, Benares. 

I. 

tF of the necessity of finding an abiding basis for the reconstruction 

Currency System, it will perhaps be helpful to preface this 
ordftr ^ statement of the requisites of a good currency system in 

bv rf>fPT«#inr»o ^ remedies of our currency difiSculties may be examined 

is^ of miirop ^st principles. The first requisite of a good currency system 
SYstem^Si. ^ confidence of the people. A currency 

a^ptable to the people for whom it is intended cannot, 
i f merits, work well. This does not, however, rule out the pos- 
which^thev educated in the use of a better system than the one to 

of a currmcv wtstpm for. The paramount importance 

external is now^taSi stability of purchasing power, both internal and 

furtheTkStedfe by every student of the subject, and it is also 

and unvaSng rate ff fxohL^''^?? stable internal prices 

account of it'^-manifpet q /4 alternative should be accepted on 

be satisfied 

every possible. Economic life of 

matter of course :^or all round should, if it is sound, expand as a 

basis. ThisSde?Lion ^.?ffl^^^^ a strong^ material 

what is generally called mtroducmg an element of 

tro-f ^Tvi TTU .... 1 



/stem. The word mnrin.tftfi 
the seasknaf k^td f rom eadh other. There are 

volume of currency^ouldTL^pabli of 'w .? ^ provided for. The 
respoB® to the changes of economip increased or decreased in 

more«e to mate it potoible for aa economic ay^n^Urfc ^Luf 
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On account of the growing complexity of economic life, these two objects cannot 
be realised without an intelligent direction of affairs. A plea for a policy of 
laissez faire should have as little weight in currency matters as it has the other 
spheres of social life. No currency system can be made fool-proof or knave- 
proof, and the only adequate safeguard against the ignorant or deliberate per- 
version of a currency system is an enlightened public opinion alive to the pro- 
found importance of excluding the use of all devices, which, we know from 
experience, eventually, react adversely on national life. The maintenance of a 
sound currency system, like that of every other vital activity of social life, means 
an outlay of national resources, which should be economised in every possible 
manner. This can be done by reducing the use of metallic money to the mini- 
mum and extending that of the credit instruments. It is in this connection 
necessary to emphasise the distinction between currency and capital. Every 
measure of economy increases the potential supply of capital, and use of lep 
expensive or inexpensive media of exchange has the same effect. But it is vain 
to expect an increase of capital from the working of a currency system itself. 
The soundness of the latter is an essential condition for the growth of national 
income, which is the source of all capital, but all proposals which seek to find 
funds for trade and industry by the reorganisation of our currency system, 
involve inflation in disguise, and should in the national interest be denounced. 
A good currency system should make it possible for us to mobilise our liquid 
resources and increase the turnover of our currency; but it should be recognised 
that the problem of increasing our capital resources is distinct from that of pro- 
viding a suitable currency for the country. Scarcity of capital is often mis- 
interpreted as scarcity of currency, and attempts are made to ease the situation 
by multiplying the latter while the real remedy should be to increase the former. 
The confusion between currency and capital is responsible for a great deal of 
loose thinking, and has to be avoided. This introductory paragraph may be con- 
cluded by pointing out the obvious necessity of devising a currency system best 
suited to the economic and social structure of the nation. It is necessary to 
reconstruct our currency system on a sound basis, but it would be unwi^ to 
ignore the limitations inherent in the very nature of things, or press sectional 
or narrow standpoints in the consideration of the question. Pecuniary calculus 
being essential for exchange economy, it is of very great importance to develop 
the currency system in conformity with the requirements of the economic 
organism. 

II. 

2. The considerations referred to above may appear somewhat academic, 
but it is necessary to put them in the forefront of the discussions of our currency 
problem. Every currency system must have a standard of value. An ideal stan- 
dard, which may be an unvarying unit of value, is conceivable, but is not Vithin 
the domain of practical politics. The standard of value must, for a long time to 
come, be a constant weight of gold or silver. Silver standard or bimetallism 
being of no practical importance, the possibility of their introduction need not 
be seriously considered'. For us the choice lies between Gold Standard and Gold 
Exchange Standard. The latter system, it is generally assumed, has been dis- 
credited by events, and it would be wrong to re-establish it. But most of the 
arguments generally urged against it are mistaken. The strongest arguments 
used against the s 3 ?Btem are its inability to maintain a stable rate of ^exchange, 
and the great rise in the level of the Indian prices during the period that^ it 
remained in operation. The Exchange Standard that fails to restrict the varia- 
tions of the rate of exchange within very narrow limits ceases to fulfil its essen- 
tial function. But the weakness of exchange in 1907 and then in 1914 was not 
due to the Exchange Standard, but unwillingness on the part of the Government 
of India to accept the liability of managing it to the full. They have never 
accepted the responsibility of converting rupees into gold even for the discharge 
of our international obligations. The Chamberlain Commission and Babington- 
Smith Committee both pointed out the necessity of autihorising the (^vemment 
of India to sell Reverse Council Bills without any limit, and if their sale had 
been " on the tap ” on the occasions referred to above, the rate of exchange 
would not have fallen below the gold point. The breakdown of the Exchange 
Standard in September, 1920, is due to causes which it is not necessary to discuss 
here, but the fact that it went out of action under conditions, which would have 
meant a very severe strain for any system, is not a conclusive argument against 
it. A currency ^stem ^ould not merely be a ** fair weather ” scheme, nut a 
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system wMdi will work successfully in spite of the cataclysm of a world war has 
still to be discovered. The fact of the matter is that the full implications of the 
Exchange Standard were not understood by the Government of India till 1914, 
and since then the war and its aftermath have created circumstances that have 
made it impossible for the authorities to give it a fair trial. The stabilisation of 
the rate of exchange is a difficult task, but it is not right to condemn the principle 
of the Exchange Standard on account of its unfortunate career in India since 
the outbreak of the war. 


3. The rise of prices in India since 1900 is another serious charge that is 
brought against this system. The rise in itself would not be a matter of special 
significance since it is a world- wide phenomenon. But it is contended that the 
rise in India is higher than elsewhere, and the fact is due to the working of the 
Indian Currency System. The currency notes and rupees were not convertible 
into gold for internal purposes. The currency history of the world shows that 
the use of inconvertible money invariably leads to its over-issue. Since 1900' 
about 350 crores of rupees have been coined and issued by the Indian mints. 
The active circulation of notes has increased from 22 crores to 166-5 crores and 
the absorption of small coin, which, we are told, ought to be taken into aoco'unt 
in calculating the effective, circulation of currency, has also considerably in- 
creased. In view of the ve^ great rise of pi-ices the conclusion, according to 
this view, seems to be irresistible that the Indian Currency Sys'tem has led to 
over-issue of currency and its depreciation in terms of oommodiities This 
charge cannot be sustained with regard to the war period, as there are very few 
countries in the world where the prices have not risen as high, if not higher 
than they have in India. But it is maintained that during the pre-war years 
rise of prices m India was much greater than elsewhere, and was directly due 
!-• L of our inconvertible silver and rupee currency. The facts on 

whi^ this conclusion is based may be briefly stated. Taking 1890-94 as the base 
*^^e Tadex Fumber shows that while prices in India rose to 156 in 1914 the orices 
in the United Eangdom and the ifnited States of America, taSnJ the^ Jwo 
countries as the representatives of the whole world, rose to 124 £^d 127?esDSvIl? 

period Since 1900 the circulation of rupees increa^d from 
crores and active circulation of currency notes from 22 to 50 crores 
It IS diflfeult to gauge the effect of the increase of bank-clearings on oricea in 
India. They cannot have affected the prices anything like the extent to •whin'h 
their amount increased during the period in Question Bni- tiio +Tk 

A be aZirfrha™ „Mrib“adto‘S 

measure to the rise of Indian prices in the pre-war vears ^ I * 

56 per cent, m prices and more than 60 per £nt. in tie circnStfn,n 

points to the existence of some connection between the inrrpflQA currency 



1894-95 was about 31-5 crores It increased 
57-9 crores in 1914-18. pS of 

net import of gold and silver the decennial increase in the 

in 189f 96, 13-1 crores in iSckt^aSrS^^^creresT 1^^^ 

which the remaining balance could be ad'iuSed taki^2 f 

as being out of quistion was bv t£ iSISS’Jr^ ^ foreign investments 

India had had -sSiat is generallv oallelf^f'?- c^rency. Even if 

could not have been prev^ted and the Standard, this increase 

gold coins, paper cuiJS^^d S to^d 

no material difference so fS^^ currency 

During file war the oountries like the United inflation is concerned, 

considerably embarressed on account nf t ^eri^ and Sweden were 

exports. There was iXiS ^ tSe 

wth which the stan<Jard of value of but it was dtie to causes 

In India from 1900 to 1914 the evnor+c in oonoerned had nothing to do. 

and. in spite of heavy the mports, 

to be ^iusted, which mIS tlm inorea^of^p!?®^^®’ there remained a balance 
blamed Gold Standard STm^c^ mutable. No one has 

IW in 1913 to 226 in 1920, and tffESch^ffe St^d^rd®^ of Prices from 

the increase of .the India-n nrices in tb^ standard is as little responsible for 
that of_ American prices during the war and y®ars as Gold Standard is for 
mimt either increase her imports of cornmnS^^^^^ y^s. A creditor country 
lnd» danng the pe.™. 
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and as her increase of import of commodities, including precious metals, did 
not keep pace with her increase of exports, she had to square up her inter- 
national account by the expansion of her currency. Apart from the possibility 
of the Indian rupee having been undervalued in 1900, when the rate of Is. 4a{. 
was adopted as a permanent measure (a fact which the critics of the Exchange 
Standard have^ not even taken into account) and therefore exports having 
received an artificial stimulus, about which something is said a little later, there 
is no connection between the working of the Exchange Standard, such as we had 
in. India before the war, and the rise of prices during the years in which it was 
being unconsciously evolved as the result of “ a series of experiments.” 

4. This argument leaves unnoticed the contention on which the charge 
mentioned above rests, that the Exchange Standard not being automatic, the 
currency in India could be expanded but not contracted easily, when the changes 
in the trade conditions made the latter course desirable. It is claimed that if 
India had gold currency she in times of slack trade would have exported gold or 
otherwise melted and withdrawn it from circulation, which alternative was not 
open to her on account of the intrinsic value of silver rupees being lower than 
its nondnal value. Rupees as it is figuratively put, could easily be pumped in but 
not pumped out. It is a good figure of speech, but obscures the issue a little. 
The export of gold would have been necessary if the balance of international 
accounts was against India, but as throughout this period, with the exception of 
1907-08, the value of Indian exports was much higher than her imports (even 
making allowance for her invisible imports) the question of the contraction of 
currency on account of the need of heavy payments abroad did not and could not 
arise. The only other way in which gold in circulation could have been with- 
dra,wn from its use as money was by its increased consumption in arts and for 
social and religious practices. India, during the period from 1900 to 1914, 
imported gold worth 208’98 crores, most of which went into hoards or was used 
for ornaments; and it is idle to suppose that the consumption of gold would have 
increased if India had had more gold in circulation. The line of argument is 
based on the mistaken assumption that the expansion of currency was necessitated 
by increase in demand during the busy season and ought to have been contracted 
when that need was over. The real cause of the increase of currency was, as 
already stated, the rising balance of trade in India’s favour, which could not 
liquidate in any other way. The Exchange Standard before the war did not give 
us stability of prices or provide for temporary expansion of currency, but it 
is wrong to attribute this defect to the absence of a larger volume of gold in 
circulation or inconvertibility of rupees and notes into gold. The departure from 
the recommendations of the Fowler Committee, which is often spoken of as a 
grave offence of the Government of India, may be taken exception to on the 
ground that the latter drifted into a position the full significance of which it 
failed to appreciate on account of the absence of a well-defined currency policy; 
but a stricter adherence to their letter and spirit would not have given us a 
more stable level of prices or relieved the seasonal stringency in the Indian 
Money Market. MarshaH’s well-known analogy that stable exchange is some- 
thing like bringing the railway gauge of the country in unison with the main 
line is often quoted in the writings on Indian currency questions, but its full 
bearing on our economic life is generally overlooked. The commercial contact 
of India with the world has since 1900 become much closer than before, and the 
presumption is that the lag of the Indian price level behind the level of 
world prices has been made up during the period. This fact in itself would 
go a long way to account for the higher rise of prices in India than elsewhere 
before 1914, which is so often laid at the door of the Exchange Standard; but 
as it is difficult to give any statistical evidence in support of the conclusion, 
it is not given prominence in pointing out the erroneous nature of the arguments 
used against the pre-war Exchange Standard in India. 

5. There is one other argument which deserves a passing notice in this 
connection. It is held that the Government of India in assuming the r61e of 
the Exchange Banker and undertaking the responsibility for providing currency 
for the growing volume of business went beyond the limit of its legitimate 
functions, and has, therefore, erred grievously in handling the currraacy problems 
of the country. It is not necessary to sit in judgment upon the Government 
of India and assess its responsibility for the creation of the present difficult 
position. Some serious mist^es have been committed, and a few of them could 
perhaps have been avoided if our currency system had been free from bureau- 
cratic control. But it would be tyrong to argue against the re-introduction of 
the Exchange Standard on the ground that the Government officials have already 
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been tried and found wanting in this respect, and cannot be entrusted with the 
duty of managing a ' ‘ managed ” system of currency. It is possible to safeguard 
a‘yamst repetition of the errors of the past by providing for a closer association 
of banking, business and other interests in the management of the currency 
system, ^^t it is not possible to avoid an intimate contact of the Treasury with 
its working. The Finance Departments in all countries have been drawn into 
the very centre of the currency ambits of their respective countries. That is 
partly due to the exigencies of the war finance, and the need of the speecLy 
liquidation of all outstanding issues, which have been bequeathed by it; but it 
is mainly due to the need of regulating the currency system in the interest of 
the community as a whole. Economic Eiberalism is an outworn creed, and the 
demand for " automatic ” currency is an attempt at reviving it in a sphere, in 
which organised action, with its many limitations, ""is of utmost importance. 
The dose association of the Government with the currency system is inevitable, 
the fact that the Exchange Standard presupposes the existence of a regu- 
latory audiority is not, as is often assumed, a strong argument against its 
adoption in any country. 


6. The pre-war Exchange Standard does not afford us any arguments 
against itself. But it does not thereby carry its own recommendation. The one 
thing to its credit is the fixity of exchange for a period of 20 years, but that 
does not make it an ideal system of the future. Its most ardent advocate — 
Mr. J. M. Keynes — ^has admitted that a fixity of exchange when the prices in 
India and elsewhere are rapidly changing is more an element of weakness than 
of strength. The pre-war system therefore may practically be ignored in the 
consideration of the question of the future. The considerations which have to 
be taken into acooiunt in this connection are comparatively simple though they 
carry in them difficulties of fundamental character. The success of an Exchange 
Standard depends upon, to use the happy plirase of Sir Basil Blackett, the 
selection of a rate which is attainable and maintainable. It sums up very well 
the conditions which are essential for the successful working of the Exchange 
Standard. The first condition requires that the rate chosen should neither imder- 
value nor overvalue the rupee. There should be no disparity between its internal 
and external purchasing power. An error in either direction will not necessarily 
paralyse our trade or make it prosperous, but it will have the tendency to give 
it a turn which it otherwise would not take. The only criterion which can be 
^ed in the choice of the rate is the comparison of the Index Number of prices 
in India and in other countries, with which she has got active trade relations. 
Among the latter the most important are the XJ nited Kingdom, British 
Dominions, United States of America, Japan, France and Germany. The cur- 
r^cies of all these countries, except France, are in a fairly satisfactory con- 
dition. A comparison of the Indian prices, taking 1913 as the base, with the 
jOTces of these countries shows that the value of rupee is not very different from 
the value of their currencies. The price level in Japan is considerably higher 
than toe Indi^ price level, but her trade with India is about 10 per cent, of the 
total international trade of the latter and may, therefore, be taken a^ relatively 
unimportant in the choice of the rate of exchange between rupee and gold. It 
would appear that if Index Numbers can be relied upon for this purpose, 
revermon tc> the pre-war rate would not lead us very much astray. The proviso 
regarding the reliability of Index Numbers is, however, important. Price indices 
are (5onstructed by taking the mean of a series of means and are not an exact 
measure bf toe general price movements including the cost of services of various 
Kincts. It IS necessary to proceed very wnrily in basing any conclusion on their 
compariscm, and even the most elaborate csalculation, which would reciuire careful 
and complicated examination of the available materials with the use of difficult 
mathematical deuces, not eliminate an element of arbitrariness in the 
flection of the rate, ^ether the selected rate would turn out to be appropriate 
to any given price levd, is a matter with regard to which it is not sa^ even to 
venture a gu^. In India the quption of the selection of the rate is rendered 

S!™ other jonsideratiOTS which have to he taken into 
, E^caange Standard is to work in India, the sold value of the 
rapw toould be high enough to keep it a token coin in spite of tie upward move- 
mrate in the price of silver. The Babington-Smith Coiittee asi^wSl k^^ 
for^ the consideration and in recc^S^g S 

for the stabilisation of rupee in gold was mainly guided by its forecast of the 
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likely changes in the movemeiit of the price of silver. The movements in the 
price of silver have so far proved very tricky, and though for the present it seems 
to have settled down between 30£?. to 36^?. per oz., its future movements are a 
matter for speculation, and cannot be predicted with any degree of certainty. 
The margin, however, between the gold price of silver and pre-war rate 
of exchange is not wide enough to set at rest the apprehension regarding the 
possibility of the rupee ceasing to be a token coin. The selection of the rate 
which will cor/rectly express the rates between the Indian and the world prices 
is difficult enough, but to make this rate correspond to the rate which will make 
the gold value of the rupee independent of the movements in the price of silver 
is well-nigh impossible. The changes in the purchasing power of currencies are 
in no way connected with the changes in the price of silver, and the divergence 
of the rate required by the relation of the former from that which will have to be 
adopted if the rupee is to remain a token currency, may be taken for granted. 
The fact that in our domestic currency the silver rupee with a high intrinsic value 
occupies such an important position handicaps us still further in the selection 
of a suitable rate. The other consideration which is significant in this connection 
is the infiuence of the balance of trade on the rate of exchange in India. The 
view, which is now generally in favour wilh the theorists, is that the balance of 
trade, apart from its efEect on the temporary fluctuations on the rates of exchange, 
is not an important factor in the determination of the foreign exchanges. There 
is an element of truth in this view, and in the long run it may be assumed that if 
the other conditions which make for stability of exchanges are present, the balance 
of trade can be left alone to look after itself. But in a country like India over 
periods long enough to matter, the influence of trade on foreign exchange cannot 
be left out of account. The Indian economic life is very precarious on account 
of its extreme dependence on the adequacy and seasonableness of the rainfall, 
and her -ability to hold her own in the world markets is determined by the annual 
production of raw materials which constitute the bulk of her exports. In spite 
of a steady price level and low exchange — a condition which is generally supposed 
favourable for her exports — ^India may sufEecr from a sudden contraction of her 
purchasing power on account of the failure of the monsoon, and that fact more 
t.b au anything else may set up such a severe drain on her means of meeting her 
liabilities abroad as to defy all calculations of the purchasing-power-parity 
theorists. This adverse contingency occurs at least once in ten years but two 
or three years of successive droughts have not been unknown. But besides the 
variations in her own annual output of exportable goods,, changes in the economic 
life of her customers have also to be reckoned with. Our recent experience in 
this respect is somewhat abnormal on account of the upset of economic conditions 
throughout the world in 1920, but with the restoration of normal conditions the 
cyclical fluctuations of trade will remain, and if unfavourable trade conditions 
elsewhere synchronise with a bad agricultural year in India, the strain on the 
resources, on which we must mainly rely for attaining the selected rate 
of ex ch ange, may prove unbearable. India has had four years of good monsoon 
and the world has been plodding upwards on the painful path of economic 
recovery. There is room for qualified optimism, but it is not reasonable to think 
that no mishap will occur within two or three years to endanger the success of 
our enterprise, if we now set ourselves to the task of exchange stabilisation. WTe 
need not anticipate the recurrence of the condition of 1920 when our favourable 
balance of 49-76 crores in 1919-20 was changed into an unfavourable balance of 
88-39 crores in the course of a few months, but we will bfe bad students of our trade 
history if, having selected a rate suggested by any accepted formula, we take it 
for granted that the balance of our international account will not matter. But 
it may be contended that every period of transition has its risks, and even allow- 
ing for a moderate error in the selection of the rate, we may be able to tide over 
it if we have a substantial reserve of gold or its equivalent at hand, and the forces 
of nature aud economic life do not conspire tc^ether to frustrate the attempt. 
Once the ^stem has been set going for a number of years, it will be established on 
a self-regulating, basis, and it will not be necessary to watch its working with 
anxious care. But it is now accepted that for stability of exchanges stability of 
prices is an essential pre-requisite. Flux referring to the delusion that official 
decree can the rates of exchange compares the notion to an attempt to prevent 
the temperature of a room from altering by preventing changes in the thermometer 
which indicates it. The Genoa Conference, in whose, deliI»rations the Exchange 
Standard was so much in prominence, postudated Jhe stability of the value of gold 
as an essen t wl condition for the success of thfeir proposals. In Besolution 11 
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they said that “ currency will be regulated not only with a view to maintaining 
the currencies at a par with one another, but also with a view to preventing undue 
fluctuations in the purchasing power of gold.” They were of opinion that the 
Central Banks of Europe would have to act in close concert with one another in 
order to stabilise the prices and regulate their credit policy not with reference to 
their gold reserves, but to the changes in the price levels of the countries con- 
cerned. The proposal has remained a pious wish, and there are no signs on the 
international horizon of its being implemented in the currency policies of the 
leading countries of the world in the visible future. Their fruitless deliberations 
have, however, emphasised the importance of the stability of prices for the work- 
ing ot the Ex^ange Standard. To maintain a rate of exchange, which may once 
be attamed, it is essential that prices inside the country and outside it should not 
differ by more than relatively small amounts which, to quote Giregorv, produce 
self-regulatory effects. During the war India was caUed upon to mhke a verY 
heavy, sa^ifioe on accoimt of the pegging of sterling-rupee exchange. She w2 
practically for^d to raise her prices and inflate her currency as a measure of wa” 
sterling-dollar exch^ge was pegged, but the way it was done was 
different from the way that sterling-rupee exchange was pegged. In order to 
prevent the fluctuations m the sterling-dollar exch£ige, England had to e¥i>r? 
pld, comm^deer serarities, control imports, and float loans in America ^he 
found herself under the necessity of taking initiative in oo • 
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like “the world being on the edge of a volcano” and “r umb ling of the times” have 
acquired currency and indicate the presence of a general feeling that the worst 
is not yet over. It is desirable to hope that all will go well with the world and 
disruptive forces will be effectively held in check by the good that there is in men ; 
but it is also possible that events may take their own course and rapidly produce 
stresses at least comparable to the major stress of war itself. It is not safe to 
count upon the increasing stability of currencies when there is so much instability 
in the world. 


IV 

8. It is not fair to expect greater stability of prices from Exchange Standard 
than from Gold Standard, but a reasonable stability of prices is more essential for 
the former than for the latter. It is under these circiunstances advisable that 
India should endeavour to have Gold Standard. For Gold Standard the identity 
of circulating medium and the standard unit of value is not essential, or, in other 
words, it is possible to have Gold Standard without. gold currency. But it is 
essential to realise three conditions before Gold Standard can be said to be 
established. The most important condition, of course, is that the value of the 
currency should be kept at par with gold. The next in importance is the redemp- 
tion of rupees and notes in gold. Then comes the necessity of having certain gold 
reserves as covering for the currency in circulation. Leaving the cardinal ques- 
tion of the rate at which the parity between rupees and gold should be established 
out of account just for a while, the prospect of fulfilment of other conditions may 
be considered. The average active note circulation in 1924-25 was 160'91 crores, 
and, according to Mr. Findlay Shirras, the circulation of rupees amoxinted to 
228 crores in 1919. Since 1919 about 34'5 crores of rupees appear to have been 
withdrawn from circulation. The total circulation of rupees and notes may very 
roughly be taken as 356'5 crores. Sir David Barbour once said that a stock of 
gold equal to one-fifth of the total quanti^ of rupees and notes in circulation will 
do to maintain the Gold Standard. We have at present 22*32 crores of ^Id, 
20 crores of short-dated sterling securities in Paper Currency Reserve and about 
60 crores of sterling securities in Gold Standard Reserve. That gives us, if the 
securities are sold, about 100 crores of gold. There are, besides, 70 crores of 
rupees in the Paper Currency Reserve, which can be converted into gold in two 
or three years. We can in this way accumulate about 50 per cent, of gold as a 
cover for the combined circulation of rupees and notes, it is a very good pro- 
portion, and it should, in a normal year, when India has its usual favourable 
balance of trade, be possible for the Government of India to assume the liability 
for the redemption of rupees and notes into gold at a selected rate of exchange. 
The Government of India has since 1893 refused to accept the obligation to find 
gold in exchange for rupees and notes, for it was afraid of bringing thereby an 
amount of demand into existence which it might not be in a position to satisfy. 
Since 3835, 647-56 crores of rupees have been coined and issued from the Indian 
mints, fl-url more than two-thirds of this huge amount have gone out of mrculatiom. 
What has happened to them is not known, but supposing even half of them are 
in hoards, and can be presented for conversion into gold, the Government of India 
will find itself in a very embarrassing position. This apprehension is based on 
the assumption that the Indians prefer gold to rupees and will avail themselves of 
the opportunity of exchanging the latter for the former as soon as the Government 
undertakes the liability to give gold for rupees. The demand for gold can arise 
either for hoarding or for currency purposes. The introduction of gold currency 
will not affect the people’s demand for hoarding. We are now importing an 
enormous quantity of gold every year and may be expected to do so in the future, 
no matter whatever the system of our currency. People who prefer to hold their 
hoards in silver rupees will not change them into gcdd unless the official rate is 
more favourable that the market rate. They can get all the gold that Ihey desire, 
and convertibility will not make them more keen to do so. India’s demand for 
gold as currency is bound to be limited for years to come. The currency most 
generally suitable for our internal needs must consist of rupees and notes. Even 
if the introduction of ^Id' Standard leads to increased demand for gold currency, 
the facts of economic life will make themselves felt soon after, and gold will 
return from circulation. The drain that may arise at the initial stages of the 
establishment of (^Id Standard can very well be met from the large stock of gold 
that can be made available by the conversion of rupees and securities in the Paper 
Currency and Gold Standard Reserves into gold. The Chamberlain Commission 
took spwial pains to point out how in 1900 the Government of India, in spite of 
its earnest efforts to increase the circulation of gold in India, found itself under 
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the necessity of resuming fresh coinage of rupees, because most of the gold coins 
soon made their way back into Government’s hands, and came to the conclusion 
that Tnrfia. neither demanded nor required gold for purposes of circulation. The 
fact that India is not likely to require gold for circulation under any circum- 
stances is not an argument against but for the establishment of Gold Standard. 
It will make it possible for us to economise the use of gold to a very large extent, 
realise the object to which the Chamberlain Commission rightly attached very 
great importance, viz., the centralisation of gold reserves, and simplify the 
exchange problem very largely. One of the reasons which has stood in the way of 
the introduction of Gold Standard in India is the dread of the London Money 
Market that the measure would involve a draft on the world’s supply of gold, 
which will cause serious inconvenience to the monetary systems of other countries 
Apart from the ethics of the question which requires that India as a creditor 
country should not surrender her unquestioned right to take at discretion as much 
gold as she may desire in payment of her trade balance, it is necessary to point out 
that this fear is imaginary. India wil require a large quantity of gold for hoard- 
ing under any currency system, and so long as the world requires the raw materials 
which India can supply, it will not be possible to withhold from her the share of 
gold to which she is entitled, if she chooses to take payment for her commodities 
in that form. Since 1919 the absence of Gold Standard nas not prevented her from 
importing gold to the value of 160 crores, which is more than the annual output 
of gold in the world. It is bad for India to utilise her economic resources in this 
unproductive manner, but she cannot be saved from the consequences of her own 
folly, by the efforts of any outside agency, much less of those who have an interest 
in preventing the inflow of gold into India. The currency demand for gold in 
India will not be very large even under the Gold Standard and need not cause 
any uneasiness to those who are anxious to conserve the world’s supply of gold or 
to the Government of India in assuming the liability of giving gold in exchange 
for rupees and notes. The transition from the present system to Gold Standard 
requires the exercise of caution and forethought, but it can be made without any 
undue strain provided a suitable rate of exchange can be selected as a basis for 
the future. 


9. The solution of the problem, therefore, turns on the selection of the rate 
at which purchasing power of currency is to be maintained at parity with that of 
gold. The difficulties of selecting a good rate have already been briefly referred to, 
but in view of the great interest which is being taken in the question it is worth 
while to examine it a little more fully. The pre-war rate of Is. 4<f. has been 
insistently demanded by one section of the public, which, however, claims to speak 
on behalf of the whole community. It is said that stabilisation of the rupee at a 
rate higher than IQd. wiU be an act of fraud and practically amount to debasement 
of the rupee. It is not necessary to examine this contention in detail, for according 
to it the gold value of the rupee will have to be kept fixed, whatever may be the 
changes in the gold value of silver or the relation of internal and external 
purchasing power of the rupee — a state of things which may give us a fixity in 
the gold v^ue of our currency, but will upset the whole equilibrium of economic 
life, and produce violent oscillations in the working of the forces on the inter-play 
of which real stability must depend. But in view of the importance attached to it. 
It will be useful to refer very briefly to its history in order to see how it worked 
Its way to its pre-war position and whether we are bound to revert to it. The 
history of exchange prior to 1873 is not of any practical importance from this 
standpoint. During the period from 1873 to 1893 in the proposals put forward for 
escaping from the inconveniences of falling exchange, a number of rates varying 
from ISd. to . were suggested, and in 1892 the Government of India wanted to 
take power to declare gold sovereign legal tender at a rate not less than Rs. 13i 
per sovereign, whidi wo^d have prevented the exchange from rising above Is. 6d. 
]^it the Serschell Committee wanted to set a limit to- the rise in' the exchange value 
of the rupee, and provided for the issue of rupees at the mints in exchange for 
^Id at derate of Is. per rupee, though they made it quite clear in paragraph 
151 of their Report that it was not essential to their plan that the rates miould 
never be fixed above Is, 4d. and recommended that the Indian Government with 
sanction of the Secretary of State, be authorised to raise the ratio ’if the 
micumstances ^ose rendering it proper or necessary to take that step. Sir David 
Barbour in his speech introducing the legislation for carrying out their 
r^mmendation laid stress on the provisional nature of the ratio, and intimated 
that a rate of exchange would be provided for by future legislation 

and m the light of future experi^ce. The first time that the Is; 4d. rati became 
a practical issue m the history of the Indian exchange, no one seemed' to attach 
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anj special importance to it, and the question was lett open on account of inadvisa- 
bility ol fixing It permanently. Ine i'owler (Jommittee was divided over the 
question of the sterling rate for the rupee, but the majority of the members were of 
opinion that the experience of the preceding (> yeai‘s justified the adoption of ls.4d. 
ratio. Tor this recommendation they gave three or four reasons. One was that 
for ten months prior to the submission of their lieport this rate had been main- 
tained. It was stated that though the limit of Is. 40!. for the rupee was declared 
to be merely provisional, it had been regarded generally as a permanent rate at 
which the Indian monetary standard was to be transferred from a silver to a 
gold basis. They further assumed that Is. 4<^. being the rate ‘‘ of the present 
(lay ” the prices in India had adjusted themselves to it, and the adoption of a 
ditterent rate would cause a distinct and, iu their opinion, mischievous dis- 
turbance to trade and business. The Secretary of State accepted the view of 
the majority “ in the light of the experience of the last 18 months.” That was 
on the 25th July, 1899. The Is. ^d. rate was thus given a place of honour in 
our currency system — a place to which, we are told, it should be restored. In 
spite of the explicit statement of the Herschell Committee and the Finance 
Member regarding the tentative character of the ratio, the majority convinced 
itself that any departure from it would almost amount to a breach of faith. 
From 1897 to 1899 the index number of price-level in India fell from 113 to 
96 to rise again a year later to 116, and still the assumption that the Indian price- 
level had adjusted itself to their favoured rate was supposed to be warranted 
by facts. During the same years the price-level in Great Britain, which also 
should have been taken into account in considering the question of adjustment^ 
varied from 62 to 75 according to the Saurbeck Index Number. In paragraph 66 
of their Import, while referring to the proposals to fix the rate from Is. l^d. to 
Is. 6«?., they pointed out that all of them were arbitrary and would involve a 
dislcKiation “of the existing rate between rupee prices and sterling prices.” 
Of all the possible rates only the rate recommended by them was to be taken as 
expressing the real rate of exchange between Indian and world prices, and it 
had, besides other advantages, the merit of being “ the rate of the present day.” 
The rate which has acquired such an importance for some of us, that they 
cannot wait even for the award of the Currency Commission for its rerintro- 
duotion, was made the basis of our currency for such reasons. It is risky to 
make much of the purchasing-power-parity formula, but if it is of any utility, 
it appears that the rupee was overrated in 1900 and its external purcihasing 
power remained higher than its internal purchasing power till 19^25 with 
the exception of two or three years. This fact should have, on theoretical 
grounds, stimulated iinports and discouraged exports. But this, as we know, 
has not taken place. It may be incidentally mentioned that if the rupee had 
been underrated in 1900, the Exchange Standard could have been, according to 
this theory, rightly held responsible for the expansion of our currenty in the 
succeeding years. But these assumptions are so very hypothetical that it is 
not worth while to press the point in either direction. It may be contended 
that even if the rate was not chosen with sufficient (jare, the fact that it remained 
operative for about two decades is a very strong argument in its favour. This 
argument would be valid but for the fact that the rate ceased to be operative 
about 10 years ago, and during the interval the world war has made all the 
difference. Evaluation of all values — including the value of Indian currency — 
has become necessary, and it would show an irrational attachment to the past 
to insist on the adoption of this ratio merely because it was pxir rate in 1914. 
A great deal of nonsense is talked about the gross inequity of the proposals to 
raise the rate of e(x< 3 hange above Is. 4d. to the debtors, poor consumers and the 
tax-payers, because the rupee, being a token coin like the shilling, oi:ght to 
have a constant value in terms of gold. The outstanding contracts which were 
entered into 10 years ago cannot be very many, and the injustice, if any, to the 
parties concerned is due to the rise of prices and not the rise of the rate of 
exchange; and the right method of redressing it is not to restore the pre-war 
rate of exchange, but the pre-war level of prices, an alternative which would be 
less acceptable to those whose main reason for asking for the Is. 4d. rate is to 
get easier accommodations from the banks by the immediate e^ansion of 
currency. The rupee is not a token coin like the shilling, but an inconvertible 
currency note printed on silver. It is money of account, and the debtors and 
creditors have a scmare deal, if they make and receive payment in it. The 
conditions have radically changed since 1914, and a large number of persons 
have undeservedly suffer^ or l»en benefited by the process. But it is not possible 
to straighten out things by fixing the rate of exdhange or even the prices at a 
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Dartioular level. The suffering has already been gone through aaid unmerited 
benefits derived, and it is not necessary for the currency refOTmer to in^crease his 
difficulties by taking upon himself the task of dealing out 3 ustice with an even 
hand to all who have been afifected by the monetary changes. The question of the 
rate of exchange should be considered in the light of present ciroumstanoes, and 
the only factors which need be taken into account are those which have a bearing 
on the existing situation and its future developments. 

10. The question of the rate of exchange on exports and imports may here 
be considered. This is a vexed question in the real sense of the word. It has 
been a source of acute controversy since 1893. .The Herschell Committee heard a 
lot of evidence on the question but came to the conclusion that the view that low 
exchange was good for exports was based on some trains of d priori reasonless, 
and was not borne out by the examination of the statistics of the years during 
which the exchange had been falling. The Fowler Coi^ittee also dev^ed a 
oreat deal of attention to the consideration of the question and though it had 
nothing to say about it in its Eeport, it definitely recorded its opinion that it was 
not by such an expedient as the writing down of the rupee in sterling that a 
permanent stimulus could be given to production. The Chamberlain Co mm ission 
was more concerned with showing how the Government of India had muddled 
through with admirable results than discussing the question of the effect of rate 
of exchange on our economic life, and, therefore, maintained silence on this 
question. The Babington-Smith Committee was confronted with the issue again, 
anH one of the reasons why it recommended 2s. rate in gold was its belief that 
the volume of Indian exports would not fall off on account of insistent demand 
of the world for the supply of raw materials and foodstuffs and the high level of 
prices in most of the countries with which India had trade relations. It was of 
opinion that in discussing the question of the future of Indian trade exchange 
was only one and not necessarily the most important factor of which account had 
to be taken. The events, which followed the attempt to give effect to its recom- 
mendations, showed how mistaken it was in its anticipation, but they showed more 
conclusively the effect of the trade on exchange rather than that of exchange on 
trade. In spite of the weighty character of opinion against the view that any 
country can derive any permanent gain from the depreciation of its currency, it is 
still held that the adoption of any rate of exchange higher than Is. 4d. will be a tax 
on the Indian and a tounty to the foreign producers. The reason which accounts 
for the vitality of this discredited opinion is very simple. The changes in the 
rate of exchange affect. different classes differently. Some gain while others lose, 
and those that siiffer can, by a process of reasoning which self-interest easily 
stimulates, readily postulate the identity of their sectional and the national 
interests, and raise the alarm that exchange is ruining trade and industry. It 
is not its partial truth which has given to it such a long lease of life, but the 
possibility of its being pressed into service by those who find or fancy that 
exchange is going against them. In 1893 it was the tea and cotton industries 
which were against any action being taken for arresting the further decline of 
the rate of exchange, and considered that their industries would be crippled, if 
not killed, by the rise in exchange. In 1898 again the proposals were put forward 
by the interests concerned to throw the minte open again to the free coinage of 
silver, who advocated this pK>licy in the interests of the nation as a whole. Now 
it is once more the cotton industry which is threatened with extinction Tinless the 
Is. 4<f. rate is restored to its pre-war position, and attributes its present condition 
to the exchange policy of the Government of India. The rise of the rate of 
exchange from Is. 4d. to Is. Qd. is considered almost a national calamity, and the 
small cultivators, poor debtors and voiceless millions have had their cause valiantly 
espoused by those who are interested in the further expansion of our currency. 
It is natTiral for the interests concerned to convince themselves that their gain 
is also the gain of the nation, but it would be a misfortime if their claim to 
repretent the intertet of the latter is not taken for what it is worth. The wails 
of the cotton industry c^ for sympa^y and even a great deal of charity, but 
should not be allowed to influence our judgment in the slightest degree regarding 
tte right exchange policy of the future. The advocates of the low exchange are 
yirtually putting in a demand for inflation in a disguised form, and though Tndifl. 
is not the only country where the doctrine of the issue of more currency as the 

u munerous economic ills has been preached, we know that the countries, 
whi^ have followed the line of least resistance and accepted it as their working 
fajth, have not t^reby made the task of their economic recovery easier on that 
account That, in the trade of the country, exchange is only one and not the 
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most important factor is a fact which can be better illustrated by a brief examina- 
tion of the trade statistics in India since 1873 — the year since which the exchange 
began to loom so large in our currency discussions. The trade figures till 1893 
need not be analysed as the Herschell Commission has in paragraph 27 of its 
Report dealt with them in detail and shown how inconsiderable was the effect of 
the falling exchange both on imports and exports. Since 1893 the exchange 
history of India falls into four well-marked periods. The exchange fell from 
1893 to 1896. It began to rise in that year till it stood at about Is. in 1898, 
and remained stationary till 1917. From 1917 to September, 1920, the rate rose 
once more on account of the unexpected rise in the value of silver and the ill- 
conceived exchange policy of the Government of India and has since then been 
fluctuating on accouut of the changes in the trade demands; but during the last 
two years the rate has, as it is well known, been moving upwards. The 
rupee has risen during the last 22 months in sterling, and risen still higher 
in gold on account of the attainment of parity of sterling with gold. The gold 
value of the rupee has during this period risen by more than 20 per cent.-;- a 
change which should have paralysed export trade and inundated the country with 
imports if exchange has all the potency which is attributed to it in popular 
discussions. The table giving the Index Numbers of exports and imports, since 
1873 with the average of 1865-6 to 1874-6 as base, the actual rates of exchange and 
what is now called the parity rates with its attached graph, forms the aunexure 
to this Memorandum. From 1893 to 1896 during the fall of the actual rate by 
6 per cent, and the parity rate by 14 per cent, exports increased by 8 per cent, while 
imports increased by 5 per cent. From 1879 to 1917 the actual rate was fairly 
steady and parity rate rose by 66'4 per cent, but the exports rose by 136 per cent, 
and imports by 98 per cent. From 1917 to 1920 the actual rate increased by 26 per 
cent., and the parity rate remained constant, and the exports and imports increased 
by 34 and 47 per cent, respectively. During the period from 1921 to 1925 the 
actual rate rose by about 20 per cent., parity rate fell by 7 per cent., exports 
increased by about 43 per cent, and imports decreased by about 17'5 per cent. 
During the year 1924-5, in spite of an appreciable rise in the actual rate of 
exchange the exports increased from 348 to 384 crores, and established a new 
record, while the imports increased only form 217 to 243 crores. Almost all the 
principal articles of exports, raw cotton, jute, raw and manufactured, rice, wheat, 
oil seeds and tea showed considerable increase. The only exception was 
manufactured cotton, the export of which fell from 13 crores in 1922-3 to 11 crores 
in 1924-5 — a decrease of 16 per cent., but when we remember that the export of 
manufactured cotton is only 3 per cent, of our total exports, we will be disposed 
to retain a right sense of proportion in our appreciation of the present position 
These figures have not been quoted with a view to arrive at any positive conclusion, 
but they point to the comparative unimportance of the rate of exch^ge in 
determining the volume and value of our exports and imports. The parity rate 
is the quotient of the Index Numbers of India and the United Kingdom and is 
not expected to yield any conclusion, except that even if it is the true normal rate, 
there is no direct relation between the variations of the rate of exchange and those 
of the exports and imports. This hoary old fallacy, to use the familiar words, 
has been revived in India at a time when the latest statistics perhaps affords its 
most striking refutation. The future of the Indian exchange has already become 
a controversial issue. The feelings that have been stirred up about it have created 
confusion in the public mind, but it is important to remember that what is called 
the popular view of the matter is neither supported by the history of the question 
nor by the figures of exports or imports. In matters relating to currency and 
exchange, the fact that a view can be called popular is generally a very good reason 
for presuming that it is entirely mistaken. The view discussed here raises this 
presumption against itself. 

11. The arguments set forth in the foregoing paragraph only lead to a 
negative conclusion, and that is that there is no necessity or obligation for adopting 
the Is. ratio as the basis of our currency system. But they leave the question 
of the selection of the rate still unsolved. It has already been pointed out that the 
purchasing-power-parity formula is not quite reliable, and in the selection of the 
sterling rate of the rupee, the value of silver ^d the changes in the l^lance of 
trade have also to be taken into account. The ideal rat© of' exchange between the 
currencies of two countries should be such as, to adopt tilte word used by Ricardo 
in his famous theorem regarding the distribution of precious metals, to accommo- 
date itself to the natural traffic which would take pl^ if the currencies were not 
in use and the trade between the countries was purely a trade of barter. In other 
words the selected rate of exchange should not have any disturbing effect on the 
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working of what is called the principle of comparative costs, which governs the 
currents of international trade. It should not stimulate the export or import of 
any commodity, which otherwise would not have been exported or imported, or in 
any way modify the terms at which the exports and imports would exchange with 
each other. This is the real importance of the purchasing-power-parity theory. 
It does not give us any formula which can be mechanically applied for the adoption 
of the exchange ratio. It restates Ricardo’s theorem, ana emphasizes the necessity 
of not disturbing the internal economic equilibria of the countries concerned' by the 
adoption of a wrong rate of exchange between their currencies. The selection of 
this rate must be a difficult task even when things have settled down, but in the 
present unsettled condition of the world it is impossible not to commit a serious 
mistake in the selection of the rate. The Finance Member, after having very ably 
argued against the premature stabilization of the rupee on several occasions, seems 
to have veered round to the view that now the circumstances are favourable for 


fixing the exchange value of the rupee. The introduction of the Dawes plan, the 
restoration of Gold Standard in the United Kingdom and the prospect of 
Germany’s entry into the League of Nations on a footing of equality have improved 
the situation within certain limits, but it would show an excess of our optimism if 
we were to ^sume that normal conditions have, thereby, been already established, 
or are within sight. The prices are not the only factor to be considered in this 
connection, though even they have been rising in almost all countries since the 
beginning of 1924, and the argument of India not being tied down to the chariot 
wheels of any country still holds good. There are other factors upon which the 
barometer of business generally depends that must be taken into account, and with 
regard to which it is idle to contend that a state of normal equilibrium has been 
established. Things are still in a state of flux. It is difficult to say what the gold 
value of the rupee should be. Any rate that may be chosen is bound to be arbitrary. 
There are no criteria which we can go by in our choice. Our last experience is a 
warning against presuming too much. Since September 1924, the rate of exchange 
has been about Is. 6<?., but apart from the fact that it has been maintained at that 
level by the sterling purchases of the Government, it would be a mistake to fix the 
gold value of the rupee at a ratio " of the present day ” or “ in the light of the 
experience of the last 18 months.” Sir James Wilson is of opinion that the present 
high gold value of the rupee is due to* a general fall in the commodity value of gold, 
and exceptionally ^od harvests in India and as he anticipates a rise in the 
commodity value of gold on account of the increase in the world^s demand for it, 
and almost a certainty of comparatively poorer harvests, he suggests that the gold 
J ^ declared legal tender at 14 Rs. or the par rate of exchange should be 
. ., * would be possible to support the proposal for any other lower ratio with 

similar argumrats. It must be admitted that we neither possess knowledge nor 
experience to choose the suitable rate and since the choice is so very difficult it is 
best to desist from making a wrong and possibly a rash one. The best way to 
really the real stability for some time to come is, to use Sir Basil Blackett’s 
excellent paradox, not fixity but mobility of exchange. Nothing will be lost by 
\raitmg upon events for a few more years. Our exports and imports need not fall 
off if our harvests are good. The merchants engaged in international trade can 
always cover themselves by forward dealings, and the Exchange Banks can, by 
Tbi 'Tt . afford exchange facilities without any limit 

speculative to a certain extent; but 
i <>^fi^ances are well managed, it will not have an unduly disturbing 

effect on them The Government of India can reduce their sterling obligations by 

SrfnSfcttenS^^ tender for the purchase of stores, ^the question o? 

® alr^dy under their consideration. The diS;um of the 
Babingtqn-Smith Comniittee, that stability of exchange is more a facilitv for 

thlTsfnS^the^Ja^ a?tS.Sb tb condition is sound and should convince us 

^th SSJd to which of rupees should be fixed is a matter 

immedi^e necessitv of opinions can well be held, there is no 

immediate necessity of deciding its value permanently. The Brussels Financial 

Conference in pointing out the limitations of the financial remedies said “ Finance 

essential part of its mechanism ” Ss is S 3 of only though an 

of the finLcial part of ecoC'ic l T ^ 

r^ion, has still to find its own levS the ^ 

s«^notrip.forBtabiltation,orrather’the.o'dZr^^^^ 
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V. 

12. These considerations by natural transition lead to the question of the 
position of the rupee in our monetary system. There are two aspects of the matter 
which may be separately considered. What should be the position of the rupee 
when the stability has been attained 1 Two or three alternatives suggest them- 
selves Rupees should no longer be the king of the monetary system. It sliould 
be dethroned, declared a limited legal tender, should not be convertible into gold, 
and no more rupees should be put into circulation for a very long time to come. 
The remedy will be heroic and possibly eflEicacious, but as far as it is possible to 
look ahead, it will not be practicable. The other is that the rupee should remain 
unlimited legal tender, but its further coinage should be absolutely stopped and it 
should not be convertible into gold. The additional currency should oe provided 
by the issue of standard gold coins and currency notes. This will mean the 
introduction of what has been called “ the limping standard.” There is no reason 
why this alternative should not be adopted. The value of the rupees will be 
maintained by the limitation of supply, and the automatic expansion of currency 
will take place. The decisive factor in the adoption of the alternative must be our 
opinion as to whether no serious inconvenience will arise by withholding the 
additional supply of rupees when the economic life needs the expansion of 
currency. As it is merely a matter of opinion, it is not necessary to be positive on 
this point. But since small payments form the bulk of our economic transactions, 
we will need small units of value for everyday life, and either one rupee notes will 
have to be re-introduced, if the obiection regarding their being more expensive 
in the long run can be got over and the people weaned from their attachment to the 
metallic com, or additional silver rupees provided for the purpose. If it be found 
necessary to adopt the latter course, it will practically mean the re-introduction of 
the pre-war method of issuing rupees in exchange for gold, which really amounts 
to their unlimited coinage of rupees with varying seigniorage determined by the 
gold value of silver. That will again give rise to knotty problems. How should 
profits from coinage be utilised 1 1f the rupee is convertible into gold for internal 
purposes, gold reserve will have to be maintained. The profits of the coinage will 
most likely enable us to build up sufficient reserve for the purpose, and the demand 
for gold for foreign payments can, as suggested below, be met by drawing upon 
the invested portion of the Paper Currency Reserve, which would mainly consist 
of readily realisable short-dated foreign securities. The arrangement will work, 
but in order to insure its smoothness it will be desirable to devise measures for 
making the rupee a comparatively less important constituent of our currency 
system. It is not possible or necessary to suggest any, as the question is not of 
immediate importance. 

13. It is of greater interest to consider the position of the rupee in the imme- 
diate future. Its gold value should not be fixed, but even then the question as to 
whether more rupees should be coined or issued will have to be answered. A com- 
plete cessation of coinage will mean that the only method provided for permanent 
expansion of currency will be to increase the invested portion of the Paper Cur- 
rency Reserve, the amount of which will necessarily depend upon the discretion 
of the Grovernment. To this course there are two objections. There must be a 
limit to the increase of fiduciary issue, and as the amount of additional currency 
wiU depend upon the discretion of the Government, it will be in its power to 
affect the course of exchange by increasing or withhol^ng the issue of currency as 
it may think fit. The exercise of this power by the Government will, apart from 
the question of its liability to serious errors, defeat the object of not taking imme- 
diate action for the stabilisation of the rupee. It should, therefore, be possible 
to increase the currency permanently even during the period of transition. This 
object can be realised "by adopting the scheme which the Government of India 
formulated in 1878 for transferring the Indian currency system from a silver to a 
gold basis, in a modified form as a tentative measure. They, in paras. 48 to 51 
of their despatch’ No. 423, dated the 9th November, 1878, suggested that the Gold 
Standard be adopted in India and the gold value of rupee be fixed at 2s., but as 
they expected that the exchange would not settle itself sufficiently, to enable them 
to fix the rupee value in relation to the pound sterling permanently at 2s., they 
wanted to take power to receive gold coin at rates to be fixed from time to time, 
and charge a varying rate of seigniorage on the coining of silver, so as to make 
the cost of a rup^ to a person importing bullion eqixaJ in amount to the value 
given to the rupee in comparison vrith the gold ooiiL The proposal amounted to 
charging a seigniorage varying inversely as the gold price of silver and directly as 
the current rate of exchange. The proposal was tamed down by the Committee 
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appointed jointly by the Secretary of State and the Chancellor of the Ei^equer. 
From the evidence given by Sir Robert Giffen (who was a member of the Com- 
mittee) before the Fowler Committee, it appears that the main reason why the 
proposal was rejected was the apprehension that its acceptance would make the 
Indian system a “ managed ” currency. The Herschell Commission also con- 
sidered the proposal of charging a seigniorage varying inversely as the gold price 
of silver, and rejected it, as it would have been necessary to provide for frequent 
alterations of such a varying seigniorage, which would have involved “ adminis- 
trative function of some difficulty.” The work of calculating the seigniorage to 
be charged would be purely of a mechanical nature, and would therefore not entail 
much “ management,” though now the word “ managed ” should not be enough 
to prejudice us against the acceptance of any proposal. As regards the adminis- 
trative difficulties, it is sufficient to quote the words of Mr. Leonard Courtney, a 
member of the Herschell Commission. iReferring to the plan for charging a vary- 
ing seigniorage, he said : “ In para. 139 I think that we have overrated the diffi- 
culty and delicacy of the administrative function involved in the plan there dis- 
cussed. I believe that action would be fairly simple, if the plan were practically 
tackled. The mints in India are not so very numerous as to prevent a daily tele- 
graphic message of the seigniorage to be charged if such frequency should be 
deemed necessary.” The Government of India in 1878 contemplated the adop- 
tion of this proposal, as they expected that the ;period of transition would be short, 
and the 2s. rate soon be reached. It is impossible to foretell the duration of the 
period during which the plan, if adopted, would remain in operation, or the rate 
at which the rupee would be eventually stabilised. That the period of transition 
would not be short is almost certain, and the permanent rate is at present incal- 
culable. But these facts do not affect the soundness of the proposal or its prac- 
ticability. It would provide for expansion of currency without necessitating any 
attempt to effect the premature stabilisation of the rupee. 

14. There are two ways in which varying seigniorage can, according to this 
plan, be charged. One is to announce the weight of silver bullion which would 
have to be brought to the mint to get a rupee in exchange, and the other is toi alter 
the rate at which rupees or notes can be issued against the tender of gold or gold 
coins. The first alternative throws the liability for the provision of silver on the 
public, and thereby obviates the necessity of making any special arrangements for 
the purchase of silver. The second alternative has the advantage of resulting in 
the automatic accumulation of a reserve which will be utilised later for the con- 
vertibility of rupees and notes into gold. It will be, however, advisable to com- 
bine both the alternatives in the working of the plan, and let the public utilise 
one or the other according to its convenience. The accumulation of gold in the 
Paper Currency Reserve, which cannot be used for the encashment of notes and 
the evaluation of which will, on account of the variations in gold value of silver 
and silver rup^s, lead to accounting complications, be a disadvantage of the 
second alternative. But it will not give rise to any serious difficulties, and need 
not stand in the way of its adoption. 


IS- As the nominal value of the silver rupee will most likely be generally 
higher than its intrinsic value, the question of the use to which the accumulated 
profits of coinage should be put during the period of transition will have to be 
faced. They should not be used for supporting exchange or converting rupees 
or notes into gold. They should be used for building up a gold reserve, which 
■would in due course be the basis of the Goldl S'tandard. The reserve may be 
invested in long-dated securities of the Government of the United Kingdom or 
the Dominions. But proposals for using it for the capital development of the 
countay sifawDld not be wuntenanced at all. They, besides depleting the reserve, 
which o^ht to be kept intact, practically amount to financing industries by infla- 
^ difference between the issue of inconvertible currency notes on 
which cent, per cent, seigniorage is charged for development of industries and 
the use of f^ds raised by the imposition of the seigniorage on the coinage of 
rupees for the same purpo^, but it is only a difference of degree, and does nob 
change ihe real nature of 'the transaction. No one has seriously suggested that 
inconvertible notes should be issued for accelerating the pace of economic progress 
m the countoy. But proposals for using the profits of coinage for the purpose 
have freely been made, and have passed unchallenged. The historical mstance 

recoramendatioh of the Mackay Committee that 
of coinage of 1907 should be used for railway develop- 
ment, and the decision of the Secretary of State in the same year that one-half of 
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the profits should thereafter be used for capital expenditure on railways until the 
Gold Standard Reserve reached £^,000,000, and after that total amount had 
been reached, the whole profits on silver coinage were to be spent for what wordd 
have been technically described as the avoidance of debt. This ill-considered 
decision was given effect to for a year only, but the events of 1907-8 and not the 
/"ealisatipn of its essentially mistaken character modified the outlook in this 
respect. Mr. H. F. Howard made similar proposals in his Memorandum submitted 
to the Babington Smith Committee. Proposals have lately been put forward by 
a well-lmown merchant of Calcutta which will have the same effect. All of them 
rely on insidious methods of inflation for realising desirable end, and should not, 
on that account, even be entertained. No nation can ever become properous by the 
use of such questionable devices. 


VI. 

16. The importance of having a sound Paper Currency System in India is 
admitted by all schools of thought. The cheque currency being imsuitable for 
India, the only method by which we can realise the advantages of economy and 
elasticity in our Currency System is the extensive use of currency notes. Two or 
three questions have to be taken up in this connection. The present Act makes 
provision for a minimum cash reserve of 50 per cent., which, however, can in prac- 
tice be reduced by the issue of emergency currency in the busy season. But the 
disadvantage of fixing a proportion of note issue to cash reserve is that in times 
of panic every drain of one rupee from the reserve would, under certain con- 
ditions, involve a forced contraction of Rs. 2 in the currency, and unless issue in 
excess of legal limit be allowed to stay the panic, the cash reserve will be immobi- 
lised, and what is known as the “ dead line ” reached. It is better to fix the 
amount of fiduciary issue rather than the proportion of the cash reserve. This 
amount shouW be high enough to realise the advantages of note issue, but not so 
high as to dispense with the necessity of keeping a substantial amount of cash 
reserve. The temporary provision in the Paper Currency Act that the fiduciaiy 
issue should not exceed 100 crores seems preferable from this standpoint. The 
maximum amount of fiduciary issue must, of course, be changed from time to 
time, generally in the upward direction. But it should not be raised to provide 
extra currency for a temporary period. The raising of the limit of 85 crores to 
100 crores was a mistake, as the obiect of the change was only to avoid seasonal 
stringency in the money market. In fixing the maximum amount, however, pro- 
vision should be made for special arrangements to meet the emergencies. It 
should be possible to adopt a plan which can be put into operation without special 
legislation, though the conditions under which it should be set to work will have 
to be carefully considered and defined. If, however, the provision regarding the 
proportion of cash reserve is to be maintained, steps should be taken to extend 
the limit for the issue of currency notes on the security of bills of exchange, and 
the Government or the authority in charge of the Paper Currency System be 
permitted to prevent the reserve requirement from acting as the dead line ” by 
authorising their suspension for a specified period. The cash reserve should be 
located in India and the permission to keep gold to the value of 5 crores in London 
be withdrawn. For the purchase of silver the treasury balances or the sale proceeds 
of the sterling securities, which should be readily realised, can easily be used. 

17. The question of the paper cover of the note issue also needs very careful 
consideration. As regards a part of the Paper Currency Reseiwe being invested 
in the self -liquidating trade bills there can be no difference of opinion. That is 
the only method by which the note issue can be made elastic in the real sense^ of 
the word. The limit of 12 crores will soon have to be exceeded and provision 
should be made for the purpose. But the investment of the Paper Currency 
Reserve in securities other than, the trade bills is a matter which lends itself to 
being used as an issue on which the bona fides of the Government can be questioned. 
If, however, the political aspect of the matter is excluded from consideration, the 
question is comparatively simple. The permanent provisions of the present Act 
require that the investment in Government of India securities should not exceed 
20 crores, and the remaining invested portion of the Paper Currency Reserve is 
to consist of securities of the United Hingdom, the date of maturity of which 
should not be more than one year. The restriction regarding the investment in 
the Government of India securities is sound, for it is obviously undesirable that 
promises to pay ready cash in exchange for currency notes should, to any large ex- 
tent, be secured by other promise of the same authority to pay a certain amount of 

eS696 z 
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the form of “V'^, J,**? Zt tS restriction o£ 20 orores should 

ot notes taD ^ Dossible for^the Government of India to pay ofE their 

not be rigid reasine their investment in these securities within certain 

securities by the use of Paper 
f 'urrencv Reserve practically amounts to the redemption of public debt. There are 
no Xe/lnSa^sIcurities ihich can be used as a suitable cover for the issue of 
notS Proposals have been made that the Government of India may issue 
securities dmectly to the Paper Currency Reserve against which tlwy wiU hold 
assets in the nature of productive works constructed out of pro^ds. 
Mr H F Howard made a proposal to that efiect before the Babington Smith 
Committee for, according to the view put forward by him there could be no 
owSn to th^ Government of India utilising the fimds in the Paper Currency 
Reirve for increasing their assets and thereby improvmg their position and credit, 
provided the rupee portion of the investments in the Paper Currency Reserve were 
‘str'ctlv limited to the amount which it would never be necessary to realise, Prima 
facie there can be no objection to investing a part of the currency reserve m 
fiuancinar productive public works and converting cash in the reserve into assets in 
the shvpe of capital development of India, provided the concRtion regarding an 
absolutely safe minimum not being extended is strictly observed, and in a 
particular year there is no sudden influx of currency in circulation.^ But the 
inherent danger of adopting such a course has to be realised. India s need for 
capital is so urgent that if the inyestment of Paper Currency Reserye is considered 
as a recognised method of finding funds for capital deyelopment, the temptation 
of extending the use of such inyestments will be so great as to make it necessary 
for us to provide very effective safeguards against excessive issue. Whether pch 
safeguards can or cannot be provided is a matter with regard to which it is 
possible to take different views, but the fact that investments of this kind are risky 
suggests the need of making use of them very sparingly. The bulk of the invested 
})ortion of Paper Currency Reserve should be held in a readily realisable form. 
As regards this portion of the investment realisability is essential. If this 
condition is to be fulfilled, it is not possible to suggest any other method which will 
do as well as the investment in the short-dated securities of Great Britain and 
now possibly of New York. But this brings us against a mass of prejudices which 
ha?e gathered round the question. The investment of a large portion of Paper 
CiuTency Reserve in foreign securities — and that -of Great Britain — ^when India 
needs all the funds that she can get has all the appearance of being an act of 
lobbing a poor nation for the benefit of a rich one. The political status of India 
makes it easy to understand why this prejudice should exist, and the foolish 
utterances of a number of otherwise estimable men connected with the London 
Money Market do a great deal to strengthen it. But in spite of these difficulties, 
the fact remains that the foreign securities which mature in a year provide us the 
best means for the temporary investment of Paper Currency Reserve. Besides the 
Treasury Bills, we may also make use of the first class bills of exchange for -the 
saine purpose. Prejudices do not die soon, but the prejudice referred to here may 
be decreased if the proposal made below for practically withdrawing all control 
of currency questions from the Secretary of State in Council is accepted and 
realised. 


18. The investment of a large portion of the Paper Currency Reserve in 
foreign securities has another advantage. The foreign securities reserve can be 
used for litjuidating an adverse balance of international accounts when India is 
in a position to establish the Gold Standard. Gold reserve in India should 
ordinarily be used for converting rupees and notes into standard money, and pay- 
ments abroad, when it is ni^essary to make them, should be made by selling these 
securities by the authority in charge of the working of the Paper Currency System. 
These securities can be used for the same purpose even if the Exchange Standard 
is working. A reserve of £50 millions is generally considered adequate for the 
support of exchange. The portion of the Paper Currency Reserve invested in 
foreign ^curities will always be in excess of this amount. Lhe use of this portion 
for foieign payments will either result in the reduction of the circulation of notes 
in India or the strengthening of the cash reserve. In the first case the liabilities 
on account of note issue will be decreased and in the other the cash assets will be 
increased. In either case convertibility of notes will be rendered more secure. 
This step can be taken up at once. An analysis of Gold Standard Reserve, as it 
was constituted on the 31st March 1925, shows that one-fourth of it was invested 
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with the exception of a small amount, which 
was kept in cash or invested in National ^Vav Loan l‘J20-17 stock, consisted of 
securities which at the outside will remain out.standiny- till 1033. On the same 
date we had about £20 millions of Treasury Bills in the Paper Currency Reserve 
an but for the fact that there are still about 47 crores of created securities in the 
Currency Reserve, the value of foreign securities in the reserve, according to the 
permanent provisions of the Currency Act, would have amounted to about 
45 cTores The foreign securities in the Paper Currencv Reserve can be made to 
perform exactly the same function as the securities in the Gold Standard Reserve, 
pd wiU do It better on account of their early maturity. There i.s no sense in keep- 
ing two reserves with different names when they are almost alike in their contents, 
and can be put to tbe same use without producing any undesirable results. If the 
long-dated securities in the Gold Standard Reserve are converted into short-dated 
^curities, It can with very great advantage, be abolished and merged into the 
Pa^r Currency Res^ve. This will make it possible to cancel the rid hoc securities 
in Paper Currency Reserve at once, and the way will be clear for bringing into 
operation the permanent provisions of the present Act. or as it mav be amended 
on the recommendations of the Currency Commission. It will not be necessary 
to use foreign securities for international payment for the years during which the 
ratio between rupees and gold remains indeterminate, and rupees and notes are 
not convertible into gold. ^Tith the establishment of normal conditions forei<^n 
securities can be relied upon for facilitating the smooth working of the G<dd 
Standard. This advantage will, however, be merelv incidental to the essential 
purpose of investment in foreign securities, viz., realisabilitv. It will, in spite 
of its subsidiary character, be a great advantage and has also the additional merit 
of making it possible for us to abolish the Gold Standard Reserve and get rid of 
created securities in the Paper Currency Reserve, which extinction will he 
welcomed by everyone concerned. 


19. The management of the Paper Currency Reserve system by the Con- 
troller of Currency on behalf of the Finance Department of the Government of 
India is another matter which calls for consideration. The right method of 
working a paper currency system is that its fundamental principles should be laid 
down by the Legislature after due consideration of the issues involved, the Finance 
Department should ensure the observance of these principles and exercise general 
supervision, and the actual work of day to day management should be entrusted 
to an authority, which has the opportunity of acquiring first-hand knowledge of 
the different currents and under-currents of economic life. If the temporary 
investments of the Paper jCurrency Reserve in Indian bills of exchange and 
foreign securities are to be *made use of to a larger extent in the future, it will 
be necessary that the management of the Paper Currency System should be con- 
ducted on the basis of knowledge, which only direct contact with facts of economic 
li fe can give. The authority which seems to be competent to undertake the work 
is the Central Board of the Imperial Bank. If it is required to maiiage the Paper 
Currency System, it should, for the time being, keep its banking department 
separate from the issue department, and maintain sejmrate reserves for its 
banking and currency liabilities, though it should be allowed to transfer funds 
from one reserve to another at different places, provided the integrity of the 
currency reserve as a whole is not thereby affected. This facility will be utilised 
for the movement of funds in the same way as the transfers from Currency to 
Treasury and vice versa are being used at present for reducing the remittance of 
cash from one place to another to the minimum. The expenditure to be incurred 
on the management of the system should, as now, be met out of the receipts of 
the Currency Department, a fraction of the profits paid to the Imperial Bank, 
and the balance credited to public revenues. This appears to be the natural course 
under the present circumstances, and the conditions suggested above will probably 
meet the requirements of the case. But there is one difficulty in adopting it, the 
magnitude of which is likely to be differently estimated by different individuals. 
The Imperial Bank will, in a few months,' be completing the fifth year of its 
existence. During this period it has made satisfactory progress. It has fulfilled 
the condition regarding the opening of 100 new branches. Its I^ondon branch 
has been doing useful work and the scope of its activities can very well be extended. 
It has provided facilities for the transfer of money between its branches, which 
have been fully utilised by the public. Its deposits have increased during this 
period. The only feature of its work which is not quite satisfactory is the low 
proportion of cash to its liability, which, however, can be strengthened. The 
Imperial Bank has, therefore, done well and deserves well. But in spite of its 
good work, it has for reasons, perhaps not of its own making, not been able to 
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fl Wp rriticism Under these circumstances two courses are open to us. Either 
Imnerial Bank should be reconstituted and practically converted into a State 
Sfnk S the cu?reSy work of the country should be assigned to an authority 
whirh’ mav be considered as much above suspicion as any authority working in 
cte^as»mt!ontth the alien Government can be consld^ed under Ae present 
SJumSSs. The latter course is the easier of the two and will ^ more 
effective An institution whose good faith is being constantly questmned cannot 
be expected to perform well the delicate function of the management of the Paper 

Currency System. 
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20. The problems of currency and banking are inter-related, and the solu- 
tion of one has its reactions on the other. But in India their wnno^iot^j ii note 
issue is not made a function of the banks, will not be as close as in other countries. 
They are essentially dealers in capital, and do not j)erform any important cin- 
rency function. Their deposits are, though reliable information is not available 
on this point, “ cash ” deposits, and are not, as in countries like England and 
the United States of America, created by loans. They do not, to use a very 
expressive phrase of an American professor, coin goods into money or, m 
words, convert specialised purchasing power into general purchasing power, ihe 
importance of the development of the Indian Banking System cannot, from the 
standpoint of the development of our capital resources, be exaggerated. It is 
necessary, as has been recommended by the External Capital Committee, to 
imdertake at once a comprehensive survey of the whole field, which should be fol- 
lowed by a detailed inquiry by one or more committees. But it is not necessary to 
devote much attention to it in the examination of pur currency problem, though it 
is not possible to overlook it altogether. The main currency function which the 
banks can perform in India is to increase the mobility of money, and thereby 
make it do much greater work than it does at present. Collection into the bank- 
ing reserves of innumerable stores of money lying idle throughout the country and 
centralising them as far as possible has considerable importance from the cur- 
rency point of view. It will make money a much more efficient instrument of 
exchange, and thereby realise the principal advantage of the use of paper cur- 
rency, viz., economy. The main defect oi our banking system, looking merely at 
the currency aspect of the question, is the lack of cohesion. It is a very loose ^d 
ill-co-ordinated system — so very loose indeed that it is hardly possible to call it a 
system. Without undue centralisation, it is necessary to make it much more 
compact than it is, and give to it an organic unity of its own. Eor this purpose 
the first requisite is greater differentiation. There should be different banking 
organs for different functions. The long-term and short-term credit requirements 
should be separately provided for, and there should be different institutions for 
the needs of agriculture, commerce, and industry. Institutions of the same kind 
functioning in different areas should be federated together, and different institu- 
tions should all be affiliated to a central institution, which should become the cus- 
todian of the capital resources of the country, and mobilise them to the highest 
degree. That will give us integration of the specialised institutions, which is 
equally essential for the introduction of a fully-developed banking system in the 
country. The elaboration of these general principles in actual practice will 
require collection of accurate and up-to-date information, its detailed analysis 
for appreciating the present situation, and adoption of a well-thought-out 
scheme of future reconstruction and development. This will take time. In the 
meanwhile the currency system can be taken in hand and placed on a satisfac- 
tory basis. The introduction of a currency system, which, as Sir D. M. Dalai 
pointed out in para. 78 of his minute of dissent written by him as a member of 
the Currency Committee of 1919, inspires the public with absolute confidence, 
will lead to a great extension of modem banking in India. The immediate neces- 
sity is the solution of our currency difficulties. 

21. The other ancillary problem which cannot he left unnoticed here is the 
question of rranittance of funds for meeting the sterling obligations of the Secre- 
tary of State, The first consideration which can be .urged in this connection is 
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that they should be reduced. The advice to this eh’ect has been consistently given 
ever since the fall in the price of silver threw a new burden on the Indian 
Exchequer, and has been, as consistently, ignored. The result is that India's 
sterling payments on account of expenditure charged to revenue amounted to 47 
crores in 1923-4, as against about 30 crores in 1913-4, and besides this amount 
more than 10 crores were spent in England on capital account in the same year. 
It is time that the question of the reduction of our sterling obligation should be 
seriously taken in hand- All stores, whether purchased in England or in India, 
should be indented through the new Stores Purchase Department in India, and 
the rupee tender system be introduced without further delay. The outstanding 
questions regarding the apportionment of charges, which are a subject of dis- 
pute, must be settled at once, items like capitation charges reduced in order to 
redress the wrongs of years, and every other avenue of minimising such payments 
fully explored. The extinction of these obligations is a political question, and 
cannot be brought about merely with a view to easing the currency situation ; but 
the currency aspect of the matter is also an argument in favour of the plea for 
reducing them as fast and as soon as possible. For many years to come, however, 
the need of placing the Secretary of State in funds to meet his obligations will 
remain. The practice of drawing funds from India to meet the home charges by 
means of bills of exchange drawn on India is a legacy of the East India Company. 
From being “ a simple and efiective means of laying down in London the funds 
required by the Secretary of State ” it became “ the key to the whole system ” of 
currency and exchange in India. The machinery, of which it was the central 
feature, has broken down, and if it is not to be set up again it is necessary to 
reconsider its future, and revise it in the light of the considerations which have 
now to be taken into account. The two alternatives of effecting remittances, i.e., 
by selling draft on India in London or by buying sterling bills in India — are. in 
appearance, different, but, in reality, identical. It is suggested that the purchase 
of sterling bills should in future be the normal method of remitting funds to 
London, and the sale of rupee bills resorted to under exceptional circumstances. 
For the adoption of this course two reasons can be given. In the first place, the 
Government of India should, in respect of remittances, be emancipated from the 
control of the Secretary of State. The latter should, while sending his estimates 
to India, state the amount that he is likely to require the next year, and leave the 
question of remittances entirely to the unfettered discretion of the Government 
of India. The Controller of Currency, who is in charge of the ways and means 
programme in India and England, will, from time to time, have to decide the 
amount that should be transferred from India to England. He will, of course, in 
these matters, as he does in all others, act under the orders of the Finance 
Member, and both of them will, in choosing the time and amount of the purchase, 
be guided by the need of keeping the Secretary of State supplied with adequate 
funds and the condition of the Money Market in India, for the interpretation of 
which they will, necessarily, rely on the advice of the experts. The remittance of 
funds has an important effect on the working of the Indian Currency System, the 
Money Market in India, and the rate of exchange; and it is highly desirable that 
in all matters affecting these important interests the centre of gravity should be 
shifted from London to Delhi. It is not necessary to add that in making these 
sterling purchases, the authorities in India should not seek to modify the rate of 
exchange, or otherwise produce an impression of their own choice on the Money 
Market. Their main object should be to place funds in London as economically 
as possible, and in realising it they should follow the lead of the market, and not 
set the pace themselves. This course is also preferable for another reason. Even 
from the point of view of trade, it is more convenient that the Exchange Banks 
should be able to sell sterling bills in India than rediscount the sterling bills, 
which they buy in India in the London Money Market, and with the proceeds buy 
Council Bills or Transfers from the Secretary of State. The latter course, 
obviously, sets in motion a very complicated train of events, which can be easily 
avoided by the Government of India purchasing the sterling bills for moving their 
funds from India to England. This method of making remittances is simpler, 
and has the advantage of giving the Government of India the opportunity of 
taking initiative in the execution of their ways and means estimates. The tra- 
ditional practice of selling council drafts for meeting the home charges should, 
therefore, be abandoned, and in its place the method, whidhi is commendable on 
account of simplicity and suitability to the local conditions, substituted. 
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^2. The coRclusious of the Memorariduin may, for the sake of couveuieuoe, 
bo brieky suiiuuariseci. iuaia shoTild endeavour to have Gold ytaudard, and she 
IS in a position to establish it at once, but for the fact that it is exceedingly mt- 
lerent to hx the gold value of the rupee. A number of conflicting consider a,tious 
have to be taken into account in coming to a decision, and the economic conditions 
of the world are not stable enough to make it possible for a suitable rate to be 
selected. It is, therefore, best to leave the exchange to itself, and in the mean- 
while making provision for the expansion of currency by charging a seigniorage 
varying directly as the rate of exchange and inversely as the gold value of silver. 
The Paper Currency System should be managed to realise the advantage of 
economy and elasticity. The maximum of fiduciary issue should be fixed, but 
changed from time to time as the circumstances of the case may require. The 
investments in the Paper Currency Peserve should partly consist of the securities 
of the Government of India, but the bulk of them should .be temporary and take 
the form of the purchase of the bills of exchange and short-dated foreign 
securities. The total amount to be invested in this form should be determined 
from t ime to time provided the prescribed maximum is not exceeded. It is not 
necessary to maintain a separate Gold Standard Reserve. It should be merged 
in the Paper Currency Reserve without any delay. A well-co-ordinated Banking 
System by increasing the turn-over of money, realise the advantage 

of economy and should be developed. The normal methods of making remittances 
to England should be the purchase of sterling bills in India. 


23. In conclusion it is necessary to emphasise a very important considera- 
tion. It is admitted that there is a deep-rooted and widespread suspicion that 
the policy of the Government oi India m regard to Currency and Exchange is 
dictated by consideration ot interests other tnau those of India. The Finance 
Member considers that this suspicion is untounded, and tells us that he ardently 
wishes for knowledge which may help him to combat it. It is easy for him to 
trace this suspicion to its source, ana take steps to remove this ” bar to eflective 
co-operation.’ fcSir Stanley Reed in his eviaenoe before the Babington-Smith 
Committee referred to “ the mountain of misunderstanding ” which had been 
reared up by the secrecy with which the Secretary of State controlled the Indian 
currency policy, and put in a vigorous plea for publicity in all matters relating 
to Currency and Exchange in order that “ the truth which was interned in the 
archives of India OfB.ce ” might have the chance to prevail. He suggested that 
the Secretary of State should, as far as possible, divest himself from the manage- 
ment of Indian Currency and Exchange. This is the only way in which this cloud 
of suspicion can be dispersed. The Finance Member may contend that in matters 
of currency policy there can be no conflict of interestsi though there may be difference 
of opinion, but it is not possible for him to convince the public that exercise of 
such complete powers by an authority so far removed from Ind ia , and, to quote 
from Sir Stanley’s evidence once more, “ surrounded by, and naturally amenable 
to, interests which are not Indian in their ideas and aims ” cannot be perverted 
to serve the interests of those who unlike the Finance Member himself, do not 
always “ put the iater^ts of India first, second, and last.” The Finance Com- 
mittee, on whose advice the Secretary of State naturally relies in currency 
matters, contains members who are connected with large banks in the city of 
London. It is considered undesirable that men connected with the Big Five 
shoidd have anything to do with the management of the Bank of England, in 
spite of the fact that even in that case there is room for diflerence of opinion 
though none for any^ difference of motives. This has given rise, in the words of 
Hartley Whithers, * to one. of those anomalous absurdities so common in 
England,” which disqualifies for membership of the Bank Court anyone with an 
expert knowledge of banking. The F in ance Committee has practically a decisive 
voice in the questions connected wdth the transfer of funds, allotment of Council 
Bills, investment of reserves, and treasury balances, and the pursuance or sus- 
prasion of a particular policy with regard to the rate of exchange— matters in 
which the banks are vitally interested; and it is really too much to expect that 
they, in giving their advice to the Secretary of State, will always keep the best 
interests of India in view. They would be more than human if they in giving 
their opinion on issues, which involve the questions of location and use of millions, 

Ill ,tp™cing themselves that their interests are identical 
with the inte^te of India. . Even if they can take their stand on an elevated 
level, ^d subordinate their interests to that of India, it is almost impossible to 
make the Indian public believe that they have performed this remarkable feat. 
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The remedy of die evil is not the abolition or recuustitutiou of the Tinaiieo Com- 
uiittee, blit abdication of all powers over matters connected with the Indian Cur- 
rency and Exchange by the Secretary of State. This should not be made a con- 
stitufional issue. It may not be possible to put statutory limit on the powers of 
the Secretary of State in this respect, but India should by convention, if not by 
law, be guaranteed that in these matters the Secretary of State will pursue a polic;^' 
of non-intervention as far as possible. The belief that India’s currency policy is 
dictated from W^hitehall in the interests of the London Money Market will do 
more to endanger the good relations of India and Great Britain than the similar 
belief with regard to India’s fiscal policy has done or can do. It makes it impos- 
sible to secure a dispassionate consideration of the complex currency problems or 
have the necessary atmosphere for the successful working of a currency policy, 
even though it may be formulated in the highest interest of India. It is, there- 
fore, a matter of primary importance that the Secretary of State should virtually 
let the Government of India and the Indian Legislature determine the principles 
on which the Indian Currency System should be based, and authorise the con- 
stitution of a body fully equipped for its duties, to which should be assigned the 
work of the day-to-day management of the Currency System. 

24. This body may, in the absence of a better title, be called the National 
Currency Board. It is not possible here to work out in detail the constitution or the 
functions of this authority. It will consist of members nominated by the Govern- 
ment, and their number may vary from seven to nine. The Government should be 
represented by two members, one of whom will, of course, be the Controller of 
Currency, and the other may be the Finance Secretary. The non-ofl6cial members 
should represent banking, business, and general interests. Indians should have a 
distinct majority in the composition of this body, though any political pressure to 
pack it with men belonging to a particular party or holding certain views should 
be strongly resisted. The Board should have a non-official and preferably an 
Indian Chairman, and its own office and Secretariat. A permanent administra- 
tive officer of the rank of Deputy Controller of Currency should be the Secretary 
to the Board. It should practically be in charge of the working of the whole cur- 
rency system, though the ultimate responsibility for its soundness and efficiency 
must rest on the Government of 'India. It should declare the seigniorage to be 
charged for the fresh issue of currency, manage the Paper Currency System — 
take custody of the securities, decide questions of temporary investments within 
the provision of the law, and see to the proper distribution of the cash reserve — 
advise the Government of India in effecting its home remittances, and work the 
arrangements for the purchase of silver for coinage. All purchases of silver for 
the Government of India should, in future, be by open tender to be delivered in 
Bombay. The Board should, if the members nominated to it are men whose repu- 
tation and knowledge inspire confidence, be able to dispel most of the prejudices 
that have accumulated round the Indian Currency System, and prepare the way 
for introducing such changes as experience and knowledge of its working may 
suggest or make inevitable. It is absolutely necessary that the existing difficul- 
ties “ of arriving at and carrying through the policy most truly beneficial to 
India ’ ’ be removed by an arrangement which will disarm all suspicion, and be 
considered satisfactory by those who are in a position to form an intelligent 
judgment on questions of Currency and Exchange. As things are, it is impos- 
sible to promote clear thinking on these matters, or carry conviction merely by the 
inherent soundness of particular proposals. We badly require an atmosphere free 
from the mist of doubt and distrust. The National Currency Board should be 
able to create it. 
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Annexure to the Memorandum. 


Table showii]^ the Index Numbers of Exports and Imports, the actual rates 
of Exchange and Parity rate from 1873 to 1924. 


(Note. — ^For exports and imports average of 1865-6 to 1874-5 is the base and 
parity rates have been calculated by taking the rate of 1873 as the base.) 


Year. 

Export. 

Import. 

Rate of 
Exchange. 

Parity rate. 

1865-66 to 1874-75 

100 

100 

— 

— 

1875-76 

105-62 

118-18 

21-04 

20-6 

1876-77 

110-93 

113-64 

20-499 

21-25 

1877-78 

118-58 

125-76 

20-81 

18 '4 

187^79 

110-78 

114-55 

19*93 

16*5 

1879-80 

122-2 

124-85 

19-895 

16-2 

1880-81 

135-6 

160-9 

19-96 

17-0 

1881-82 

149-02 

148-99 

19-888 

18-2 

1882-83 

151-78 

157-58 

19-572 

21-2 

1883-84 

160-31 

167-27 

19-53 

18-6 

1884-85 

151-36 

168*78 

19-347 

16-8 

1^5-86 

152-51 

168-48 

18*318 

16-7 

1886-87 

160-85 

187-18 

17-46 

15-8 

1887-88 

164-62 

196-97 

16-93 

15*15 

1888-89 

176-43 

210-42 

16-389 

14*4 

1889-90 

188*11 

209-67 

15-562 

14-4 

1890-91 

182*22 

218-09 

17-999 

14-55 

1891-92 

196-67 

210-39 

18-833 

14-8 

1892-93 

193-8 

200-79 

15-026 

13-5 

1893-94 

193-64 

233-39 

14*556 

13-1 

1894-95 

198-02 

222-79 

13-100 

12-4 

1895-96 

207-87 

221 

13-4 

12 

1896-97 

189*05 

230-64 

14-433 

11-2 

1897-98 

177*51 

•223-15 

15-366 

11-0 

1898-99 

205-07 

218-48 

15-972 

13-4 

1899-1900 

198*33 

228-18 

16-069 

14-3 

1900-01 

195-84 

245-12. 

15-981 ■ 

13*0 

1901-02 

227-07 

269-03 

15-982 

12-8 

1902-03 

235-25 

260-03 

16-022 

13-1 

1903-04 

279-11 

280-57 

16*047 

14-0 

1904-05 

286-76 

316-39 

16-045 

13-1 

1905-06 

292-42 

339-72 

16-042 

13-35 

1906-07 

321-85 

355-42 

16-087 

12-05 

1907-08 

322-69 

414-06 

16-031 

11*75 

1908-09 

278-44 

390-24 

15-931 

10-7 

1909-10 

341-75 

371-67 

16-037 

12-0 

1910-11 

381-75 

405-15 

16-06 

12-85 

1911-12 

412-69 

436-52 

16-083 

12-5 

1912-13 

447-65 

504-91 

16-059 

12-5 

1913-14 

452-75 

586-06 

16-069 

11-95 

1914-15 

331-22 

439-18 

16-009 

11-7 

1915-16 

362-84 

418-73 

16-082 

14-3 

1916-17 

449-64 

455-27 

16-147 

14-8 

1917-18 

445-27 

495 

16-496 

18-0 

1918-19 

464-22 

571-39 

17-497 

17-2 

1919-20 

605 

671-89 

21-691 

15-05 

1920-21 

486-83 

1053-24 

20-66 

18-0 

1921-22 

452-09 

856-33 

15-85 

13-25 

1922—23 ... ... ... 

574-67 

746-03 

15-76 

11-2 

1923-24 

660-67 

788-73 

16-5 

11-8 

1924-25 

643-58 

705-03 

16-006 

12*35 


Noth. — A. graph of thope -values is also attached.* 


* Not priated. 
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APPENDIX 16. 

Letter from the Secretary, The Chamber of Commerce, Bombay, to the Joint 

Secretaries, Boyal Commission on Indian Currency and Finance, 

No. 2491/213, dated the 24th November, 1925. 

My Committee have carefully considered the terms of reference of the Royal 
Commission on Indian currency, and I am now instructed to place before you the 
written evidence which they wish to submit. 

2. At the outset, I am to say that my Committee are unanimously of opinion 
that the time is now ripe for an attempt to be made to solve the problems affecting 
Indian Ci^rency and Exchange; pending the re-establishment of the Gold 
Standard in the United Kingdom my Committee felt, and repeatedly emphasized, 
that it was undesirable that any attempt should be made to arrive at a solution 
of India’s particular problems, both because of the uncertainties surrounding 
world gold values and because of the extent to which the foreign trade o£ India 
is fina.nce3. in sterling. My Committee were of opinion that it would be most 
undesirable to attempt definitely to link the rupee with gold until such time as 
the stability of gold values throughout the world appeared reasonably assured, and 
the United Kingdom was in a position to re-establish a gold standard. Wliile 
my Committee recognise that the United Kingdom has technically not yet fully 
restored her gold standard they feel that sufficient progress has been made in this 
direction to warrant India giving consideration to her own special problems of 
Exchange and Currency, with a view to effecting stability of the one and institu- 
ting a more automatic system of the other. 

3. My Committee have considered very fully the problems involved, and I 
am to lay their views before you under five main headings, viz . : — 

(a) The Standard in relation to which the rupee should be stabilised. 

(&) The Ratio between the rupee and the standard of value. 

(c) The Currency Department in India and in London. 

(<f) The Remittance -business of the Government of India. 

(a) The Gold Standard Reserve. 

The Standabd. 

4. Inasmuch as gold is the world’s standard of value my Committee are of 
opinion that stability of the rupee in India must connote stability of purchasing 
power in terms of gold, and they therefore feel that stability of the rupee can only 
be assured by basing the rupee on gold. My Committee have discussed the com- 
parative importance of stability in internal prices and foreign exchange, and 
while they agree that it is desirable that internal prices should be as stable as 
possible in relation to the currency, it would appear to them to be impossible to 
ensure complete stability of internal prices, which must be subject to infl.uences 
which do not affect external prices, and they consider it of prior importance that 
Indian Exchange should be stabilised in relation to the world’s standard of 
value. 

5. Agreeing as they do that gold should be the standard of value on which 
to base the Indian Currency, my Committee have considered whether it is advis- 
able that India should revert to a gold exchange standard, or whether she should 
attempt to instal a full gold standard and gold currency, and I am to say that 
they c o n-sidftr it desirable, with a view to stabilising exchange that India should 
ultimately have a full gold standard and gold currency. 

In arriving at this conclusion, which corresponds with the views they have 
advocated for a great many years, my Committee have been influenced by several 
cionsiderations, mz .: — 

(а) The more automatic nature of a full gold currency makes a strong 
appeal to the commercial community, which would naturally be glad to see 
any form of management of the country’s currency and exchange policy 
restricted as far as po^ible. 

(б) They feel that a gold standard and gold currency, if gold could 
be made to circulate, would probably have a relatively greater stabilising 
effect on internal prices than a pure rupee currency working under a gold 
exchange standaroL 
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(c) They feel that a gold currency, divorced from hoarding intluencos, 
would be more easily capable of contraction than a rupee currency , inasmuch 
as rupees are neither exportable in the same manner as gold, nor meltable 
without loss, and this capacity for contraction should have the effect in 
the long run of producing greater stability. 

{d) They are of opinion that a gold currency would probably have 
the effect of imparting confidence in banking amongst the people of India 
as the result of the knowledge that gold could always be obtained in 
exchange for a cheque. In this connection my Committee would prefer 
to see the use of cheques rather than of currency notes encouraged in India, 
and if their premise is correct it follows that the use of cheques would 
be promoted, and this would in its turn give greater elasticity to the cur- 
rency from the point of view of the volume of credit being increased. 

(e) My Committee feel that more actual gold would be imported into 
India under a full gold standard and currency than under a gold exchange 
standard, and that this would automatically ensure the accretion of greater 
real wealth in terms of the world’s standard of value. 

(/) My Committee feel that the rural population prefers gold to silver, 
and they consider that this, coupled with the strong political demand for 
gold in India, is a factor which should be taken into consideration. 

6. My Committee realise that a gold standard and currency would be more 
costly to maintain than a gold exchange standard, and that in Europe it is con- 
sidered uneconomical to dissipate gold reserves in actual currency, but they feel 
that in this respect India cannot be judged solely by Western standards, and that 
the mentality of the average Indian must be taken into consideration. 

7. My Committee have given consideration to the problem of hoarding in 
India, and while they agree that a gold currency in its first stages might increase 
the tendency to hoard, uiey would point out that the gold exchange standard has 
not stopped the hoarding of the precious metals in the past, whilst it is more than 
possible that familiarity with a gold currency and the knowledge that gold could 
be obtained at will in exchange for a token coin would ultimately promote the 
confidence necessary to reduce the tendency to hoard. 

8. My Committee have further discussed whether there is a real risk with a 
gold currency in circulation that gold would not be forthcoming for export when 
required except from the Paper Currency Reserve ; for if it could be shown that 
this would be likely to occur, there would exist, of course, an argument of some 
weight against a gold currency, for contraction would become difficult to effect; 
but while an expression of opinion on this point can at best be conjectural my 
Committee would point out that a falling exchange normally follows crop failures 
and the swinging of the balance of trade against India, and that under these cir- 
cumstances it is more than probable that the people would be forced to part with 
a portion of their gold. 

9. If a full gold standard and currency were in operation my Committee 
are agreed that a necessary concomitant would be legislation providing for the 
compulsory conversion of rupees into gold or gold into rupees, on demand, but 
they feel that it would be unsafe for Government to accept the full responsibility 
of conversion of rupees into gold without in some way limiting the issue of silver 
rupees or the issue of notes against a backing of silver, for not ‘ only would it 
appear necessary to limit the liability of Government in tMs connection, but/ also 
it is doubtful whether the objective of a real gold currency could ever be achieved 
as long as there was no limit to the coinage of rujpees. The advisability of con- 
tinuing to purchase imlimited stocks of silver, which can alter in value in terms 
of gold, and the fact that an unlimited number of token coins in circulation may, 
by their very number, and the fact that they are unlimited legal tender tend to 
depredate the value of the rupee even under a gold standard, are factors which 
my Committee consider should be seriously considered. 

My Committee do not subscribe to the theory that a gold currency cannot 
exist unless the major portion of the drculating currency consists of gold. They 
hold that the adoption of the principle of convertibility into gold would in itself 
ensure the existence of a gold currency. But at the same time they are of opinion 
that the full advantages of a gold currency cannot be obtained merely by increasing 
the gold element in the silver currency. The actual circulation of gold, coupled 
with the acceptance of the principle of convertibility would, they feel, tend to 
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give greater stability to mtcrnal prices, and also to encourage banking, so that 
any means to secure those ends, such as the limitation of the coinage of rupees, 
would appear worthy of consideration. They wish it to be understood, however, 
that they do not advocate the limitation of the issue of rupees solely in order to 
force gold into circulation, or in such a manner as deliberately to contract the 
volume of circulating currency. In short, they would be opposed to any attempts 
being made to force gold into circulation. 

They appreciate that the meeting of all demands for gold might eventually 
entail the melting down of a portion of the silver currency, and they have con- 
sidered whether Government would Over find themselves, as a result, in such a 
position as to be unable to meet a sudden demand for rupees^ but as the adoption 
of a full gold standard would of necessity have to take place very gradually they 
are of opinion that such a position would be unlikely to arise. 

• 10. My Committee are inclined to the view that the sovereign is too large a 
coin to circulate freely in India, and they would prefer to see a smaller coin 
minted in India. 

11. I am to say, however, that while my Committee are of opinion that India 
should ultimately have a full gold standard and currency they appreciate that 
there are many and obvious difficulties in the way of the immediate attainment 
of that object. They therefore recommend that as soon as possible a transition 
period should be inaugurated, during which a gold exchange standard should bc' 
in operation, and that Government should endeavour during this transition period, 
by the creation of sufficient gold reserves in India, to place India in a position 
ultimately to adopt a full gold standard. 

12. With regard to the gold exchange standard that should be in operation 
during the transition period, my Committee are of opinion that to ensure as com- 
plete a stability as possible and to render the system as automatic as possible it 
would be necessary to fix both high and low gold points, and for Government to 
vindertake, by statute, to convert rupees into gold or sterling, at their option, on 
demand. My Committee are of opinion that it would not be safe for Government 
to undertake full conversion into gold at this stage. 

The Eatio. 

13. In discussing the question of what should be the ratio between the rupee 
and the standard of value, consideration must be given to the extent to which the 
rupee can be called a token coin. My Committee are of opinion that the rupee is 
to aU intents and purposes a token coin, which for many years prior to the 
findings of the Babington Smith Committee represented the fifteenth part of a 
sovereign. Theoretically the ideal token coin should never vary in its ratio with 
the standard of value, and its bullion value should be low enough to permit of 
this stability, but the problem of the exchange value of the rupee is complicated 
by the fact that for generations before it became a token coin the rupee was a 
standard of value, and is stiU looked upon as such in many parts of the country, 
and, moreover, that it is unlimited legal tender. 

My Committee submit not only that the bullion value of the rupee is, because 
of its universal use, somewhat greater?- than that of most token coins, but also 
that the gold value of the silver contents of the rupee, owing to its unlimited 
issue, is a factor that must influence the ratio between it and the standard of 
value. 

14. The fixing of the ratio at 2s., following the recommendations of the 
Babington Smith Committee, has been proved in the light of subsequent events 
to have been premature, for this ratio has almost from the beginning been inopera- 
tive, and the subsequent rapid fall in exchange to below la. 4d. was only to be 
expected, but it is interesting to note the manner in which the gold price of silver 
influenced that Committee in its decisions. 

The rise in exchange from the Is. Ad. level in 1923 to the la. 6<f. level, at which 
it stands to-day, was clearly due to a series of favourable trade balances, and 
might have been prevented by the liquidation of those balances with imports of 
gold, 

(a) If the ratio between the rupee and gold had been such as to permit 
of gold being bought and tendered in exchange for rupees. 

(&) If sufficient gold had been available for this purpose. 
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(c) If it had been considered prudent to expand the currency to the 
extent of the imports of gold that would have been necessary. 

(d) If it had been considered safe to allow the percentage of the gold 
value of the silver rupee to increase. 

My Committee have held throughout that it was inadvisable to make any fresh 
change in the ratio until such time as gold prices and values showed signs of 
stability, and, because of the extent to which Indian foreign trade is conducted in 
sterling, until it had been found possible to restore the gold standard in the United 
Kingdom. Consequently, they have been opposed hitherto to any fresh change 
being made in the present inoperative ratio of 25. But apart from that they 
would point out that the free export of gold from the United Kingdom was not 
permitted until early in 1925, when exchange was already at over Is. Qd., so that it 
is improbable that sufficient gold would have been forthcoming as long as the 
control of gold lasted to have enabled the rate of exchange to be kept down at 
Is. M., even had the ratio been altered from 2s. to Is. 4rd. ‘And, as it would 
appear to have been impossible for Government under its statutory limitations 
to have sold and coined sufficient rupees against purchases of sterling securities 
to have ensured the rupee remaining at Is. 4:d., it appears to my Committee that 
the rise to Is. 6(f. was inevitable. (See Appendix A — ^Average Exchange Bates, 
and Appendix B — ^Imports of Gold Coin and Bullion.) 

16. The question for consideration now appears to be whether there is any 
justification for an attempt being made to stabilise exchange at its former ratio of 
Is. 4<i., or whether it is advisable to stabilise it at its present level of Is. 6<f. or at 
any other level. 

In discussing this matter my Committee have given the fullest consideration 
to the question whether a change in the ratio of a token coin involves any section 
of the people of India or any part of India’s commercial activities in hardship or 
loss, and they are agreed that any alteration in the ratio, which has as its effect 
an increase in the gold value of the rupee, must, to the extent that a complete 
adjustment of internal prices fails to take place, result in indirect taxation of a 
large section of the agricultural population, and must also be detrimental to local 
industries, and inasmuch as my Committee are of opinion that a country’s main 
obligation is to its internal debtors they agree that every effort should be made to 
stabilise exchange at a figure as near the original ratio of Is. 4<f. as possible. 

But they would point out that a return to Is. 4^d. would involve : — 

(jO.) A large expansion of the currency. 

(6) A rise in the internal price level. 

(c) Losses to Government in connection with the payment of home 
charges, external debt, &c., which might or might not be balanced by 
increased customs duties and greater prosperity. 

These considerations in themselves are sufficiently serious, and in particular my 
Committee Have grave doubts whether in the event of the balance of trade con- 
tinuing heavily in favour of India an'd the ratio being brought down to Is. 4d. 
it would be possible to adjust the balance by means of gold imports without 
expanding the currency to a point that might be dangerous ; and my Committee 
would also point out that when the rupee was fixed at Is. 4^., the gold value of 
the fine silver contents was ll-333(f., i.e., 71 per cent, of the currency value, while 
to-day the gold value is 12'285c?., or about 68 per cent, of the currency value, 
whereas if the ratio were to be reduced to Is. 4<f. the percentage would at once be 
increased to 77 per cent. Therefore, taking into consideration on the one hand 
the increased cost of production, and the fact that it is improbable either that 
the price of silver will, return to its pre-war low levels or that the gold value of 
the silver in the rupee will recede from its present level, and on the other hand 
that it is not impossible that the price of silver may rise and that it would appear 
impossible, at all events for many years to come, that the rupee will ever be 
displaced as a form of currency to such an extent that the value of its silver con- 
tents will no longer continue to be a factor affecting the ratio between it and the 
standard of value, my Committee are of opinion that it would be a grave ride to 
allow its bullion value to approach any nearer to its currency value than it is 
to-day. In this connection, I- am to express the view of my Committee that an 
alteration in the issue or fineness of the rupee should not be considered as a pos- 
sible solution of the difficulty I have set out, for any debasement of the rupee 
would, in the opinion of my Committee, cause the gravest distrust in the whole 
fabric of the ourremg^. 
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16. The conclusion my Committee have arrived at therefore is that it is 
desirable, as soon as possible, to alter the ratio from its present 2s. level to that 
of Is. 6<f. Unless the 2s. ratio is altered it is clear that automatic currency con- 
ditions cannot be restored. The level of Is. %d., on the other hand, would appear 
to my Committee to be one that will ensure a free flow of gold into India, and 
they feel reasonably confident, now that the United Kingdom has returned to a 
gold standard, that the low gold point of Is. 6 IZjlQd. can be safely maintained. 

Currency Department. 

17. My Committee have discussed whether it is desirable that the control 
and general management of the Currency Department in India should remain 
as at present or whether it should be handed over to the Imperial Bank of India. 
The work and responsibilities involved would appear to embrace : — 

(а) Issue of notes and their cancellation. 

(б) Eegistration of notes of high denomination. 

(o; Provision and control of metallic and other reserves. 

Management of currency chests and sub-chests in all large 
centres and in up-country treasuries and sub-treasuries, including the 
transfer of funds. 

(e) The supply of currency of required denominations to the public 
and to up-country treasuries and sub-treasuries. 

if) The provision of sufficient currency of each denomination, metallic 
and paper, including small coin. 

{ff) The handling of claims on half, mismatched, and imperfect notes. 

My Committee are of opinion that the Imperial Bank of India could not under- 
take this work unless they were permitted to absorb the personnel of the Currency 
Department, and, moreover, that a transfer of this nature would entail the 
making of a fresh agreement between the Government of India and the Imperial 
Bank of India in which the safeguards necessary to ensure the correct function- 
ing of the new department could be provided! for. 

Provided that the absorption of the Currency Department’s staff is possible, 
and that such a fresh agreement between the Government of India and the 
Imperial Bank of India were made, my Committee are of opinion that the co- 
ordination between Banking interests and the Currency Department, and the 
elimination of dual control that would result from the transfer, both of which 
would tend to promote greater efficiency and elasticity in the working of the 
department, would result in advantages sufficiently solid to make the transfer 
desirable. 

18. My Committee are satisfied with the present denomination and currency 
of the note issue. 

19. My Committee would prefer an automatic increase in the volume of 
currency to any system giving a slow and steady annual addition irrespective of 
the volume of trade. 


Government Remittances. 

20. Inasmuch as the Govermnent of India must be responsible ultimately 
for the support of the gold exchange standard and for all book profits and losses 
on exchange in connection with Government remittances, my Committee are of 
opinion that Government remittances should remain under Government control. 
At the same time, they feel that it would be impossible for the Imperial Bank 
of India to manage the Currency Department in India with any degree of 
efficiency or confidence unless it were permitted not only to operate the high and 
low gold points under the gold exchange standard, but also to exercise a fair 
measure of discretion in the remittance of Government funds between the gold 
points. The exercise of these functions by the Imperial Bank of India would 
tend, in their opinion, to give a very desirable continuity of control and would 
enable the commercial community to keep in closer touch with the Currency 
Department My Committee feel that it would not be impossible for ^e Govern- 
ment of India to maintain the ultimate control which in their oppinion is desir- 
able, and at the same time not to interfere unduly with the Imperial Bank of 
India in the execution of its duties, and they would like to see the remittance 
■ business of the Government of India manag>M by the Imperial Bank of India 
under these conditions. 
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But, whether the Currency Department is handed over to the Imperial Bank 
of India or whether Government continues to manage it as at present, my Com- 
mittee are strongly of opinion that Government remittances should be effected 
by means of public tender, either in London or in India, rather than by private 
purchases of sterling, as the former method is more equitable, and promotes a 
greater feeling of confidence in the minds of the public. 


Papee Currency Reserve. 

21. ' My Committee are satisfied with the present statutory limits governing 
the fiduciary portion of the paper currency reserve. While the metallic backing 
provided would appear to be ample, they would not like to see this percentage 
reduced. 

22. My Committee would like to see the management and investment of the 
paper currency reserve both in India and in London in the hands of the Imperial 
Bank of India. 

23. Whether there is a full gold standard or a gold exchange standard, my 
Committee are of opinion that the home payments of the Government of India 
will continue to make it necessary for a branch of the paper currency loserve to be 
held in London. This branch should in their opinion be under the control of the 
Imperial Bank of India. 

My Committee have considered whether there are any methods, as yet 
untried in India, of providing for greater elasticity in the currency, and their 
opinion, expressed very generally, is that the only sound method of providing for 
such elasticity lies in the application of the American method, i.e., the re-dis- 
counting by the Imperial Bank of India of up-country trade bills or hundies 
already discounted by smaller country banks and the use of these bills or hundies 
as a backing for the issue of paper currency. This method, however, clearly 
depends on the growth of banking in India, and my Committee are not prepared 
to recommend that such trade bills or hundies, when discounted direct by the 
Imperial Bank of India, should be used in the same manner. 

For the present, and as a last resource, if a further expansion of the currency 
is felt to be an absolute necessity, my Committee think that it might be well to 
explore the possibility of using demand trade bills or hundies discounted by the 
Imperial Bank of India as a backing for the issue of paper currency. 


[Gold Standard Reserve. 

26. Since my Committee have already expressed their opinion that the gold 
exenange standard should remain in existence for several years to come, it follows 
^at they advocate the retention, for the present, of the gold standard reserve, 
r T- whether it would be advantageous to keep a whole or a part 

ot this reserve in India, but they are of opinion, in view of the purpose for which 
this rescue was formed, that the balance of advantage lies in keeping the whole 
^ They would recommend, however, that it should be kept in the 

custody of the Imperial Bank of India and that the investment of the fund should 
be managed by that body. 

agreed, after examination of the trade figures for 
particularly in view of the slumryear of 
thf filr adverse balance against India amounted to millions, that 

+ £40 millions would appear to be adequate for the purpose for which 
£ reserve wae formed They recognise, however, &iat what may 

inadequate in a few years’ time und^ 
submit therefore that no definite limit should be fixed 
to tne amount to whxcn the reserve should be accumulated. 

tion S’ a expressed their opinion that the introduc- 

thTfirst sten f+o and currency could only be effected gradually, that 

mrt of the accomplishment would have to be the replacement of a 

part ot the prese:^ paper currency reserve in India with gold and that in the 
“sSf Gov^nuneot d«,uld ™>dertake, by statute, 

To convert the gold standard reserve completely into gold under tbe« 5 e eir 

to be achievS Aat It ^ exchange standard is to be the final obiect 

to be achieyed, that it would be fundamentally sounder for the reserve to be held 
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in gold, but they feel, if a full gold standard is to be aimed at, that the necessity 
for the conversion into gold of part or the whole of the gold standard reserve 
should be governed to a large extent by the progress made in converting part of 
the paper currency reserve into gold, ‘for presumably with a full gold standard 
the necessity for the separate existence of the gold standard reserve would cease. 

While, therefore, they would be prepared to see a part of the gold standard 
reserve gradually converted into gold, they feel that this conversion should be 
dictated by current circumstances and not laid down as a necessity. 

28. As regards the use of this reserve, my Committee are of opinion that it 
should be used by the Imperial Bank of India, for the support of exchange, in 
consultation with the Government of India. 
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Statement of evidence submitted by Mr. B. F. Madon, of Bombay. 

The terms of reference to the Commission are (1) to examine and report on 
the Indian Exchange and Currency System and practice, (2) to consider whether 
any modifications are desirable in the interests of India, and (3) to make recom- 
mendations. 

The System. 

We shall first see what the system was. As a matter of fact, there was no 
weU-thought-out system. Steps were taken from time to time that tended to the 
establishment of the Gold Standard in India, but they were disconnected, and the 
bearing of any particular step on the whole was not very clearly appreciated 
by those responsible for it, but, by 1913, we had muddled through somehow to a 
system which the Rwal Comjmission on Indian Finance and Currency of 1913 
described as a Gold Standard. This Commission carefully examined the system 
and practice then in vogue, and their findings provide a most valuable indication 
of what the system was. They found that 

1. The History of the previous 15 years (i.e., 1898-1913) showed that 
the Gold Standard nad been firmly secured in India (paragraph 223, IV). 

2. The Indian System, as the crisis of 1907-08 revealed it, is a Gold 
Standard supported by Gold in Reserve with a Currency in internal use 
composed mainly of rupees and notes (paragraph 50). 

3. Experience has further shown that though in origin and 
machinery the Indian Currency System, based on what is now known as 
the Gold Exchange Standard is different from the Currency Systems of 
such countries as Russia, Holland, Japan or Austria-Hungary, yet, in 
actual practice, these latter systems are not very different from that of 
India (paragraph 51). 

4. There remains the argument that without gold in active circula- 
tion India’s Currency system must remain a “ managed ” system, it being 
implied that a managed system is a bad system. The idea with which this 
managed system is contrasted seems to be the system of the United 
Kingdom, where fresh supplies of the only unlimited legal tender coins, 
the sovereign and the half-sovereign, can be obtained at will by any one 
who takes gold to the Mint for coinage. In our opinion this contrpt is of 
no value. There does not appear to us to be any essential difference 
between the power to import sovereigns at will, and the power to have 
gold coined into sovereigns in India (paragraph 66). 

5. The idea of a gold mint has been pressed on the ground that it 
would increase the amount of gold in circulation .... The idea 
that such a Mint would give India an “ automatic ” currency, in any 
sense, which is not true of the existing power to import sovereigns at will, 
appears to us to be wholly without foundation (paragraph 71). 

0. If Indian sentiment genuinely demands a Mint, there is no 
obieotion in principle to its establishment, provided that the coin minted 
is the sovereign or the half-sovereign (paragraph 223, YII). 

7. The only point of the criticism that India’s Currency ^stem is 
managed in a sense that is not true of the Currency of the United Kingdom 
lies in the fact that the rupee is a token passing at a value above its 
intrinsic value, and at the same time is imlimited l^al tender. It is true 

it is not practicable even to consider the limitation of the amount 
for which the rupee is legal tender .... (but) it is not, in fact, 
possible for the Government of India to manipulate the Currency for 
their own ends (paragraph 66). 

8. The price of Is. 4^d. for Council Bills approximates the normal 
gold export point from London to India (paragraph 33). 

9. Act XXII of 1899 making the sovereign and the half-sovereign 
legal tender throughout India at 15 rupees to the £ remains the only statu- 
tory provision for the rating of the rupee at Is. 4d. and h^^ the effect of 
providing a statutory means of preventing the rupee from rising above the 
par of Is. 4d. (paragraph 21). 

10 In 1906, difficulty in meeting the demand of rupees led to the 
formation in India of a Special Reserve outside the Paper Currency 

X 
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Reserve This Reserve was needed in order to prevent the possibility of 
the exchange value of the rupee going to a premium over Is. 4:d. through 
a failure in the supply (paragraph 30). 

11 We advise that the Government should definitely undertake to 
sell Biils in India on London (Reverse Bills) at the rate of Is. 3-29 /32^/. 
per rupee whenever called upon to do so to the full extent of their resources 
paragraphs 101 and 223, XLI). 

From the above it will be seen what the system in India wae up to 1913, 
according to the Chamberlain Commission. 

We see 

1. That it was what is known as the Gold Exchange Standard. 

2. That this was really a Gold Standard supported by Gold in 
Reserve with internal circulation mainly in rupees and notes. 

3. That the rupee was a token and was equal to the fifteenth part 
of the sovereign, i.e., l5. 4td. gold. 

4. That Is. was the upper gold point and Is. 3M<^. was the lower 
gold point. 

5. That it was a part of the system^ that the rupee should not be 
allowed to go over Is. 4<f. 

6. That the system permitted of our Currency being as “ automatic ” 
as in the United Kingdom, 

7. That it was not possible for the Government of India to mani- 
pulate the Currency for their own ends. 

The Chamberlain Commission came to the conclusion that the system as 
found by them was not essentially different from the Currency System of the 
United Kingdom and gave their benediction to it, adding that “ although the 
belief of the Committee of 1898 was that a Gold Currency in active circulation 
was an essential condition of the maintenance of the Gold Standard in India, 
the history of the past 16 years had shown that the Gkdd Standard had been 
firmly secured without this condition ” (paragraph 2SIS, IV). 

The Committee of 1898 above referred to is what is commonly known as the 
Fowler Committee and this is what they said on the subject of gold in 
circulation : — 

“We are of opinion that the habit of hoarding does not present 
such practical difidculties as to justify a permanent refusal to allow 
India to possess the normal accompaniment of a Gold Standard, viz., a 
Gold Currency ” (paragraph 51 of their Report). 

“ We are in favour of making the British Sovereign a legal tender 
and a Current Coin in India. We also consider that at the same time 
the Indian Mints slmuld be thrown open to the unrestricted coinage of gold 
on terms and conditions such as govern the three Australian branches of 
the Royal Mint .... Looking forward as we do to the effective 
- establishment in India of a Gold Standard and Currency based on the 
principles of the free inflow and outflow of gold we recommend these 
measures for adoption (paragraph 54 of their Report).” 

This most important recommendation of the Fowler Committee was unfortu- 
nately brushed aside by the Chamberlain Conhnission, and it is to this most 
serious defect in the Indian System that have to be attributed many of the serious 
errors in practice that the authorities fell into in the past ten years, errors that 
kave cost this country immense losses and have disorganised the trade and 
ind^try of the country. The view taken by the Chamberlain Commission that 
gold in carculation was not necessary was based on the fact that the Gold 
Exchangie Standard System seemed to them’ to have worked in every essential 
particular just as well m a Gold Standard would, and in addition seemed to have 
saved India an appreciable sum in the way of charges for movement of gold to 
and from India to adjust the Balance of Trade, and brought further profits to 
the country in other waj^. They naturally assumed that the system would be 
worked honestly, and could not foresee how much easier it was for Governments 
to mampulate such a ^stem to tide over their immediate difficulties. The 
th^o^t^^*^ P^t ten years have unfortunately provided ample proof to 

J * 
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The Practice. 

We shall now examine what the pre-war practice was.. A close examination 
reveals that it was not based on any dear understanding of the system. This 
was noticed even by the Chamberlain Commission, who remark in their Report 
that “ the system actually in operation had never been deliberately adopted as 
a consistent whol^, nor did the authorities themselves appear to liave had a clear 
idea of the final object to be attained, and that to a great extent this system was 
the result of a series of experiments' ” (paragraph 45). 

But even the Chamberlain Commission do not seem to have been entirely free 
from the same charge, as they too talk of the “ profits ” on the coinage of rupees, 
and they too mix up Currency Reserves with the Balances of the Secretary of 
State. The pre-war practice will be more easily understood by an examination of 
the various measures then taken, and by pointing out their analogy to what 
would have had to be done under a real Gold Standard System. 

The first step in going over from a Silver Standard to a Gold Standard 
necessarily was: the decision to dose the Mints to silver and to issue fresh 
currency only against gold. Even here the mistake was made of doing this at a 
level several pence higher than the level that would have been justified by the 
current price of silver, and this inflicted on this country five years of great 
misery, until the Exchange could be screwed up to l5. 4^d. This was of course 
done on the recommendations of the Herschell Committee of 1893, but reading 
their Report one cannot help coming to the conclusion that, in their recommenda- 
tions, they gave far greater weight to the real or supposed difficulties of the 
Government of India, and to the assumed impossibility of raising fresh revenues 
by taxation, than to the correct scientific solution of the problem' placed before 
them. It is necessary to point this out, because it was similar consideratioiis 
of expediency that led the Babington-Smith Committee into its Himalayan errors, 
and it is similar considerations that are being put forward to-day to once more 
divert attention from the correct scientific aspect of the problem. However, the 
first step was taken as above, and paved the way to an accumulation of gold in 
the Reserves. 

The next step was to try to force this gold out into circulation, but this 
effort failed as rupees continued to be demanded, and at one time sovereigns as 
well as notes went to a discount. Failing to understand the correct significance 
of this phenomenon, the authorities jumped to the conclusion that the people of 
India did not want a Gold Currency and that it was best to send the gold back 
to England. However, to meet the persistent demand for rupees, it was decided 
to coin more rupees and give them out against tender of gold. The so'-called 
“ profits ” of this coinage were to be kept in a Special Reserve. The very word 
“ profits ” in this connection shows that the authorities had no clear idea of 
what they had embarked on. The position really was this. If gold was tendered 
to the Gurrency Office and Notes were asked for, then all the 16if. tendered 
would go into the Reserve, and a piece of paper — a Note — ^would go out, and the 
gold would have to remain there until the Note came back for encashment. 
Similarly, when it was rupees that were called for part of the 16fZ., say lid., 
would go out as a piece of silver, and the rest would have to remain in the 
]^serve, to meet encashment in gold of this silver Note when it happened to 
presented. But the authorities considered it to be “ profits ” and a part of it 
was actually diverted to railway building. 

So little was the true function even of the Gold in the Paper Currency 
Reserve appreciated that when Indian Exchange became very weak in 1907-8 and 
Gold was required to adjust India’s adverse Balance of Trade, the authorities 
could not make up their minds to give it, although the Fowler Committee had 
clearly laid down that while the Government of India should not be bound 
by law to part with its gold for internal purposes, they regarded it as the 
principal use of a gold reserve that it should be freely available for foreign 
remittances whenever the Exchange fell below specie point. Under an effective 
Gold Standard this would have automatically taken place. Under the Gold 
Exchange Standard the authorities evidently thought there was no obligation on 
them to do it. The same want of appreciation of the true function of this gold 
had led to the Reserves being invested in Briti^ securities, and the hesitation 
to give gold out was probably due to difficulty in realising such securities, because 
there was a monetary crisis raging at the same tiii(e in Europe and Am^ica. 
However, aiter some hesitation sterling was offered, and sales were continued 
until excihange again berime steady ana recovered to within gold point. It was 
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the Chamberlain Commission that first definitely laid down that Government 
should undertake to sell Bills in India on London at Is. per rupee whenever 
cafied upon to do so and) thereby indicated the action that should be taken in 
the Gold Exchange Standard System when the lower gold Point, i.e., India’s Gold 
Export point was reached. Henceforth, Council Bills were to be sold at Is. ^d. 
and sterling received by the Secretary of State for India, and Reserve Bills sold 
at Is SUfif. andl sterling 'paid out by the Secretary of State, in the sa,me way as 
Gold would have come in or gone out at one of these two points, and it was only 
then that the claim that the Gold Exchange Standard System was the same as a 
real Gold Standard with gold in Reserve, had any justification. 

There were two separate Reserves. There was the Paper Currency Reserve 
and there was the Gold Standard Reserve. The gold in the former was that 
which came in to be tendered in exchange for Indian Currency whenever the 
of Trade was favourable. The Gold in the latter was the so-called profits 
on new coinage. The real function of either of these Reserves was never clearly 
imderstood. We have already seen that it was not clearly understood by the 
authorities that Paper Currency Gold was for conversion of the note issue 
for liabilities to be met outside India, i.e., conversion of internal currency into 
international currency, but the authorities did awaken to a true appreciatio.n 
of it later on. However, so far as can be seen, the true function of the other 
Reserve, viz., the Gold Standard Reserve has never been dearly appreciated. 
There seems to have been no recognition anywhere of the fact that this Reserve 
was for conversion of the other Notes — the iNTotes printed on silver — if they came 
back in some big crisis to be converted into international currency. Both these 
Gold Reserves against our Note Issue (paper as well as silver notes) were regarded 
merely as a fund from which the Government of India and the Secretary of 
State were to meet their sterling obligations in the event of a falling off in the 
demand for Council Bills, and it was even thought that the latter (the Gold 
Standard Reserve) could be legitimately invested in the b u ilding of Railways. 

It was also decided to keep both these Reserves in London, on the ground 
that they would in any case be wanted in London, and it was needlessly expensive 
to allow the gold tO' first’ come to India, and then be shipped back to London, and 
accordingly the rates for Council Bills were so adjusted as. to divert all gold from 
India to London. This has been one of the sorest points with In^an public 
opinion, and the Babington-Smith Committee tried to conciliate it by recommend- 
ing that the whole of the Gold in the Paper Currency Reserve, and one-half of 
that in the Gold Standard Reserve should be held in India. However, what we 
are now concerned with is the method of the diversion of gold from India to 
Jjondon. 


This diversion was effected by means of Sales of Council Bills, and naturally 
resulted in sales of far larger amounts than was needed to cover the Home 
charges for the year, whenever the Balance of Trade in India’s favour was very 
large. There was bitter controversy over this procedure. On the one hand it 
was contended that such oversales unnecessarily transferred larger amounts from 
India to London than was necjessary to meet the requirements of the Secretary 
of State, and that such balsmoes were then lent out at very cheap rates to the 
London money-market and benefited that market at the expense of India, where 
the withdrawal of such funds was considered to be one of the causes of high 
rates in the country. On the other hand, it was contended on behalf of Govern" 
ment that the extra salesi were made by Government in order to supply up to 
the limR of their power the demands of trade for funds in India. It was also 
urged that Government ought to take advantage of such heavily favourable years 
to remit extra amounts against a possible lean year that may follow. 

Both the above arguments showed that those who took part in this contro- 
v^ chd not understand the correct bearings of the Gold Exchange Standard. 
The Chamber^ Commission seems to have had a clearer idea of what was 
happemn^ as they say that “ If the eoopense cmd waste involved in the shipment 

^ he avoided, it is necessary for the 
b^etary^ State to sell sufficient drafts, not merely to meet his own require- 
aud Capit^ Accomts, but also to satisfy, the demands of trade 
^ will enable the Balance of Trade in India’s favour 
awunt of the Home Charges on Revenue and Capital 
^^if export to India on private account of more gold 

of thefr absorption by the public ” (paragraph 176 

siifficimtlv ©Veil the Cliainiperlain Commissioii did not seem to 

sufficiently appreciate the real significance of these operations, because thev 
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remark (in paragraph. 178) that “ the interests of trade were indeed of high 
importance, but that it was not the business of Government to favour trade at 
the expense of general Revenues.” This would seem to show that in their opinion 
trade was being favoured which was clearly an error. They then lay down (in 
paragraph 179) that “ the right view is that the extent of the sale of Council 
Drafts depends on the requirements of Goovernment whether immediate or 
prospective,” and that “ if the Government were to exceed their requirements, 
they wouldi lay themselves open to the charge of manipulating Government funds 
for the benefit of trade (paragraph 180).” This last remark shows that even the 
Chamberlain Commission failed to see that unlimited drawings wp to the full 
requirements of trade, i.e., up to the full extent of the surplus trade balance, 
was a necessary element of the Gold Exchange Standard System with Reserves in 
London. If the Rteserves had been allowed to be held in India, the Secretary of 
State would never be asked to sell a single rupee more of Councils beyond his own 
requirements, because trade could take gold to the Currency Office in Bombay or 
Calcutta, and there would be no need for them to go to the Secretary of State, and 
that, therefore, all talk of convenience or of benefit to trade was misleading. 

Let us now examine the argument of the other side, i.e., of those who contended 
that immense sums were needlessly transferred from India to London, and deprived 
the Indian money market of funds to which it was legitimately entitled. These 
people also failed to understand the correct application of the Gold Exchange 
Standard, and they too, therefore, failed to point out the real evil, from which 
they somehow felt that they suffered. What happened was this. If the Gold 
Exchange Standard had been allowed to freely operate, all Council Bills over and 
above the amount required for the year for Home Charges would Have been under- 
stood to be, and treated as, substitutes for imports of gold to India for tender to 
the Currency Office. Therefore, fresh currency would have come out into circu- 
lation against all such Bills, and the proceeds of such Bills would have gone, not 
into the balances of the Secretary of State, but straight into^ the Paper Currency 
Reserve. This would have provided the automatic expansion of the circulation 
that the trade then required. Instead of this the excess Bills were treated as 
additional remittances for the ordinary requirements of the Secretary of State, 
and no fresh currency came out of the Currency Office until Government here 
found itself short of funds. The result was that there was a transfer of funds 
from credit of Government to credit of banks. Not a rupee was added to the 
existing supplies in the shape of additional coinage or additional note issue, the 
automatic expansion of currency was prevented, and trade and industry felt the 
pinch without understanding why. If the Bills had been treated as on acwunt 
of the Currency Department, there would have been a fresh supply of funds in 
the Indian market, while the proceeds of such Bills would not have been permitted 
to go bn the short loan market in London, but would have been held in gold in the 
Currency Reserve or invested on behalf of the Currency Reserve. 

Failing to appreciate the true significance of excess Council drawings the 
Chamberlain Commission have also failed to give the correct lead in the matter 
of the amounts to be drawn and the rates at which they should be drawn. They 
say that “ the India Office perhaps did sell Council Drafts urmecessarily at very 
low rates on occasions when the London Balance was in no need of replenishment, 
but they still did not recommend any restrictions upon the absolute discretion of 
the Secretary of State as to the amount of Drafts sold or the rate at which they 
were sold, provided that it was within ihe Gold Points (paragraph 223). A 
correct application of the Gold Exchange Standard, as defined by this Commission 
itself should have led it to lay down that while the drawings for his ways and 
means requirements as budgetted for might be at the best current rate within 
the Gold Points, exactly as the drawings of any merchant who had liabiLties to 
meet in England, the. other drawings, i.e., those on account of the Currency Reserve, 
should be at the Gold Points and the Gold Points only. 

We have now seen what the pre-war system and practice was. We have seen 
that the various steps that were taken were taken at haphazard, and that there 
was no clear understanding of the system and of its working as a whole. The 
crisis of 1907-8 found the authorities unprepared as to their obligations under the 
Gold Exchange Standard System. As the Chamberlain Commission remarks, 
“ no one in either official or unofficial .circles had any experience of the machinery 
required for meeting the crisis, nor had any plans been fully worked out in advance 
for dealing with such a crisis.” Hardly had the ink been dry on their Report, 
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then the war came on, and the authorities were face to face with another crisis, 
and the mistake of 1907-8 was repeated, i.e., gold was again given out for internal 
purposes, but they had to stop this very soon. Drafts on London were, however, 
also offered at the same time, and again, as in 1907-8, a little under £9 million 
sufficed to tide over the period of weakness of exchange. Both the above crisis — 
that of 1907-8 and this one of 1914-15 — ^were of a temporary Balance of Trade 
against India. The Currency System of the country had now to face a different 
kind of crisis, viz., that of a heavily favourable Balance of Trade without the 
normal means of adjusting the same, as there was a general embargo on the export 
of gold by all the principal trading countries. Once again the Indian Currency 
authorities were found unprepared to meet this eventuality, and once more the 
country had to pass through “ a series of experiments ” some of which have cost 
it extremely dear, and, what is still more unfortunate, the end of them is not yet 
in sight. 


After the &st shock of the War had been got over, there arose an immense 
demand for Indian goods and services, and the Balance of Trade in favour of India 
began to grow rapidly. The position was abnormal, because, normally, the 
drawings of the Secretary of State for meeting India’s liabilities at home would 
set off a good part of its favourable Balance of Trade, Imports of Treasure would 
set off another very considerable part, and only a small amount would remain to 
be adjusted by imports of cash {i.e., gold for tender to the Currency Office). But, 
with the progress of the War, the first was almost entirely eliminated, because the 
Secretary of State had to receive in London, by way of recoverable expenditure 
incurred by the Government of India on account of the Imperial Government, 
very large amounts which not only covered the Home Charges but left a large 
surplus. As for Treasure, gold was out of the question, and so the whole of the 
surplus had to be brought in, either in silver or in cash. The position was further 
complicated by the fact that the Government of India had to make enormous 
disbursements for War purposes, both on its own account and on account of the 
British Government, and very large amounts of currency were needed. As the 
condition of the masses was also much more prosperous on account of the War 
demand for their goods and services, the demand for silver for ornaments was also 
dai^ larger. At the same time, the output of silver from the mines seriously fell 
effi for various reasons. As the Indian Currency authorities never gave much 
thought to their Currency problem until they were face to face with them they went 

in India against tender of Sterling to the Reserve in London, 
and ’svent on coining and giving out rupees as long as the silver was to be had. 
if we had been on an effective Gold Standard with gold in circulation, such a 
thing would never have happened. The Indian Government like every other 
gold c(mntry wnuld have been forced to go to inconvertibility of the Note Issue, 
i 3'S in Egypt, but the existence of ^e fraudulent rupee 

—(the token that masqueraded as the standard coin) — enabled the Indian Govern- 
ment to maintain a diow of convertibility of their Note Issue till well into the 
latter part of 1917 without any change in the system or practice. Silver had 
already begim to rise from the strain put on it, and in August, 1917, it had risen 
to a pomt where the bullion value of the rupee exceeded Is. 4.d. The first aberra- 
tion from the Gold Standard then came about. The public was gravely toldi by 
the Secretary of State that he could not supply further coin without loss and 
that consequently the rate of exchange had' to be raised to Is. bd. The rate was 
further raised by successive stages to as much as 2s. 4d. by December, 1919, on the 
sa^ ground, viz., that of loss on coinage of rupees at the then rate of silver The 

have clean forgotten the findings of the Chamberlain Com- 
^ forgotten that India had been placed on a Gold 
was only a token— only a note printed on silver— and 
that if the materi^ on which this note was printed proved too dear the right 
way was to use other or cheaper, material. That the^higHy inteUig^nt me/ in 
charge of our Cimrency System should so easily faU Into such Joss e“rer S 
sufficient proof of the deceptive nature of the GoId'^Exchange StanSrd Svstem 
among some of the first of those whose raised their voice in protest against 
this Iierew of ch^gmga unit in a cfold Standard System on the ground of a change 
in the value of ^er, but, as mentioned above, the authorities fS^t comnl^Sv 
m their way. What they could have, and should have; doSe S dL3d in m? 
Memorandum, submitted to the Babington-Smith Commiltee of which I attach 
a copy herewith, and to which I beg to refer. It is notewoSv tLT « 

countries ihd/din|Vnrfaid^^^^ 



151 


APPENDIX 17. 

T 3 1 next ^portant stage in the practice svas reached with the Report of the 
i3abington-Sinith Committee. The terms of reference to this Committee were : — 

to examine the effects of the War on the Indian Exchange and 
Currency System and practice, and on the position of the Note Issue, and to 
consider whether, in the light of this experience and of possible future 
variations in the price of silver, modifications of system or practice may he 
required, and generally aa to the policy that should be pursued with a view 
to meeting the requirements of trade, to maintaining a satisfactory 
monetary circulation and to ensuring a stable Gold Exchange Standard. ’ ’ 

This famous Committee came to the conclusion that the price of silver was 
likely to remain high, very high, for many years, that it could not in any case fall 
below G. $1 per oz. for years, and that the rate of the rupee would have to be at 
least l5. Qd. gold to fit in with this price of silver. (They have not told us what the 
price of silver had got to do with a gold Unit as the rupee undoubtedly was in the 
Gold Standard System, but this is only by the way.) But while this Committee 
was still sitting. Exchange had been put up much higher, and it seems to have 
aroused ambitions in influential quarters of putting India back to 2s., which was 
the coveted goal in the early ’nineties, and the return to which was being urged in 
Anglo-Indian circles ever since 1917. Hence Is. 6i?. was not good enough. The 
opportunity of putting the rupee up to 2s. was too good to be missed, and so this 
famous Committee decided to recommend 2s. and they regale us with sophistries 
to justify this course in paragraph 43 of their Report. 

To further justify this most unwarranted course they went into an argument 
about prices, which be it remembered, did not form any part of their terms of 
reference. They forgot that India was not the only country that was suffering 
from high prices. England suffered still more, and yet no one in England had 
dared even to suggest that there should be only 12 shillings in the £ instead of 20. 
The British public would never have tolerated such humbug, but apparently any- 
thing was good enough for India. This Committee was very emphatically warned 
against hasty action in the then abnormal circumstances, but they had apparently 
a mandate not to disperse without definitely fixing a new rate, and so, fix it they 
did. The warning I refer to above, came amongst others from the representatives 
of the Exchange Banks who appeared before that Committee to tender evidence. 
This is what they said — 

Our opinion is that the conditions we have been going through during 
the last four yearsi — the war period — ^have been absolutely artificial in every 
way ; they are artificial to-day, and it hardly seems reasonable to suppose 
that in the light of artificial conditions you are going to upset a system 
which has been in force with much success from 1893 to 1914. It seems 
unreasonable to do that in the light of the artificial conditions which have 
been ruling, and which have not yet disappeared. _ We feel thcut it is 
absolutely necessary to g&t back to a state of normality before any attempt 
is made in any way to alter pnnciples laid down in 1893 and a^, brought 
■up-to-date in the Chamberlain Commission Report of 1914. In view’ of 
the experience that we have been through during the last four years, we 
cannot see any ground whatever for malting a drastic change in India's 
Currency System. 

And again 

When things begin to move in India, they move very quickly, particu- 
larly in a financial way; we have all had experience of that. As to the result 
of what the changes may be, it is impossible for any of us to foretell, but 
when a change comes, it comes very quickly, and you may then look at a 
thing from a totally different perspective to that in which you look at it 
to-day. Your perspective to-day is wosrped; you are living in an artificial 
atmosphere. If you get away from that, your horizon may be totally 
different from what it is to-day. Judged in the light of things as they 
appear to-day, 1 would not say for a moment that we should formulate or 
attempt to formulate an opinion now as to what the permanent policy 
should be, which you may have to bring into force three years hence. It 
would be a waste of time in my opinion. 

It was most fortunate that the Babington-Smith Committee decided in spite of it 
all to fix some rate at once. Even this Committee did not feel itself on very sure 
ground as it hedged in its recommendation by saying that— 

If contrary to expectation, a great and rapid fall in world prio^ 
were to take place, and if the costs of production failed to adjust th«»a€lTe8 
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with equal rapidity to the lower level of prices, then it might be necessary 
to consider the problem afresh.” 

Yet in spite of it all, they thought it incumbent on themselves to fix some rate, 
because forsooth ” postponing such action would entail prolongation of Govern 
ment control.” They evidently considered such control very undesirable, but it 
was their own rash fixing of a new rate that led to such undesirable control over 
currency for another six years. 

I would beg to refer once more to my Memorandum to this Committee, where 
I have shown from previous history why silver prices (and incidentally commodity 
prices too) were bound to come down (paragraph X, pages 5-7). I do this only in 
order that it may not be thought that I am trying to be wise after the event. The 
whole trend of the Commitee’s inquiry was in the direction of finding arguments 
for a pre-conceived opinion, otherwise the very fact that the great rise in the 
prices of food-grains in the latter part of 1918, which naturally affected the 
general price level, was very largely due to the serious and widespread failure of 
crops in that year, and to which the Committee’s attention had also been drawn, 
should have made them pause. I do not wish to tire the present Commission with 
further remarks, on the shortcomings of this Committee, and will, therefore, point 
out that the most important currency consideration, viz., the sanctity of the 
standard unit, does not find any place in their considerations, nor do they seem 
to have perceived even distantly that the change they proposed would vitiate all 
contracts and would operate as a fraud on one of the parties to such contracts 
Both in the matter of the standard unit and of high prices the action of England 
for Its own currency was most circumspect, and is in strange contrast to the haste 
exhibited in the case of India. It has even been alleged in the press that 

‘‘the error of the 1919 Committee would not have been perpetrated but for 
the accident that one member was absent from its sittings when the most 
important evidence from India was given and on Ms return he rushed his 
collecigues vuto o, sudden conversion to the two shill/in^s rwpee” 

If this is at all correct, it shows how lightly questions so momentous to the whole 
economic fabric of India have been treated in the past. 

We now come to ^e next stage, which will ever remain a blot on the Currencv 

The Secretary of State at once accepted the 
h! f ^ Committee, and issued certain 5rders for effect to 

^ ^ f ? result of which was that there was a most criminal dissipation 

through sales of Reverse Bills, Post Office Soney 
T ^ L which must run into enormous figures. 

take up any space here in a discussion of these most unfortunate 
operations, and w^d refer the Commission to a work called “ A Chapter in 
India’s Currency History ” of which I beg to attach a copy here^th Twoifid 

between the Secretary of State and the Govern- 
ment of India re Exchange and Currency for this period be called for so that the 

StSoT°^^ wlfn fw was iustifed by the circumstances of the 

srtuafcion, ai^ who it was that was really responsible for these disastrous 

o^rations. This suggestion is not put forward by way of mere idle curiositv. I 
shall not surprised if it turns out that persistence in the sales of Reverse Bills 
strong public protests, was forced on the authorities here by the 
India Office in spite of ^emselves, and, if it does turn out to have bemi the cai 
&e Commission may find it necessary to make recommendations that will free the 

was again a series of experimentslnflioti m po^r Ind^ Standard System. It 

might be put do™ V^mlTo M^^t far wrought 

Stances all over the world, but nothing coid iSfv the f circum- 

of the ratio in the Indian CoinaS let a^^d’^f SL tLT ^ <^®®liange 

which was carried through in spite 5 Ld after^aU tb^e f Currency Act 
when Exchange was already back to Idd. gold I would adr^tb^n^^^ ^ 

•look into the correspondence for this period anT^e ^ 

respons.bIe for foroi.* ttrougK this new'iatio.'in 4Cf ttot H h^pe^d 
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Odo of the members of the then Legislative Council — Mr. R. D. Tata — ^most 
earnestly prayed for only a postponement of this action till the following Session 
of the Assembly, but it was of no avail, and the new ratio was put on the Statute 
Book. The speeches of the Finance Member who piloted the two Bills through the 
Council are full of fallacies, which once more show how little the Indian Currency 
authorities understood the system they were working. However, we need not go 
into these here. 

There was now provided a most potent instrument for rigging up Exchange 
by preventing automatic expansion of currency on the basis of IQd. ^Id. Previous 
currency history clearly shows that India needs an expansion of a few crores year 
by year, and that this was the case not only during the period before the closing of 
the mints, but also ever since l%d. became effective in 1900. This one factor alone 
would slowly but surely have contracted the circulation, and forced exchange up 
to the point aimed at. But as in 1897, the authorities found it too slow, and so 
not only was further expansion prevented, but contraction of existing supplies was 
also step by step carried on, as shown in Chapters 6 and 7 of my book “ India’s 
Exchange Problem,” of which I beg to hand in a copy herewith and to which I beg 
to refer. 

To repeated representations to Government that the Bill might be once more 
amended and the 16c?. gold ratio restored, there was only one answer, viz., that 
world conditions were abnormal, and they thought it best to wait. Meanwhile 
contraction of the circulation steadily went on, and the money market became 
tighter and tighter, but government continued to claim that they were doing 
nothing, that the rise of exchange was natural, and that the money tightness was 
what had happened frequently before in the busy season. I do not wish to tire 
this Commission with extracts of these replies, and will, therefore, content myself 
with indicating the attitude taken up by Government since 1923 with regard to 
the restoration of the pre-war rate, as it has an important bearing on the issues 
the Commission has now before them. In March 1923 the T. T. on London was 
about Is. 4^. sterling, and the cross rate being about 4'68 this rate was equal to 
only about 1h\d. gold. A return to Is. 4c?. gold began to be now advocated from 
other quarters besides the Indian Merchants’ Chamber, and Prof. Jevons of Alla- 
habad, who probably had as great a share as any other man in Hie happenings of 
1920, showed in a series of articles to the Times of India how deflation had been 
carried on, and advocated a return to Is. 4c?. gold. In July of the same year the 
Times of India had a special cable from London, which said among other things 
that— 

“ the general impression that the India OflSce authorities have now in mind 
a ‘policy of stabilizing the rv/pee cU Is. 4c?. is held to have been exercising a 
strong influence since early spring and preventing a renewed rise (in the 
rate of Council Bills).” 

A couple of months later, i.e., in September 1923, the Indian Merchants 
Chamber addressed the Government once more and urged the restoration of the 
pre-war ratio. But Government had always the same stereo-typed reply. 
Exchange was then at about Is. 4^cf. sterling which at the cross rate of the 
day of 4 55 equalled only about 15^c^. gold, so that the ratio of Is. 4c?. covld have 
heen easily restored on the Stainte Book even then, without adversely affecting 
any interests whatsoever. But evidently the authorities wanted the rate to be 
screwed up as high as it could be done without drawing too much attention 
to the process. 

We now come to another stage in the manipulations. The Bombay^ Chronicle 
in its issue of 10th October, 1923, published a warning note from its London 
correspondent against attempts that were shortly to be made on India’s Gold 
Reserves. On the 15th November, 1923, Government showed their hand. They 
came out with a fait accompli by announcing the transfer from the Paper Cur- 
rency Reserve of £2,000,000 of gold and a substitution for the same of £2,000,000 
of securities. To those who understood how currency was being manipulated, this 
was clearly another step in the policy of deflation that had been steadily pursued 
for years. However, the public was told that it was all done to get a profit for 
India. Indians naturally wondered i^hy the Bank of England failed to make 
similar profits for its own people by selling its own gold. It is difficult to say 
where the authorities would have stopped but for the great outcry from Indian 

comi^^al^rc^es^^^ drafted pronouncement by the Finance Member, 

Sir Basil Blackett. It was on the 4th December, 1923, on the occasion of the 
meeting of the Associated Chambers of Commerce of India and Ceylon in Bombay. 
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In this speech Sir Basil Blackett made a detailed examination of the resources 
India could command for the maintenance of the rate of Exchange, and his con- 
clusion was as follows : — 

“ There can be no doubt that in present circumstances our Reserves 
are ample in case of need for the support of exchange to the extent neces- 
sary to maintain the value of the Rupee at 16c?.” 

In the course of the same speech he explained that he would not have 16c?. sterling, 
because exchange was 17c?. sterling then, and, going back to 16c?. sterling might 
mean inflation. On the other hand, he would not declare 16c?. gold to be the 
object, because, if this was done, 

” an immediate tendency would set in for exchange to move towards its 
ultimate level; the future would be liberally discounted . . . export 

trade would be brought temporarily to a standstill, and, in fact, we should 
have been faced immediately by all the difficulties of an unduly appreciated 
exchange.” 

The cross rate then was 4'35 or so, which meant that Is. 5c?. sterling was equal to 
only about 15 3/ 16c?. gold. It will, therefore, be seen that the old ratio could have 
been easily restored even then, and exchange allowed to find its own level without 
5 erious hardship on any one. The Indian Merchants’ Chamber once again urged 
Government to take action, and pointed out that there was no question of linking 
with Sterling, because in our only two Acts dealing with this particular matter 
the Rwpee was linTced to gold and gold only. This was in the middle of January, 
1924, when T.T. on London was Is. 5^c?. sterling, equal to 16c?. gold at the cross 
rate of the day. Money market was getting extremely tight, and a repetition of 
the experiences of 1897-98 was only averted by the issues of fresh currency against 
deposit of sterling in the Currency Reserves in London, and of Emergency Cur- 
rency issues, methods which were quite unknown 30 years ago. 

On 25th January, 1924, Government sent a reply to the above representation 
of the Indian Merchants’ Chamber, in which they said that — 

“ on the desirability of working towards an eventual restoration of the Gold 
Standard both the Government of India and the Indian Merchants’ 
Chamber were agreed, but if the ratio of Is. 4c?. gold was to be achieved, it 
would be necessary to begin by removing the discount at which the Rupee 
then stood below parity recjkoned at that rate.” 

This would convey the impression that the old ratio could not be restored until the 
rupee was nearer parity. 

Exports were now very heavy, and as automatic expansion of currency through 
imports of gold was not allowed, and Government gave out only as much currency 
as it thought best, we were face to face with a most serious financial stringency, 
and Bank Rate touched 9 per cent, in the middle of February. The position may 
be best described in the words of a special article in the Times of India on 16th 
February, 1924 : 

“ It is reported that the Imperial Bank has already utilised to the full 
amount permissible under the Paper Currency Act, the facilities from the 
issue of Currency Notes against Commercial Bills of Exchange. Yet, in 
spite of the extra Rs. 12 crores thus made available, the cash balance at the 
Bank did not exceed 12 crores, as shown by this week’s statement of affairs, 
■^en, by the amendment to the Act passed last year, the system by which 
the Bank was enabled to borrow from Government was extended from the 
maxiiQum of Rs. 5 crores to Rs. 12 crores, an important advance in the 
facilities to meet the emergency demands for cash was effected. It might 
be asked what the situation would now be, and to what level the Bank Itote 
would have risen at this juncture had it not been for the extension of these 
facilities.” 


This correspondent then urged a further extension of the emergency issue 
powers, and, in doing so, was merely voicing the opinion in commercial circles of 
best methc^ of combating the stringency, because it was not understood except 
preventi^ of automatip working of the currency that was 
^ of the trouble. However, we shaU deal with this point when we 
consider the modifications of the system for the future. ^ 

of file county in the matter of its currency needs was the 
was brought to the notice of the Finani Member by the 
Cha rman of the Indian Merchants Chamber on the occasion of his yi^t- to that 
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bodj' early in July, 1934, and a return to Is. 4c?. gold was again urged. In h.is 
reply the Finance Member said : — 

‘ The Government’s attitude is that it would be possible to pass an 
Act, here and now, to say that the future ratio of the Rupee and gold shall 
be Rs. 16 to the gold sovereign, (but) ... as a matter of fact the ratio 
between the Rupee and gold has never yet been as high as Is. 4c?. gold. 

. . • . It has been claimed in your speech. Sir, that India has been starved 

of currency in the last year, that India has not had the currency it required. 
If our idea is to reach a parity of Is. 4d. gold at the earliest possible oppor- 
tunity we are, I thin^, open to the accusation that during the last winter 
we provided India with more currency than was necessary. ... If we 
altered the ratio to 1^. 4d. gold, as suggested, I maintain that the new ratio 
would be equally inefiective (as the 2s. ratio) so long as we did not take 
further steps so to manage or manipulate the currency as to secure that the 
ratio of Is. 4<?. gold were reached and were maintained.” 

[t will be seen that the Finance Member here abandons the argument He had put 
forward at the meeting of the Associated Chambers that from the very fact of 
this ratio being made the goal ‘ ‘ an immediate tendency would set in for exchange 
to move towards its ultimate level.” He also begged the whole question in the last 
sentence above quoted. There would have had to be manipulation if the 
ratio was to be not only reached, but maintained, but nobody had suggested that 
this was also to be done. 16c?. could have been made the legal ratio, and exchange 
could then have been left to find its own level. But the object of Government in 
refusing to take action was to have a chance of tampering with the rate a second 
time, as will be seen later on. 

The Finance Member took another opportunity of defending Government 
policy against the charge of causing grave monetary stringency on the occasion of 
the opening ceremony of the branch of the Central Bank of India, Limited, in 
Calcutta on 11th July, 1934. He then said : 

“ Stringency in the money market has its roots in the facts of nature. 
In a country which is predominantly agricultural more currency is neces- 
sarily required in those periods of the year when crops are harvested. 

. . . I am not sure, however, that the stringency last winter and spring 

was not accentuated by the very fact that the Government were known to 
have passed the new Act allowing them to increase the amoimt of Emer- 
gency Currency issued against ‘ hoondies,’ and were known to be desirous 
of mitigating stringency as far as possible. If one of the results of the 
provision of emergency facilities is to lead to the locking up during summer 
by Banks and others of funds, which they would otherwise have kept liquid 
for use in winter, the emergency provisions can contribute nothing to a solu- 
tion of the problem, and we are just as well off without them.” 

The recourse to seasonal stringency as the real explanation of the problem showed 
that Government did not understand the meaning of an automatic currency, nor 
appreciate the need of it. The charge on Bankers of imprudence in the invest- 
ments of their funds was equally unwarranted, and it was probably this that at 
last compelled the Bengal Chamber of Commerce to speak out. 

In a letter addressed to the Government of India and dated the 16th July, 
1924, they draw attention to the serious stringency that had prevailed during the 
past busy season, and point out — 

that this was due to the fact that the requirements of the country in the 
iway of currency were not being adequately provided for, that it would not 
be contested that every progressive country required a steady increase in 
its currency year by year, that the sale of Council Bills did not to-day 
ordinarily result in an increase of currency, that it was only when the pur- 
chases were made by the Currency Department that additional currency 
was created, and. that a supply of currency adequate to the requirements of 
the country should be the paramount consideration. They thought that the 
difficulties would disappear when an effective standard was again 
established, and that the weakness of the position in the present transitional 
period lay in there being no provision for a permanent or at least quasi- 
permanent expansion as distinguished from the seasonal increase. They 
then suggest purchases of sterling at the Market rate ruling at any time 
wh©Q the Imperial Bank balances were unduly, low, and payment for such 
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purchases from the Currency, and further emphasise that it should be at 
full amount of the purchase money, and not only Rs. 10 per £ from Cur- 
rency, and the rest from the Treasury, as was being done by Government. 

(This last refers to another of the devices adopted by Government for keeping the 
circulation restricted, and which was in direct contravention of the provisions of 
the Paper Currency Act.) The Bengal Chamber close the letter by repeating that 
“ their Committee had grave apprehensions as to what the situation would be next 
cold weather unless some remedial measures were put into operation.” This is 
emphatic evidence from European Commercial and Banking circles as to what 
the position was. They, however, refrained from pointing to the need of a return 
to l5. 4<f., because during the previous four years, the Government had adroitly 
given the agitation for a return to the pre-war ratio a political turn, and the 
European Commercial Community was perhaps anxious to avoid anything that 
tended to add to the supposed political difficulties of the Government. 

As Government refused to take any action for the restoration of an effective 
standard in spite of all that had happened so far, the Indian Merchants’ Chamber 
thought that the time had' arrived for the question to be brought up before the 
Legislative Assembly, and their representative in the Assembly, Sir Purshotamdas 
Thakurdas, accordingly put forward two Bills for the re-amendment of the Indian 
Coinage and the Indian Paper Currency Acts, so as to restore the pre-war ratio. 
This was in the latter part of August, 1924, and the Session of the Assembly ter- 
minated on the 23rd September, 1924. Exchange during this period fluctuated 
between Is. 5-Ad. and Is. 5fd. sterling, which at the cross rate of the day was 
equal to Is. zAd^ to Is. A^d. gold. It is most important to remember this because 
Government now claim that they cannot possibly go back to 16<f. gold without 
serious injustice and hardship to various interests. Any amount of hardship 
should not stand in the way of justice being done to the teeming millions of India, 
but if this difficulty is a real difficulty. Government alone is to blame, because 
they could have accepted the two Bills of Sir Purshotamdas, and India could very 
smoothly have got established once again on the pre-war ratio in September, 1924. 

But Government obstinately refused to take any action. Their object evi- 
iently was to once more take advantage of the facilities that the fraudulent Gold 
Exchange Standard System gave them, and to push exchange a few pennies further 
up. I would ask the Commission to call for the correspondence between the 
Government of India and the Secretary of State, and to see who was responsible 
for this second attempt at a currency fraud in India. 

This brings me to the end of the examination of the practice since 1920. 
Briefly put, it was a constant pumping out of currency from circulation in order 
to raise Exchange, and the occasional pumping in of a few fresh crores when the 
situation would otherwise become too dangerous. What the goal was, and whether 
any definite goal was kept in view, it isi very difficult to say without a full know- 
ledge of the correspondence on the subject between the Government of India and 
the Secretary of State, but so far as can be judged from the public utterances 
quoted earlier, a restoration of the pre-war ratio was not attempted all these years 
simply because the rupee was still at a considerable discount from parity at that 
ratio, and because any hasty action would call forth the forces of speculation, and 
affect trade and industry adversely. In any case, it will be seen that Government 
was satisfied that it had very ample resources to maintain Exchange at 16d. gold 
whenever such ratio was made effective. Some time during July- August, 1924, 
tJiis goal seems to have been given up when almost within reach, and 18<f. made 
the next goal. 


Modifications Proposed. 

We shall now consider what modifications in the past system and practice I 
jonsider advisable. The first and foremost of my recommendations is 

A Gold Standard with a Gold Currency. 

The Gold Exchange Standard System should be given up, because it was 
clearly shown in 1917-20 and again in 1924 that this system can be manipulated 
by Government for its own purposes in spite of the findings of the Chamberlain 
Commission to the contrary. We must give the country an honest standard, and 
this, under present world conditions, can only be an effective gold standard with 
a gold currency. 
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'A gold currency is absolutely necessary, so that the people of this country 
may come to know what their real standard coin was, because it was their delusion 
that the Rupee was the Standard Coin that was responsible for the supposed 
necessity during 1917-20 of buying silver at almost any price, and giving this 
Rupee to the public. Even the authorities in charge of the currency of India do 
aot seem to have understood what their currency was, as they so seriously talked 
of the impossibility of debasement and of resorting to inconvertibility in con- 
nection with this token Rupee. The delusion of the masses can therefore be more 
easily understood. We have, then, to see that India hereafter has its own gold 
coin, and that it is this coin that is the only ultimate legal tender and the only 
money of account, and that all contracts (after a given date) shall be in terms of 
this money and this money only. 

The Gold Mohur to be the Unit. 

In my opinion, this coin should be the Gold Mohur of 1918, which was of 
exactly the same size, weight, and fineness as the sovereign, although the latter 
may also be allowed to freely circulate in this country as fml legal tender. I con- 
sider a coin of our own necessary, because we must provide for gold to come direct 
to India, and must mint it here, and the minting of the sovereign in India depends 
on the British Treasury agreeing to a Branch of the Royal Mint being allowed to 
operate in this country. My fear is that, in some future crisis, this permission 
might be withdrawn, and the Indian Currency might once more become the victim 
of manipulation by some future Government for such purposes as may seem to 
them to be of most immediate expediency. 

If smaller gold coins are considered desirable I would not have the half -mohur 
of Rs. 7^, but a unit more in consonance with Indian idiosyncracy, i.e., of Rs. 10, 
and with a special name given to it. I personally do not think such a coin at all 
necessary. 

Relation op the Rupee to the Mohur. 

The next thing to be considered is the relation of the present Rupee to this 
Mohur. I think it should be 15 to 1, as sv^as actually imprinted on the reverse 
of the Mohur of 1918., Any other relation constitutes a fraud. If it was 18 
to 1, it would be a fraud on all creditors, as they would have to be satisfied with 
only 100 mohuxs (or sovereigns) instead of 120, to which they would have been 
entitled. On the other hand, 13^ to 1, which is the ratio at to-day’s exchange 
w"ould, if made permanent, be a fraud on all debtors, because they would be com- 
pelled to pay 135 Gold Mohurs instead of 120 to satisfy the same debt of Rs. 
1,800. I know the ratio of 18 to 1 is not even dreamt of to-day, but I purposely 
give both cases, so that it can be at once seen that a change in one direction is 
as fraudulent as it is in the other. In fact, when it is borne in mind that the 
agricultural population constitutes over 70 per cent, of the total population of 
India, and when it is further remembered that this enormous population is 
extremely poor, and is heavily submerged in debt, the very idea of increasing 
their burdens by currency manipulation cannot be tolerated for a moment by 
myone who claims to have the interests of the agricultural population at heart. 

Those who advocate that the Rupee should be placed on a higher ratio than 
15 to 1 (say 13^ to 1, or l5. Qd. Gold) glibly talk of the Rupee being a mere 
counter, and there being no sanctity about a particular ratio, and so on. These 
gentlemen either do not understand, or they fail to give sufficient weight to the 
three different functions of standard money. Stand^d money is not only a 
TYipHinm of exchange, i.e., a counter that merely facilitates the exchange of 
goods and services. It is also a measure of value and a store of value. ^ a 
measure^ its size should remain constant just as measures of length or weight, 
e.g., a yard or a lb. must remain constant. If the sanctity of the yard or the lb. 
is -nolated!, it leads to frauds in transactions that depend on these two measures, 
and in every country the law provides very heavy punishments for those who 
tamper with such measures. Any tampering with the standard measure of 
value is equally unpardonable. The layman may say here that I was perfectly 
right so far, but my argument had no application to India’s case, because the 
Rupee was to be of the samie size, weight, and fineness: as it ever was. Such a 
misconception is due to the fraudulent nature of the Gold Exchange Standard 
System It is quite true to say that the Rupee coin remains what it was, but Ihe 
Rupee is made of silver, and India had been, according to the Chamberlain Com- 
mi^ion firmly established on the gold standard. Therefore^ our standard 
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measure must he a gold coin of a ■particular weight and fineness defined by law. 
The Rupee merely represents this coin. What it was that this Rupee repre- 
sented is seen in our Coinage and Papor Currency Acts as they stood before 
September, 1920. It represented 7‘53 grains of gold, and it must continue to 
represent 7-53 grains of gold. 

What I say above is not merely my individual ipse dixit. We have very 
high authority for it, no less than that of the British Treasury authorities. 
They were approached in 1879 for an opinion on the advisability of raising the 
exchange value of the Rupee, from what it then was, to ^s., and this is what they 
l&id in their letter to the Secretary of State for India under date 24th November, 
L879 * 

“ 1. The proposal appears to be open to those objections to a token 
currency which have long been recognised by ail civilised nations, viz . : — 
That instead of being automatic, it must be managed by the Government, 
and that any such management not only fails to keep a token cupency at 
par, but exposes the Government which undertakes it to very serious diffi- 
culties and temptations. 

“2 It appears to my Lords, that the Government of India, in 
making the present proposals, lay themselves open to the same criticisms 
as are made upon Governments which have depreciated their currencies. 
In general, the object of such Governments has been to diminish the amount 
they have to pay to their creditors. In the present case, the object of the 
Indian Government appears to be to increase the amount they have to 
receive from their taxpayers. My Lords fail to see any real difference 
in the character of the two transactions. 

. . . ‘ ‘ If, on the other hand, it is the case that the value of the 

rupee has fallen in India, and that it will be raised in India by the 
operation of the proposed plan, that plan is open to the objection that it 
alters every contract and every fixed payment in India. 

“ This proposal is, in fact, contrary to the essential and well- 
established principle of the currency law of this country, which regards 
the current standard coin as a piece of a given metal of a certain weight 
and fineness, and which condemns as futile and mischievous every attempt 
to go behind this simple definition. 

“It is perfectly true as stated in the despatch (paragraph 41), that 
the ‘ very essence of all laws relating to the currency has been to give 
fixity to the standard of value as far as it is possible,’ but it is no less 
true that, according to the principles which govern our currency system, 
the best and surest way, and, indeed, the only tried and known way, of 
giving this fixity is to adhere to the above definition of current standard 
coin. A pound is a given quantity of gold, a rupee is a given quantity of 
silver; and any attempt to give those terms a different meaning is con- 
demned by experience and authority. 

“ 3. If the present state of exchange be due to the depreciation of 
silver, the Grovernment scheme, if it succeeds, may relieve : — 

“ (1) The Indian Government from the inconvenience of a 
nominal re-adjustment of taxation in order to meet the loss by 
exchange on the home remittances. 

“ (2) Civil servants and other Englishmen who are serving or 
working in India, and who desire to remit money to England. 

‘ ‘ (3) Englishmen who have money placed or invested in India 
which they wish to remit to England. But this relief will be given 
at the expense of the Indian taxpayer, and with the effect of 
increasing every debt or fixed payment in India, including debts 
due riots to money-lenders; while its effect will be materially 
qualified, so far as the Government are concerned, by the enhance- 
ment of the public obligations in India, which have been contracted 
on a silver basis.” 

The above verdict of the British Treasmy Authorities is Very emphatic indeed, 
and expresses without any circumlocution what the proposals of the Govern- 
ment of India to raise the Exchange value of the Rupee really amounted to. The 
attempt then was to put the Rupee up from 20d., its then value as a silver unit, 
to 24:d. In 1895-1900, the I^pee was actually put up from about lid., its then 
ourroQt market value as a Silver coin, to 16^?. Gold and was thenceforward a 
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token in a Gold Standard System. In 1920 they tried to put it up from the same 
16«'. which was its gold value since 1900 to 24d., and to-day the idea seems to be 
to put it up from that same l^d. to 18<i. and the above remarks equally apply to 
all the four cases. 

Eupee to Continue Unlimited Leg.a.l Tender. 

We have next to consider whether any limits can be put on the legal tender 
quality of the Eupee. I have given very considerable thought to this question, 
and have come to the conclusion that in view of the enormous amount that must 
be now in circulation or in hoards, it is not practicable to consider any limitation 
at this stage. I would, therefore, allow the existing Eupees to continue to be 
full legal tender for any amount as at present. When the Gold Currency gets 
firmly established in the minds of the public as the real money of India, the 
position of the Eupee can be reconsidered. I would, however, make it clear that 
this refers only to the Eupees now in existence. No fresh Eupees are to he 
coined on any account. 

As for the smaller coins, the present silver half-rupee is also unlimited legal 
tender. It should now be limited to legal tender up to Es. 10 only, also all coins 
under one rupee, if they are to be made of silver, should be of about the same 
fineness as the present English shilling. 

The Note Issue. 

We have next to consider the position of the Note Issue. If the coinage of 
rupees is stopped, all further expansion of currency will in the first instance be in 
Notes issued against gold. The Paper Currency Act already provides for this, 
but it should be modified to read that the issues be made against gold coin or bullion 
tendered to the Controller in British India. There is no reason why this cannot 
be done. England does not produce an ounce of gold. It is all produced many 
thousands of miles away, and can be more economically brought direct to India, 
where it can be used for the new Grold Currency. This will also provide for all 
further backii^ to our Note Issue being in gold and gold alone, and will gradually 
build up our Gold Eeserves without unduly encroadiing on the gold supplies of 
the world about which there seems to be so much apprehension in certain financial 
quarters in London. 

Encashment of Notes. 

We have next to consider the encashment of these Notes. I propose that until 
our Eeserves are sufficiently strong, the obligation to give gold for rupees or Notes 
shimld not be undertaken, and that the Note Issue Department should have the 
right to cash Notes, either in gold, or in silver rupees, or in both, as may be most 
convenient at the moment. This will obviate any danger of the very moderate 
stocks of gold (with which we must necessarily begin!, being depleted too rapidly, 
and is no new suggestion but only an application of the practice of the Bank of 
Prance to our future Gold Standard System. Like the Bank of prance I would 
give gold out to all bond fbde applicants for export. In fact, I would not put any 
hindrance in the way of such exports whenever they are necessary to adjust trade 
balances. As we shall have a very large amount of sterling securities in our 
Eeserves when we inaugurate the system, I now propose that the practice should 
be to first use these up until the total amount of securities is entirely replaced by 
gold bullion. The result will be that when India has to 'pay, it is securities that 
will go out of the Eeserves, and when India has to receive, it will be gold bullion 
that will come vn and in this way, in the course of time, all the seciurities in the 
Eeserve will be converted into bullion without the least friction or disturbance to 
the money markets of the world. 

The One-Eupee Note. ' , 

As for the denominations of the Notes, I do not see need for any change 
except that I think the re-introduction of the One-Eupee Note very necessary. I 
may go further and say I think it essential to the smooth working of the new 
scheme. I was one of those who first advocated the issue of the One-Eupee Note 
as one means of getting over the difficulties of getting sufficient silver during the 
war period. It was very strenuously opposed by so-called experts, and if was 
boldly asserted that the masses would never take them. These gentlemen were not 
aware that the masses did take such a Note all over the Far East. Unfortunately 
such opposition made Government hesitate till the position was almost desperate. 
Then the One-Eupee Note was issued, and, as we know, was an immediate success, 
and did its little bit in tiding the country over the scarcity of silver. How was it 
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that the experts were so hopelessly wrong 1 It was because they argued from the 
analogy of bigger Notes. It was well-known that for crop-moving purposes it 
was rupees that the cultivator wanted, but it was not appreciated that he did it 
because the only Notes that would be offered were Rs. 5 or higher denominations, 
and he was sure to lose some money when he wanted to change such Notes in his 
village or market-town. His requirements called for a much smaller unit, and 
hence his refusal to take Notes. Here also lay the explanation of the success of the 
One-Rupee Note. I would refer the Commission to my Memorandum to the 
Babington-Smith Committee, where I have treated the subject more fully. 

The Retrenchment Committee of 1922-23 recommended a withdrawal of this . 
Note on the score of expense and there was also a feeling in various q^uarters that 
the material used as well as the size were such as involved considerable losses on 
the poorer classes owing to these Notes being either lost or torn or mutilated in 
passing from hand to hand or while carried on the person. These notes were 
consequently withdrawn. The reason why I consider a re-introduction of this 
Note necessary is this : A small currency unit like the rupee is the one most suited 
to the needs of the masses even to-day in view of their very small income and their 
extremely petty disbursements, and it will have to be provided to them, for years 
to come. I would do it by the coinage of a new rupee of the same fineness as the 
present English shilling, because our rupee is nothing more than an Indian 
shilling, but this would be opposed on the ground of debasement and of Gresham’s 
Law by superficial critics, who do not understand that neither of these apply to a 
token which is circulating at much more than its intrinsic value. The only other 
way would be, to re-issue the One-Rupee Note and make the masses familiar with 
it, so that our whole system may not be jeopardized for want of silver, or of silver 
at the right price, in some future crisis like the World-War of 1914. 

If such revision is undertaken, I would urge that the needs of the masses, for 
whom alone this Note would be destined, be more closely studied. A lot of energy 
and ingenuity has been wasted in the past in the beautifying of the design, and in 
making it up into coupon books, etc., etc. This shows that it was the needs and 
conveniences of the burrasahib that had received most attention. What the masses 
want is a piece of paper which stands all kinds of rough usage including wet, 
which shows very plainly its denomination by a simple big figure, and which is, of 
a sufficient size not to be overlooked even when crumpled up. From the point of 
view of the masses. Notes of smaller and smaller sizes on which our Currency 
Department seems to waste its ingenuity are a serious error. The size has nothing 
to do with the denomination, and I urge a reversion to very near the size of the old 
Ten-Rupee Note even for the future One-Rupee Note. 

Facilities fob Encashment. 

As for the facilities for encashment, those already existing appear adequate 
so far as Rs. 6 and higher denominations are concerned. If the One-Rupee Notes 
are again issued as I suggest, the f acility needed will he of encashment into smiall 
change. In ^ral areas and even in fair sized towns, the money changer makes a 
charge for giving small change, and if Goveirnment so organise things that small 
change is re(^ily available without charge for only the One-Rv/pee Note, I feel sure 
this Note will be immensely popular in all rural areas, while in urban areas it has 
already* proved popular. In course of time, I expect this Note to take as important 
a place in all small transactions of daily life as the Unit-Note does in the Straits, 
China, Japan, and America, and now even in the United Kingdom, and coin will 
not be needed in the circulation and will remain in the Reserve. 

The Backing to the Note Issue. 

We shall now consider the question of the backing. The present position is 
roughly as. fpllows : — 

Total Note Issue. Baching. 

Rs. 190-52 crores ... ... Crores. 

Rs. 

90-09 Silver Coin and Bullion. 

57'11 Indian Securities. 

21- 00 Sterling Securities. 

22- 32 Gold Bullion. 


190-62 


(JV.B. — The above figures are as they stood on 15-10-25). 
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The gold and sterling in the above are valued at Rs. 10 to the Sovereign or the £. 
These, if revalued at Rs. 15 to the Mohur, would show a much larger gold backing, 
and enable us to do away with some of the “ ad hoc ” securities now in the currency 
Reserve, and which really represent the gap caused by losses on Reverse Bills, etc., 
operations, and are not an inflation of currency against securities. The flgure of 
67T1 crores is made up as below : — 

Rs. 

10 00 crores in 3 per cent, and 3^ per cent, rupee paper at cost. 

47T1 „ in Indian Treasury Bills for the nominal value of 49-65 crores. 


As I propose placing India on an effective Gold Standard, it is desirable that the 
gold or quasi-gold backing should form the largest part of the backing. Hence, on 
re-valnation of gold and sterling @ 15 to 1, the position will stand thus : — 

Crores. 

Rs . . 

90 09 silver coin and bullion. 

31‘50 equal to £21 million in sterling securities. 

33 48 „ „ £22*32 in gold bullion. 

10 00 Indian 3 per cent, and 3^ per cent, paper. 

25-45 „ Treasury Bills. 

190-52 Total Note Issue. 


I would next provide for the Indian Securities being further reduced to the total 
of Rs. 20 crores to which they are limited in the Paper Currency Act under its 
permanent provisions. This can be done by replacing Rs. 15*45 crores of Treasury 
Bills by £10*30 million of securities to be transferred from the Gold Standard 
Reserve, which now amounts to £40 millions. The position now will be : 


80-43 


Crores. 

90*09 Silver coin and bullion. 

20*00 Indian securities (of which 10 will be 3 per cent, and 3^ per 
cent, paper and 10 Treasury Bills). 

33*48 £22*32 million in gold bullion. 

31*50 £^*00 million in sterling securities now in Paper Currency 

Reserve. 

15*45 £10*3 million in sterling securities transferred from the Gold 

Standard Reserve. 


190*52 Total circulation. 


It will be seen that after the above readjustments, there will be about : 

42J per cent backing in gold and gold securities. 

47^ „ „ silver coin and bullion. 

10 „ „ Indian securities. 

This gives a far stronger position than many of the countries that are now back 
to the Gold Standard can claim to-day. 

It will be noticed that I group gold and gold securities together and take 
silver apart. This is the only logical thing to do under an effective Gold Standard. 
Counting silver as a Reserve is meaningless. Holding a larger proportion of 
Indian securities is also not sound, as, in a crisis, you cannot turn them into gold 
to meet international liabilities. This part of the R^erve should, therefore, be 
limited to such a figure as is deemed safe, and I am inclined to think that while we 
are holding so mum silver, which is useless for meeting gold liabilities, it will be 
wiser to keep Indian securites at Rs. 20 crores only. 

The Gold Standard Reserve. 

We have next to consider the position and uses of the Gold Standard Reserve. 

I have already indicated in the earlier part of this Memorandum niy -view that it is 
wrong to call this reserve “ profits ” and that it is rea% part of the backmg to 
our Silver Notes (i.e., rupees) which are in circulation to-day along -with the Pajier ' 
Notes. There must be a very large amount of these Silver Notes in circulation. 

S6SM ^ 
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Prof. Jevons in his work “ The Future of Exchange ” considers that in 1922 the 
circulation of silver coin was some 220 crores. This estimate i s p robably too low 
in view of the very heavy mintings between 1916 and 1920. Whatever the real 
figure may be, what we have* to bear in mind is that these are all potential Notes 
that may one day turn up for encashment in gold if something happened to upset 
the mind of the public. It is tp avoid this risk that I propose to lewe discretion 
to Government to cash Notes in gold or silver or both. However, while such nmke- 
shifts have to be borne with in the early stages of the Gold Standard, the object 
should be to one day do away altogether with the use of rupees except as limited 
legal tender. Therefore, provision must be made for a Reserve of gold that could 
be resorted to for this particular purpose. I have already proposed a transfer 
from the Gold Standard Reserve of about £10 million to the Paper Currency 
Reserve. This will still leave us £30 million in hand, which gives 

A Reserve in gold securities of Rs. 45 crores against silver Notes out- 
standing of say Rs. 220 crores 

or a separate hacking for these notes alone of ahout 3^ annas or over 20 per cent, in 
every rupee. My proposal is that when the new system is inaugurated the £30 
million left in the Gold Standard Reserve be maintained- as a separate reserve, and 
interest earnings of this reserve should be allowed to accumulate in it, while the 
interest earnings of the Paper Currency Reserve may be carried to Revenue as is 
now done, for at least the next ten years, by which time we shall be able to judge 
more accurately of the volume and effects of the Silver-Note circulation on our 
Gold Standard’ System. It will follow from what I have already said that this 
Reserve’ will have to be held in securities, and in England, but it should be with 
the Imperial Bank of India on behalf of the Government of India. 


The Future Management of the Note Issue. 


I would also recommend that the whole of the work of the Currency Depart- 
ment be handed over to the Imperial Bank of India, who will run it as a distinct 
Department just like the issue Department of the Bank of England. It will be the 
duty of this Issue Department. 

ip) To issue local currency against gold tendered to it in India at 
the rate of one rupee for every 7'5334 grains of gold. 

(&) To hold all gold so received as part of the Currency Reserve and 
in specie; none of this to be invested. 

(c) To issue Notes against Mohurs or rupees? 

(p) To issue gold against JNotes tendered for bona-fide export pur- 
poses ; the best index of this will be the decline of Indian Exchange to the 
Gold Export Point, i.e., no gold will be given except at that point. 

(e) To cash Notes presented for encashment for interned purposes in 
Gold or Rupees or both at its option. 

'N.B . — It will be seen that there will be no room for manipulation here. The 
Bank will only be carrying out definite instructions. 

The Banking Department will go on doing its business on present lines. I 
would make it clear that in, case the Note Issue is handed over to the Imperial 
Bank, it should not be permitted to do foreign exchange business, but should try 
and develop as the real Bankers’ Bank, and should develop the real trade accept- 
ance and a rediscount market in this country with a view to greater economy in 
the use of currency. I would beg to refer the Commission to pages 9 and 10 of 
my replies to the External Capital Committee, of which a copy is enclosed here- 
with, and where this matter has been treated in more detail, as any digression 
here may appear out of place. 


Best Way to Make Silver Purchases. 

j Conunissibn decide to recommend the establishment of a Gold Stan- 

dard with a Gold Currency more or less on the lines outlined above, it will be at 
once ^n that there will be no further coinage of Rupees, and so, no silver will 
have to be purcha^. I need not, therefore, discuss existing methods of pur- 
^ase pf silver by Goveriment except to remark that, even in the past, it would 
have been better to call for tenders for delivery in this country. Government 
used to argue that they would thus be playing into the hands of speculators in 
India but this was a eonsequmce of their own unbusinesslike methods If they 
could have foreseen their. requirements by only six to. eight weeks, and called for 
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tenders for delivery eight weeks ahead, they could easily have brought the whole 
silver producing world, as well as a big consumer like China, into the competi- 
tion, and cornering tactics by speculators would have had no chance whatsoever. 
Their mistake lay in postponing purchases until further delay was dangerous. 

Council Remittances. 

I shall now come to the question of Council Remittances. The practice in 
the past has been most unbusinesslike, and Councils to lay down funds for 
meeting Home Charges have been hopelessly jumbled up with Sterling laid down 
for fresh Currency Issues. Disbursements for Home Charges as well as for, say, 
purchases of silver, were made from the same till. I have discussed this unbusi- 
nesslike system in my Memorandum to the Babington Smith Committee in 
detail, and would beg to refer the Committee to my remarks there. 

As for the future, if the Currency Department is handed over to the 
Imperial Bank, and treated by it as a distinct Issue Department, the jumble of 
currency operations with Home Charges operations will automatically cease. 
The Home Charges will then alone have to be considered, and the remittances 
will simply mean that the Government of India has to lay down funds in London 
for goods or services bought by it, just as an importer might have to do for, say, 
Manchester goods. As the merchant would arrange his remittances to fit in 
with his receipts of proceeds from his customers here, so Government would 
also have to fit in its remittances with its receipts of Revenue and the amount 
out of it that could be spared for remittance Home. Just as a merchant covers 
his Exchange three or four months or even more forward, so should Government. 
At present the practice is to buy ready T. T. or (which is the same thing) sell 
ready Councils. The result is that very poor rates are obtainable in the so-called 
slack season May to October. However, as a matter of fact, a great deal of 
export business is booked just in this period by forward sales for shipment in 
N'ovember to April, and Exchange for this has to be covered. The present 
methods compel Banks to keep funds idle for a considerable time. If Govern- 
ment would agree to contract for forward deliveries, better rates would be 
obtainable by Government, and the trade could have a convenient cover available 
at all times, and Government would be able to have a considerable part of their 
remittance requirements covered at favourable rates. I am aware of the diffi- 
culty of Government having such forward contracls with individual banks or 
firms, and would recommend that all remittances be hereafter arranged through 
the Imperial Bank, subject, of course, to the control of the Finance Department 
as to the total commitment or the commitment for any one month, which would 
depend on Government’s ways and means position as also on the dates on which 
the money is needed in London. 

I also think that it will be advisable to lay down that sw^h remvtt(mces 
should not he allowed to exceed in amj year the requirements of the Secretary 
of State for that year as indicated in the Budget. There has been great laxity 
in this respect in the past, mainly due to the jumbling up of Currency operations 
with such remittances. I would further lay it down that such remittances 
should be at best rates, hut within the qpld 'points. 

There is one phase of this problem that has a very close bearing on the Cur- 
rency System. The authorities seem to hold tO' the theory that our Currency 
Reserves are meant to provide the Secretary of State with Funds whenever the 
Balance of Trade begins to go against India and Council Bills cannot be sold in 
the open market in the usual way. They seem to argue — “ A merchant or 
banker could tender Notes to the Currency Department, and get gold for pay- 
ments outside India. Why cannot Government do the same when it finds that 
it cannot sell its Bills even at the lower Gold Point ”1 I submit that there is 
an important difference. The circumstances that bridg about such adverse 
Balance of Trade mean poor trade, reduced profits, nay, even losses, and reduced 
finance for the merchant. These things automatically make him cancel or reduce 
his commitments abroad. They at the same time make him reduce his stocks 
here even at a sacrifice. These forces ousting on the whole hody of the trade of 
the country tend to automatically set the Balance right. A Government has no 
anxiety about losses in its operations, and it does not get pinched for finance as 
the merchant does, and so the forces described ahone do not act on Government 
in d wcuy to make it curtail its commitments. Then, again, the amounts required 
are very big, and if the Reserves were allowed to be raided for this purpose, the 
whole Currency System would be put in danger, I think that the correct pro- 

86596 - Ii * 



164 


KOYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


cedure in such circumstances is to curtail commitments, but as this may fre- 
quently be impossible, the right way to finance the operations is for the Secretary 
of State to borrow on six months or 12 months India Bills up to the amount 
necessary to make up the deficiency in the remittances, and leave trade breathing 
time to recover All past experience shows that India has always recovered in the 
very next season. I would urge the Commission to make very definite recommen- 
dations on this particular phase of the Home Charges operations, as, otherwise, 
there is danger of the Currency Eeserves being raided by the Secretary of State, 
and the whole Gold Standard System being put in jeopardy. England to-day 
stands in the same position to America that India does to England, and while 
India’s Currency Reserves were allowed to be raided between 1920 and 1924 for 
meeting India’s payments in England, England’s Currency Reserves were not 
only very carefully conserved, but were even very largely added to at great sacri- 
fice. This is mentioned here in order to point out wmt sound Currency practice 
should be, in a year of an adverse Balance of Trade, in the case of a debtor 
country, as India and England both are to-day. 


Seasonal Demands for Currency. 

The greater part of the exports of India get concentrated into the period 
December to April, when the most important export crops happen to be 
marketed. In pre-war days there was a recurring stringency at this period, 
because Revenue collections were also heaviest in the same period, and under the 
pre-war system, the bulk of this' money was kept in Reserve Treasuries, and 
beyond the reach of the money market, until it could be released by purcha^s of 
Council Bills. This has been aU changed since 1920, when the bulk of Govern- 
ment funds began to be placed with the Imperial Bank. The following figures 
ivill make my meaning clearer. ° 

Treasury Balances in India. 


1913-14 

1923-24 


Iti the Three Presidency Banks. 

Dec. Jan. Feb. March 

2-59 2-60 2-44 2-54 

8-52 16-99 22-63 26-94 


April 

2-33 

19-82 


May 

2-28 

20-53 


April 

21-07 

3-16 


May 

19-18 

2-91 


In the Government Treasuries. 

Dec. Jan. Feb. March 

1913-14 - . 18-99 15-58 18-40 19-J5 

1923-24 - - 3-12 3-21 3-13 421 

These fibres are taken from the Reports of the Controller of Currency. It 
that m pre-war days anything from 15 to 21 crores were drawn away 
^om the market and locked up by GoYiernmenb at the busiest time of the year. 
i\ow It IS all changed. ^ 

how indivK^al in the commercial community does not appreciate 

wA!o f difference this change of system must make to the money market. 
Hflva impression that such stringency used to be felt even in pre-war 

mist^en general impression has been taken advantage of by 

SiL^fS TL T! policy of deflation that they were pur- 

^ ^ by m^ing out that such stringency during the busy 

uncommon in India. It will now be seen how misleading this 

„ , To understand the real source of the trouble, we have to see how where and 

S ^cS\nSXloX<fite\^® is from.the field toThe ^^’rS^'^Ms 

s almost entirely looked after by indigenous financing agencies. The next sta^e 

IS from the up-country market to the, exporting point.^ This is financed bv funds 

remitted from the ports to the interior by the ex^rt bnncsAc ^ 

actual export and its finance by the KlSe BanS S® 

Tfc?Xr7 iT^e CuSLcTd"^ markets^to the^roduc^r® 
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When is Emergency Currency really needed 1 

W ith the Cwnrency door open, i.e., with an automatic systean, there can, there- 
fore, he no serious stringency so long as the foreign demand for our products 
remains good. If for some reason this falls ofi, i.e., if there is a serious 
trade depression all over the world and India’s products are not wanted, then 
and then alone will there be any serious stringency, because in such cases 
Exchange Banks cannot lay down in India all the funds that may be needed to 
carry its unsold products till such time as the world is ready to take them freely 
once more. 

It is in this second case that special financial facilities would have to be pro- 
vided, and it is then alone that recourse will be necessary to the issues 
of Emergency Currency, provided of course that we are again on an automatic 
Gold Standard. 

The strain of this kind of finance will be made lighter if a really free dis- 
count market is developed in this country, because, then, 60 days’ sight bills based 
on produce will become a favourite form for the temporary investments of funds 
by bankers all over the country. In the term Bankers, I of course include the 
very large number of indigenous financing agencies, e.g., marwari shroffs, 
chetties, &c. 

As to the amount that could be made available it should not be a rigid figure, 
as is now the case, but a percentage of the figure of the total Note Issue, as it 
may have stood on the 31st March of the previous year. By this means a reason- 
able relation will be established between the total needs of the community in the 
matter of currency and the extra assistance it may hope for, in times of serious 
stress. 

What kinds op Bills should be made Eligible ? 

There is no danger to be apprehended in such advances, because, if it is the 
right kind of bills that are discounted under these provisions, i.e., those based on 
produce or manufactures at some stage between the field and the market, they will 
be self -liquidating. 

What I am suggesting here is more or less on the lines of the Federal Reserve 
Act of the United States. In Section 13 of that Act, there is the following 
provision : 

“ Upon the indorsement of any of its member banks, which shall be deemed 
a waiver of demand, notice and protest by such bank as to its own indorsement 
exclusively, any Federal reserve Dank may discount notes, drafts, and bills of 
exchange arising out of actual commercial transactions ; that is, notes, drafts, and 
bills of exchange issued or drawn for agricultural, industrial, or commercial pur- 
poses, or the proceeds of which have beeivused, or are to be used, for such purposes, 
the Federal Reserve Board to have the right to determine or define the character 
of the paper thus eligible for discount, within the meaning of this Act. Nothing 
in this Act contained shall be construed to prohibit such notes, drafts and bills 
of exchange, secured by staple agricultural products, or other goods, wares, or 
merchandise from being eligible for such discount; but such definition shall not 
include notes, drafts, or bills covering merely investments or issued or drawn for 
the purpose of carrying or trading in stocks, bonds, or other investment securities, 
3xcept bonds and notes of the Government of the United States. Notes, drafts, 
ind bills admitted to discount under the terms of this paragraph must have a 
maturity at the time of discount oi not more than ninety days, exclusive of days 
of grace 

The aggregate of such notes, drafts, and bills bearing the signature 
or indorsement of any one borrower, whether a person, company, firm, or 
corporation, rediscounted for any one bank shall at no time exceed ten per centum 
of the unimpaired capital and surplus of said bank; but this restriction aball not 
apply to the discount of bills of exchange drawn in good faith against actually 
existing values.” 

Different Treatment required for a Banking Crisis. 

There is another kind of crisis which may need such issues, such as the failure 
of t^e Alliance Bank of Simla. In such crisis, people get panicky, and draw away 
their funds, and hoard them. But this is always very temporary, and as soon as 
people get over their fright, money comes back to the usual market channels. The 
Emergency Issue above described does not seem to me to be the right method of 
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dealing with it, because there is always a 'possibility that a trade crisis and a 
bmHnq crisis of this kind may come simultaneously. For this situation, a 
remedy^ somewhat analogous to the suspension of the charter of the Bank of Eng- 
land IS more suitable. I would, therefore, provide for a sp^ial issue up to a 
maximum of 5 crores being made on the orders of the Governor-General-m-Council 
whenever he is satisfied on information submitted to him that the situation calls 
for such an extraordinary step. 

The two issues are different in their nature and object. The first is to finance, 
produce or manufactured goods when it is temporarily impossible to find a market 
for the same. The rate of interest in this kind of issue should be moderate, 
because the burden of it ultimately falls on the producer, and he will be already 
hard enough hit by the depression of prices that is a feature of all such periods. 
The second is to tide over a period when credit and confidence have been 
momentarily destroyed, and people are actuated more by impulse than by 
reason. Such periods are always very short in their duration, but they call for 
the exercise of great courage and great initiative on the part of the central finan- 
cing authorities. Help must be given, and freely given, at such critical moments 
to all who are sound, and even to many who are of doubtful standing, so that what 
had begun (to speak in military parlance), as the defeat of a particular battalion, 
might not degenerate into the rout of a whole army, and spread widespread 
disaster. At the same time, one has to see that no undue advantage is taken of 
such extraordinary financial assistance, and conseg^uently the rate of interest 
charged to all who need assistance should be sufficiently high to ensure that this 
extraordinary issue does not stand out a single day longer than is absolutely 
necessary. I feel sure that the help so extended to them will be cordially appre- 
ciated by all concerned and the price cheerfully paid. 

Summary of my Proposed Modifications. 

This is all I have to say as to the modifications of the present system and 
practice that I consider necessary. I will now summarise them for ready 
reference : — 

1. The Gold Exchange Standard System should be given up, because 
it is so very liable to manipulation, and an effective Gold Standard 
adopted. (When I drafted my Memorandum for the Babington-Smith 
Committee I was in favour of the Gcdd Exchange Standard, as I never 
dreamt that men with British traditions as to a sound currency would ever 
tamper with the standard, but I have been sadly disillusioned.) 

2. There should be Gold Currency in circulation, so that the people 
of this country may come to understand what their real standard was, and 
manipulation may thereby be rendered far less easy than it now is, if it is 
not made altogether impossible. 

3. The Mint should be opened to coinage of gold. 

4. The coin so minted should be the Gold Mohur of 1918, though the 
sovereign may also be made unlimited legal tender. 

further Rupees are to be coined, but the present existing 
Rup^s to remain unlimited legal tender, and to bear the same relation to 

trfl ^ 1918, i.e^ 16 to 1, as any other ratio vitiates all past con- 
tracts made in terms of Rupees. ^ 

T should be issued only against tender of Gold in 

rf tdd’tSidS™® at the rate of Supl 1 for each 7-6SM grains 

ask for^^^ ^ tender local currency and 

asK ^1<^ 1 1 should be issued only for bona^-fide exuort Durnoses 
and at the Gojd Export Point only. aI there wiU 
eterh^ semrvtue tn the Reserre die portion of it etlSd ZZeTZ lrl 

Bupeee. or” f Z 

: S?OTntin“aic*S'ttf pre^t ™ to to 

that must be now outstoding ) ” “ enormous amount of Bupeee 

re-isLdf it rf h“dd 

confmm to the needs of the masses IS^n^^of to da*^ 
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10. Present facilities for encashment are adequate, but special facili- 
ties for encashment of the One-Rupee Note into small change should be 
created. 

11. As for the backing of the Note Issue, the ultimate aim should 

be — 

(a) 20 crores of Indian Government Securities. 

(b) Silver Rupees so long as they have to be held. 

(c) Gold. 

It is not possible for the present to lay down definite percentages for 
silver and for gold. It is also necessary for the present to include sterling 
securities as part of the holding of gold. 2'he praciice should be to po/y 
out sterling when gold is called for against Notes tendered, and on the 
other hand to issue fresh currency only against gold. This will gradually, 
in the course of some years, enable gold to be substituted for the whole of 
the sterling securities in the Reserve. While the backing here indicated 
may appear unneoess^ily high, it is on the lines of that of the Bank of 
England, but, with this most important difference', that India has to main- 
tain a sufficient backing not only for its Notes printed on paper, but also 
for those other Notes printed on silver, and of which the volume is a good 
deal larger than that of the Paper Notes. 

12. The Gold Standard Reserve, after the transfer of a part of it to 
the Paper Currency Reserve as proposed by me, ^ould be continued as a 
separate reserve as at present, and the interest earned on it, should be 
allowed to be accumulated therein. The Reserve will serve as a backing 
to the Silver Notes (i.e.. Rupees) now in circulation. It will also in due 
course facilitate the conversion of these Rupees into gold if, at some future 
date, this appears practicable. 

13. The silver Half-Rupee should hereafter be legal tender up to 
Rs. 10 only. 

14. All subsidiary coinage below Re. 1, if it is to be of silver, should 
be of same fineness as the present English shilling. 

15. The Note Issue should be handed over to the Imperial Bank of 
India, to be run as a separate Issue Department as in England, and its 
duties in this regard should be clearly laid d'Otwn by law. 

16. If the Note Issue is so transferred, the Imperial Bank should 
not be allowed to do any foreign exchange business on its own account. 

17. The remittance operations of GxDivemment should also be carried 
out through the Agency of the Imperial Bank, the Finance Department 
continuing to control the amounts and the dates of remittance, and 
regard should also he had to the dates when the money would really he 
wanted hy the Secretary of State. 

18. Such remittances should not exceed the amount indicated in the 
year’s Budget in the ways-and-means programme of the Secretary of State 
and should he made within the Gold Points. 

19. The covering of Exchange for forward deliveries against such 
remittances should be considered. 

20. The erroneous idea that the Currency Reserves are for placing 
the Secretary of State in funds whenever Councils cannot be sold within 
Gold Points should be given up, and the Secretary of State should meet 
the deficiency in his remittances by cancelling or postponing commitments 
whenever practicable, and making up the balance, for the time being, by 
short-term borrowing in London. 

21. The idea that the stringency felt in the busy season in 1924, was 
of the same kind as that felt in pre-war days is erroneous, because the 
latter was due to the locking up of enormous sums in the Reserve 
Treasuries'. The stringency felt in recent years was re^ly due to the 
Currency door being practically closed to Gola, and if this is again opened. 
Exchange Banks will he able to lay down all the funds needed for financing 
of our exports. 

22. The Emergency Issue would be only needed for financing Indian 
.produce when for some reason the foreign demand for it was poor, and the 
produce had to be carried for a considerable time. Such issue should not be 
a rigid figure such as 12' carores as is tiie case now, but 10 per cent, of the 
actual Note Issue cm 31st March of the previous year. 

X. 4 
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23. There should also be prcwision for extraordinary pow^s being 
ffiven to the Governor-General-in-Council to direcst the i^ue m Currency 
to an amount not exceeding 5 crores to meet the situation that may be 
created by a money market panic. 

24. The rate of interest on the Currency issued as per Clause 22 
should be moderate, while for that under Clause 23 it should be ^ pen^ 
rate to assure the automatic return of such funds the moment the panic 
was over, 

I believe this Memorandum so far answers all the Mints indicated in the 
Note issued to intending witnesses by the Secretary as far as the systwn ^d 
practice and the modifications of same are concerned. There are some further 
questions that I shall try and answer as briefly as possible. 

One question is whether the time for a sdution of this problem is ripe. My 
j, 0 p 2 y that for the past two years Xndia has been even more ripe for a reversion 
to the Gold Standard than any of the Dominions or even England, as it is perhaps 
the only country after America whose balance of trade has given it c omm a n d of 
very large amounts of gold. 

Another question is — ^What is the comparative importance of stability in 
internal prices and in foreign exchanges? My reply is that to try to maintain 
stability in internal prices by manipulating Currency is a delusion as otherwise 
England would have been only too glad to try it these past five years. The only 
thing that can be aimed at is to see that the prices of the various commodities in 
India are not maintained at a higher level, other things being equal, than is 
justified by the prices of similar commodities in other countries, so that the 
consumer in this country may not suffer in comparison with the consumer in 
other countries. An effective Gold Standard is the best means of achieving this, 
as commodities tend to flotw out, and gold to flow in, into countries where prices 
are relatively low and vice versa. Manipulation of Currency and raising of its 
exchange value does not reaUy cheapen prices. Prices expressed in terms of gold 
remain what they were. The manipulation merely surreptitiously raises the 
amount of all fixed wages and salaries as also of all other fixed payments as 
expressed in terms of gold. As for stability in foreign exchanges, this is only 
a convenience to merchants and bankers, but this also is best achieved by an effective 
Gold Standard, as it immediately makes Indian Exchange stable with every other 
Gold Standard country. 

Another question is — What are the effects of a rising and falling rupee and 
of high or low rupee on trade and industry including agriculture and on national 
finance? This question begs the whole issue, because the implication is that a 
consideration of such effects justifies a tampering with the standard measure of 
value of a country. I consider that nothing can justify tampering with currency, 
as it amounts to a fraud on one section of the community to the benefit of the 
other, and no honest man can ever condone a fraud, however great the need of 
the party that committed it. However, if the Commission wi^es to see what I 
have to say on this subject, I would beg to refer them to my book “ Exchange 
Fallacies Exposed,” pages 27-40, 55-56 and 59-85. 

Yet another question is. — ^when should any decision to stabilise take effect? 
I do not propose mere stabilisation but a return to the Gold Standard, and the 
recommendation should be, first, that India should return to it, and next that 
it should be achieved by such steps as will prevent any sudden upsetting of 
markets. 

The next question is — If the rate selected differs very materially from the 
present rate, how should transition be achieved? My reply would be that any 
'hange up or down from a given rate must cause a certain amount of inconvenience 
and loss to a section of the commmiity, but such a consideration should not be 
allowed to stand in the way of doing the right thing. The present rate differs 
ve(ry materially from what it was early l ast year, and, so far as I am' aware, no 
oompunotioitt was felt by the authorities at the screwing up of Exchange Certain 
intents were very heavily hit during the past year and a half, and are still being 
hit by the rate remaimng where it is. Other interests will, no doubt, be hit if 
we ^ back to 16d. gold, but if they are so hit, it is the authorities themselves 
that will , be most to blame, because they deliberately let slip more than one 
opportmity of reverting to the pre-war ratio during 1923 and 1924, and, in fact, 
up to September, .1924. > > ^ 

However, I am unable to see that there can be any important interests that 
win be seriously hit. The question of the rate has been on, the anvil for at least 18 
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moaths past, and no merchant or banker can claim that he has been taken 
unawares. To put it in the words of Sir Malcolm Hailey — 

“ Ordinary commercial prudence should lead all such merchants and 
bankers to cover their exchange. Common commercial morality should at 
all events prevent those who desire to dishonour their contracts from plead- 
ing so unsubstantial an excuse as the failure of Government to make its 
policy good.” 

These words were used in 1921 in the Budget Speech. In those days there 
was at least a definite policy, not only publicly declared, but embodied in the 
Statute Book. In the present case, no policy of establishing the Is. 6d. rate has 
been declared from any authoritative quarters, so far as I am aware. If any- 
thing, official utterances have been in the contraiy direction. 

The only interests that can be conceivably hit are the import trade, and they 
can only be hit by a reversion to 16d. gold in so far as they have failed to cover 
exchange in respect of their purchases from foreign countries. If there are any 
such, they have to-day absolutely no excuse for remaining uncovered, because 
forward exchange has been very freely obtainable to-day right up to May- June 
next year. 

As to how a return to 16d. gold can be most smoothly achieved, it can be 
done the same way as we came up to 18d. The latter was achieved by starving 
the coimtry of currency. The former may similarly be achieved by reversing this 
policy and allowing the country to get all the fresh supplies of currency it may 
need by tender of gold. The trade balance is still heavily in favour of this 
country, and it will tend to act as a buffer against a too rapid decline. Govern- 
ment should do as follows : — 

1. Declare its policy to be a return to Rs. 15 to the sovereign by 
gradual stages. 

2. Offer to buy sovereigns or gold bullion for unlimited amounts @ 
Is. 6^<f. gold per rupee (this is the actual policy at present but for sterling 
and not for gold). The effect of this' will be to prevent the rate going above 
Is. 6^d. gold. 

3. Offer to buy gold up to say £1 million a week by tender at best 
rates. 

4. id. above the maximum of such tender should be the next limit for 
unlimited purchases with the proviso that this limit will in no case be 
allowed to exceed Is. Q-^d. gold. 

All these purchases of gold should be on account of the Currency Department, 
and not on account of the Remittances to the Secretary of State, as it is the 
automatic inflow of currency to the extent of the needs of the market that will 
effect the transition most smoothly. Incidentally, such purchases will provide a 
welcome addition to our stocks of gold coin and bullion in the reserves, and 
thereby provide a still stronger foundation for a return to an effective Gold 
Standard as proposed by me in this memorandum. 


APPENDIX 18. 

Supplementary Note, submitted by Mr. B. F. Madon, of Bombay. 

In the course of my oral evidence on Tuesday, the 8th December, 1926, I 
said, in reply to a question from, I believe. Sir iSeginald Mant, that I did not 
accept the Quantity Theory of money at all. I noticed that several members of 
the Commission were taken aback at this statement, and I am afraid it will be 
considered a very rash statement on my part. I can understand the Commission 
not wishing to take up its valuable time in a discxission of this Theory, and would, 
therefore, be glad to have it go on record that I consider the fundamental pro- 
position of this Theory that expansion of money or money instruments comes 
first and the rise of prices afterwards is contrary to all the known facts, and to 
the experience of all merchants who deal in commodities on a large scale. The 
following remarks of John Stuart Mill in this connexion are as pertinent to-day 
as in his time : — 

“ Not only has this fixed idea of the currency as the prime agent in 
the fluctuations of price made the adherents of the Quantity Theory shut 
their eyes to the multitude of circumstances Which, by influencing the 
expectations of supply, are the true causes of almost all speculations mid 
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of almost all fluctuations of price ; but in order to bring about the chrono- 
logical agreement required by their theory, between the variations of bank 
issues and those of prices, they have played such fantastic tricks with 
facts and dates as would be thought incredible, if an eminent practical 
authority had not taken the trouble of meeting them, on the ground of 
mere history, with an elaborate exposure. I refer, as all conversant with 
the subject must be aware, to Mr. Tooke’s ‘ History of Prices.’ The result 
of Mr. Tooke’s investigations was thus stated by himself, in his examina- 
tion before the Commons Committee on the Bank Charter question in 
1832; and the evidences of it stand recorded in his book : ‘ In point of fact, 
and historically, as far as my researches have gone, in every signal 
instance of a rise or fall of prices, the rise or fall has preceded, and, there- 
fore, could not be the effect of an enlargement or contraction of the bank 
circulation.’ ” 

I may add that an investigation of price movements during the last 10 years will 
show that the conclusion that Tooke arrived at in 1832 will hold equally true of 
this recent period of big price fluctuations. Therefore, what the Quantity 
Theorists put forward is almost like arguing that the son begot the father. A 
second •mflyim derived from the same Theory is equally untrue. It would ask us to 
believe that a 10 per cent, addition to the supply of money or a 10 per cent, sub- 
traction from the supply of goods would result in a 10 per cent, variation in 
prices. All wholesale merchants know that this is absurd. A 10 per cent, addi- 
tion to the supply of sugar has reduced its price by some 60 per cent., and of 
cotton by some 30 per cent, this year. Again, a 10 or 15 per cent, shortage of 
supplies has resulted in a rise of some 90 per cent, in jute and of as much as 400 
per cent, in rubber in the past 12 months. When a Theory is so contrary to all 
the facts, the Commission will understand why I so emphatically reject it. I want 
these remarks to gp on record, because it is to a blind reliance on this Theory that 
is largely to ^ attributed all the recent manipulations O'f currency with the 
object of control of prices that we have noticed in so many countries, including 
India, in the past few years, and which result in what is tantamount to a fraud on 
large sections of producers, and particularly on the most helpless and most voice- 
less of them. 

Another thing I would wish to put on record is this. Sir Henry Strakosch 
mentioned the resolutions of the Genoa Conference re the desirability of a Gold 
Standard, and of the Central Banks of various countries having a common policy 
with a view to credit control. I then said that I could not recall exactly what it 
was, but agreed that the recommendations as then put before me were sound. I 
have since had a look at the original resolutions, and would like to record my 
reservation as to the desirability therein indicated of controlling credit not only 
with a view to maintenance of the currencies at par, but also with a view to pre- 
vent imdue fluctuations in the purchasing power of gold. My view is that the 
present methods of measuring such purchasing power are altogether too 
empirical, and it is dangerous to take action on conclusions as to the value of gold 
arrived at by such methods, and to try to control prices of commodities, because 
that is what it finally amounts to. I also dissent from the recommendation [Reso- 
lution 11 (4)] that Central Banks should buy and sell Exchange on other partici- 
pating coTmtries in exchange for their own currencies, as I consider this liable to 
very serious abuse and very serious risks also. 

The next remarks I would like to offer are as to the so-called hoarding in 
India. I have already explained to the Commission that it is not hoarding as 
understood in the West, but only the storing up of values for a rainy day. I have 
further explained that it is in this form, because of conditions of the female sex 
in Indian and particularly in Hindoo society, and because of the illiteracy of 92 
per cent, of the total population. The Chairman had been good enough to find 
these explanations of mine rather illuminating, but, to European-trained minds, 
the explanation I gave may still appear inadequate, and they might still wonder 
why a" good deal of it cannot be deposited with Banks. It may, therefore, interest 
the Commission if I point out that there are in India 

, ' 2,316 towns, 

685,665 villages. 

Eor the supply of Western Banking facilities to all these we have — 

The Imperial Bank and its branches. 

Banks registered in India and branches, 

Exchange Banks and their branches. 
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As these Banks naturally select large centres of population or of trade, it will, I 
believe, be found fhat almost every one of the other Banks will have its oifice in 
the same town as the Imperial Bank. In fact, Banks as understood in the West 
exist to-day in India in only abO'Ut 250 out of the 2,316 towns, let alone the vil- 
lages. If I further point out that out of these 2,316 as many as 738 towns can 
claim a population of 10,000 or more, the backwardness of India in the matter of 
Western banking facilities will become even more striking. 

That does not mean that all the rest — some 2,100 towns and some 700,000 
villages have no banking facilities. They have their indigenous banker, but he 
does not operate cheques. It is all cash paid in or paid out. The Commission 
will now perhaps be able to see that all this vast area must require a vast amount 
of currency to carry on its operations, because this Currency has to do for all this 
vast area the same work that the cheque does in England. The impression is 
abroad in certain circles that there is too much currency in India. The above facts 
will, I hope, at least show the Commission that India in this matter, as in many 
others, has to be judged by different standards, and conclusions drawn from 
experience of Banking conditions in the West are likely to be highly erroneous. 

The use of Currency instead of the Cheque is not confined to the non-bank 
areas alone. It is notorious that in indigenous commercial circles, even in the big 
cities where banking facilities are adequate, a vast amount of business is carried 
on by means of Currency, not Cheques. This may partly be due to conservatism, 
but I am inclined to think it is due tO' no small extent to the stamp duty oD 
cheques. Here, again, the mistake is made of judging this country by Western 
standards. We are told an anna (a penny) is nothing; it cannot stand in the way 
of a free use of cheques. These gentlemen forget that in rich England the 2d[. 
stamp on cheques is widely resented, and the Associated Chambers of Commerce 
of Great Britain are making the reduction of this duty to Id. a part of their pro- 
gramme. 

The penny in England will buy hardly anything to-day. An anna in India 
will buy in many areas a substantial quantity of commodities. 

Then, again, if A gives a cheque to B of Rs. 10,000, and B has to pay this 
out again to five different persons, C, D, E, E, G, by five cheques, A pays one anna 
and B pays five annas on the same 10,000. The indigenous Banker does not see 
any sense in paying such a tax. He prefers to get it in 100 notes of 100 rupees 
each and pays_them out to C, D, E, F, G, and has no stamp on cheques to pay. In 
effect, therefore, the Currency Notes operate as a Government cheque that passes 
from hand to hand many times over, and saves the stamp every time. 

In England they grudge even 2d., and in the enormously rich United States 
they have no duty at all. I urge that the case is far stronger for the abolition of 
this duty in such an extremely poor country as India is to-day. The fact that this 
duty is novsr provincial revenue is advanced by Government as a valid reason for 
doing nothing. I submit that the much wider use of the cheque is a most 
important currency question, that it has a most important bearing on the Reserves 
the country must hold, and that the loss to the Provinces could rightly be made up 
from the profits on investments in the Currency Reserves. 

The above remarks about the Currency Note really acting as a Cheque pass- 
ing from hand to hand in over 2,000 towns and in some 700,000 villages should 
also indicate that the time has arrived when even Notes of higher denominations 
than Rs. 100 may safely be made universal. 

There is another matter in my oral evidence that I should like to see cleared 
up. In reply to a question from the Chair whether prices had been adjusted to 
the 18£?. rate now prevailing, I believe, my reply was that they must get adjusted 
every moment, as most of India’s commodities were exported to a larger or 
smaller extent, and the prices of all such commodities had, therefore, to get imme- 
diately adjusted to the rate then prevailing. What I want to now make dear is 
that this adjustment that I spoke of only refers to prices of articles for Export 
that come to the various markets, and that prices in the widest sense, that is, 
prices. of such articles as do not figure in the Exports, and the prices of labour, 
and of transport and other services, are not so easily or readily adjusted, and 
have in a great many cases, as a matter of fact, not been yet adjusted at all. Thus 
there has not yet been any readjustment of Government services, or of the railway 
or other services, nor has there been any adjustment of the prices of labom whether 
industrial or agricultural, and it can only come about after long and bitter 
struggles. 
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In the course of my examination on the 8th instant, Sir Henry Stral^sc^ 
seemed to have some doubts about the self -liquidating nature of the Trade Bills 
that I advocate as the only kind of Bills that should be eligible for Emergency 
Currency Issues. I would, therefore, like to quote the recomm^datmn of 
Brs. Kemmerrer and Vissering to the South A.frican Government in their Report 
early this year recommending an immediate reversion to the Gold Standard. In 
para. 49 (2) of this Report they say : 

“ The present campaign to further the wider use of Trade Acceptances 
in lieu of open accounts should be encouraged and that to this end, it is 
desirable that 

“ (a) Merchants should give preferential terms to purchasers 
who are willing to accept such bills in lieu of obtaining credit on 
open accounts, that 

“ (b) Commercial Banks should give rates that are more 
preferential than those now prevailing to merchants who obtain 
their advances from the banks by discounting such bills as compared 
with merchants who borrow from the banks on current account, viz., 
overdrafts or one-name P /Notes, and that 

“ (c) The Reserve Bank give substantially preferential discount 
and rediscount rates on trade acceptances.” 

If a discount market on these lines was developed in normal times, then, in times 
of a world trade depression, it is the excess of such bills over their normal volume 
that will overflow into the Currency Department, and they will be absolutely self- 
liquidating, if properly operated, and the Emergency issue will automatically run 
down to zero as soon as there was no excess. I do not, therefore, have the 
apprehension that Sir Henry Strakosoh seemed to have in mind that such Bills will 
be used speculatively in order to carry produce for eight months or a year. The 
Bankers who have put their endorsements on such bills will insist on their Clients 
retiring them, and in any case will retire them themselves on due date. This is 
not the case with the present system of “ manufactured ” Bills, and, if for nothing 
else, then at least for this reason, the development of a discount market in this 
country on the lines suggested by Drs. Kemmerrer and Vissering is highly 
desirable in the interests of a sound currency policy. 

There is another point in my examination by Sir Henry Strakosch, about 
which I would supplement my replies to him by a few words here. He seemed to 
have very great apprehensions about the day ten or fifteen years hence when we 
make up our minds to go to what is called a full-fledged gold standard, and have, 
according to him, to offer to convert all the rupees then in existence into gold. I 
do not share his apprehensions, because 

1. No such offer need be even then made if the limit of legal tender 
of the rupees is fixed at 500 or 1,000 rupees, and thus the hoards of the 
small man are safeguarded against any depreciation of their purchasing 
power 

2. Nor do I propose that any such offer should be made until our 
holding of gold is sufficiently strong; and lastly 

3. I do not apprehend that any large part of the rupees then in 

i T back for conversion, because this rupee — ^the 

shilling of India will be even more wanted in this very poor country of 

Km^Xm payments than the British shilling is in the United 


However, if these apprehensions also find any weight with the other Members of 
Tnik 4 ^o^l-^iissiou, then I withdraw my recommendation for a One-Rupee Note. 
^ all payments under Rupees 5 will have to be necessarily made 

retention in circulation, and it^nnot 
wme back for conversum into ^Id — ^at least a very large part of it cannot come 
back m this country of three hundred and twenty millions. 

However, in order to satisfy this Commission that they need not have anv 
fears on this score, I tried to procure the figures of the total nc^inal value of silver 
subsidiary coinage now in existence in England. I am sorrv to T wot tJ™!. tt 

XarteS^^T*Ji^rthtref°^^^^T T® in this^untiy even iF jffioial 

quarters, i must, therefore, content myself for want of more un to dato totoKwo 
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by Mr. Roosevelt to the United States Grovernment some years earlier. I do not 
know the date to which the figures in that Report had ^en brought up, but think 
it will be safe to take them as relating to the end of the year 1896, because it was 
about that time that the fight of the two standards — Bryan and the Democrats 
wanting a Silver Standard, and McKinley and the Republicans wanting a Gold 
Standard — ^ultimately resulted in the final victory of the Gold Standard in the 
United States. Assuming that 1896 was the year Mr. Roosevelt reported for, 
there was silver subsidiary coin in circulation in the United I^ngdom in that 
year of as much as 


£22 million. 

The nett additions, year by year, since then, were 

according to the Report for 1923 

of the Controller of the Royal Mint as follows : 

1897 

£ 

383,500 

1898 

, . , 


370,603 

1899 

, , , 

... 

369.301 

1900 

• . , 

••• •«« 

592,900 

1901 

... 

... 

111,160 

1902 

• > • 

... ... ... 

... —142,080 

1903 

, , . 

... ... ... 

... —133,000 

1904 


... ... ... 

... —437,088 

1905 


... ... ... 

... —213,000 

1906 

, , , 

... ... ... 

182,084 

1907 

• • • 

... •». 

' 178,625 

1908 

. . . 

... ... ... 

161,267 

1909 

• ■ « 

... ... ... 

—62,491 

1910 

• • • 

•». ... ••• 

589,752 

1911 

« • < 

... ... ... 

672,091 

1912 

• . . 

... ... ... 

1,253,938 

1913 

. « . 

... ... ... 

982,284 

1914 

* « « 

... ... ... 

5,640,444 

1915 


... ... ... 

7,096,151 

1916 

• • « 

... ... ... 

7,312,096 

1917 

. • • 

... ... ... 

2,777,782 

1918 

. . . 

... ... ... 

7,913,940 

1919 

. • r 

... ... ... 

3,211,950 

1920 

. . . 

... ... ... 

1,340,800 

1921 

• • . 

... ... ... 

... —722,369 

1922 

. • . 

... ... ... 

4,503,576 

1923 


»». ... ... 

... —5,557,700 


29,369,365 

The above figures are from page 63 of the Report. 

We thus find that 

1. There was already in existence at the end of 1896 

subsidiary silver coin of a total nominal value of ... £22 million 

2. There was between that year and end of 1923 a 

further nett addition of about £29-1 „ 

Total apparently now in existence £51^ million 

I had wired to a friend in England to get me the figure of the present silver 
circulation from His Majesty’s Mint, and he reports that the Mint estimates it at 
between £50 and 60 millions. However, to avoid exaggeration I will take my own 
figure of £51| million arrived at as above. This sum reduced to terms of shillings 
gives us 

a total circulation of 1,050 million or say 106 cror^ shillings in the United 
Kingdom to-day. 

The population of the United Kingdom including both Northern and Southern 
Ireland was reported, to be under 47 million in 1921, so that it will be at once 
seen, that the Subsidiary Silver circulation was as mu<^ as 

over 22 shillings per head. 
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It is also to be noticed from the Mint Report that the Silver Coin held by- 
Banks was between £6 and 7 million in the 5 years before the War, while to-day 
it is as much as £14 to 17 millions. This means that the payment of wages makes 
much bigger calls to-day for such money, and the Banks are obliged to hold much 
larger amounts to-day in order to be able to meet the needs of their clients. It is 
important to bear this in mind, because wages and salaries in this country have 
also gone 70 to 80 per cent, above pre-war level. 

In order to test the English figure of 22 shillings, I tried to get figures for 
other countries. Through the kindness of Dr. B. M. Anderson, of the Chase 
National Bank of New York, I have obtained the following figures of subsidiary 


Silver circulation : — 

Paper Money $1 denomination chiefly Silver Certificates ... 429,621,000 

Silver Dollars ... ... • • • • • • • • • • • • • • • 54,685,000 

Silver Coin of less than $1 ... ... ... • • • ... 272,217 ,000 

756,523,000 

Copper and Nickel Coin outstanding of which part 

undoubtedly lost or destroyed ... ... ... ... 106,000,000 


$862,523,000 


Distributed over a population of 110 million people this gives 
28a. per head without Copper and Nickel 
32a. „ ,, including the Copper and Nickel. 


I also fijid that in Germany when it went over to the Gold Standard, the 
Subsidiary Silver was as much as 10 Marks, say 10 Shillings per head, and it 
was found necessary to increase it to 12 Marks, say 12a. per head so early as 
1880. I cannot get later figures, but the above corroborates the figure of 11a. 
foi; England in 1896. According to the Report of His Majesty’s Mint for 1928 
there was $3.06, say 12a. ‘Id., per head of subsidiary silver in Canada and 
14a. Zd. in Australia. In both of these Dominions the average level of wages is 
much higher than in the United Kingdom. 

Let us now apply the above data to the case of India. India is a country 
of 320 million people, and, in this country, not only the petty payments of retail 
trade, but many other kinds of payment have to be made in silver, because the 
population is poor, because average earnings are only a few pence a day, and 
because the dieque is not known in the whole of the rural areas and inasmuch 
as 90 per cent, of the urban area. If we leave aside the case of the Ujnited 
States and make only the same allowance per head of population in India as in 
England, i.e.,.22s. per head, it would call for 

704 orores Shillings, 

or, putting it in terms of Indian money at Is. 4«f. to the Rupee, India should 
have under ‘even a Gold Standard a subsidiary silver circulation of as much as 

528 orores of rupees. 


If _ our aotual circulation of Silver money (fractional coin inclusive) is less than 
this figure ^if it is only about Rs. 300 orores as would appear -to be the case from 
certain authoritative estimates — ^then it is easy to see that it is by no means too 
large for the needs of our present population. Again, the case of England 
teaches us that such silver circulation must increase both absolutely and also 
per head. It is, therefore, not at all extravagant to say that even if there is 
any excess to-day, it will be all absorbed in the next few years, and the amount 
now in exmtence may even prove inadequate for the growing needs of a larger 
RHii roiore indTistrialiscd population 15 or 20 years ihencc. 


Therefore, if the purchasing power of the rupee is not destroyed by absolutely 
demonetising it, and if this purchasing power is safeguarded by allowing the 
Rupee to remam legal tender up to at least Rs. 500, then the above remarks 
mU show that we need have no apprehensions about any of these rupees coming 
bacfe tor -conversion, nor need we ofier any such conversion. Our case is veiry 
'^^erica in 1896 when it finally voted for the gold standard, 
^ey left the Silver Dollar full and unlimited legal tender, and I consider that 
the same thmg if done here will suffice. I may add that even Germany had to 
^tmue the Th^er— amlvw coin— ^ fuU and ..unlimited legal tender till about 
1908, although it adopted the Gold Standard in 1873. This is merely to show 
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tihat it is not at all necessary to put any limit to the legal tender quality of the 
existing Rupees if India adopts the Gold Standard to-morrow^. Any such action 
may wait without any disparagement to the Gold Standard whatsoever. Nor 
is it at all necessary to offer conversion of the silver that may be in circulation 
into gold. America did not make any such offer, nor did England when it made 
the shilling limited legal tender a hundred and fifty years ago. 

It was Currency unwisdom in the past that saddled India with the huge 
amount of token currency, against which Sir James Begbie, a Member of the 
Chamberlain Commission, had recorded his most emphatic protest. It will be, 
I submit, adding insult to injury if India is to be told to-day that it cannot 
have a Gold Standard unless it provides for conversion of the bulk of its present 
silver circulation into gold, and, as a necessary corollary, agrees to enslave itself 
economically to England or America to the tune of another £80 or £100 million. 

If the apprehensions that Sir Henry Strakosch seemed to have in mind still 
weigh on the minds of this Commission after the above examples of the silver 
circulation in England, the United States, etc., and if they still oosnsider that 
conversion may have to be offered 15-20 years hence when the Rupee is made 
limited legal tender, then, may I be permitted to point out that fixing the rupee 
at any higher ratio than 16c?. unnecessarily and heavily increases our gold 
liabilities under the Gold Standard in the matter of conversion of this silver 
token Currency as well as all other token Currency, and that this should be a 
further powerful argument for going back to 16c?. 

This reminds me of a further remark about the Ratio that I might be 
permitted to make here. Devaluation of currencies, i.e., reduction of the gold 
value of the Standard Unit, has been known for centuries, and we have seen 
instances of it in the last five years. Put in plain English it means nothing more 
than this : That an insolvent country is not able to pay its creditors — ^the holders 
of ite paper — full 20 shillings in the £, and compels them to accept less. Such 
a thing is fairly common in the case of both insolvent individuals and insolvent 
nations. 

The opposite of devaluation is so unknown in Economic History that there 
is not even a recognised term for it. The “ Statist ” calls it plus-valuation, and 
says India is the only instance since the War of such a thing as plus- valuation. 
This word may look harmless, but, in plain English, it means notning more nor 
less than that India is the only country that has deliberately arranged to pay 
its oreditoffs — ^the holders of its paper — ^more than they were entitled to. This 
is a thing absolutely unheard of, either among individuals or among nations. 
And, this would be done by the British Government, who claim to be the Trustees 
of India. 

There is another consideration that I hope the Ooanmission will also bear 
in mind when framing their final recommendations. If it is right to change 
the Standard Ratio to-day from 16c?. to 18c?. to suit the purposes of the present 
Government, it will be considered' an unimpeachable precedent by some future 
Government for once more changing it from 18c?. to 12». or 8c?. if it suited their 
purposes. Any change now recommended will stand' as such a precedent for the 
future. 


APPENDIX 19. 

Statement of evidence submitted by Mr. C. N. Vakil, M.A., M.Sc. (Econ.), 
F.S.S., Professor in the School of Economics and Sociology, University of 
Bombay. 

A Gold Standard and Gold Currency fob India. 

The Pre-War System. 

The pre-war system of currency and exchange in India has been known as 
the Gold Exchange Standard System. 

Under this system, the legal tender currency consisted of rupees, rupee notes, 
sovereigns and half-sovereigns. 

The Government had the monopoly of coining rupees at their discretion ; 
notes were issued against a certain reserve, a fixed part of which consisted of 
securities and the rest of coin or bullion; sovereigns and half-sovereigns were not 
coined in India, but could be imported. 
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Relation of the with the sovereign . — Government was willing to give 

15 rupees for a sovereign or gold of equivalent value, but was not bound to give 
a sovereign for the same number of rupees. 

The Gold Exchange Sta/ndard . — The underlying idea of a Gold Exchange 
Standard is that whereas silver pr any other cheap cuijrency would be used for 
internal purposes, the internal currency wouM be converted into gold — the inter- 
national currency, for meeting external obligations. As we have seen above, 
however, the people had no power to compel Government to give them gold in 
exchange for rupees, and in this respect we may say that India did not enjoy even 
a genuine Gold E<Boham,0e Standard before the war. 

Maintenance of the eotfChanye value of the rwpee . — ^If the Government had 
undertaken the obligation to give a sovereign for rupees at the rate of 1 to 15, 
just as they gave rupees for gold at this rate, the exchange value of the rupee 
would have been automatically stabilised at this rate, that is, at Is. 4id. 

Though such automatic stabilisation O’f the rupee was not secured under .the 
pre-war system, the Government adopted certain other measures to maintain the 
exchange value of the rupee at Is. 4d. 

Council Bills . — This is done with the help of the machinery of what are 
known as Council Bills. The Secretary of State for India requires certain large 
sums of money to meet his sterling expenditure in England on behalf of India, 
commonly known as Home Charges, but which we prefer to describe as English 
Charges.* Instead of sending the necessary funds from India, it has been found 
convenient to sell bills of exchange in England, the proceeds of which are used 
to meet English Charges. It is possible to do so, because normally India has an 
excess of exports, and those who have to send remittance to India on trade account 
are willing to buy these bills. The bills are ultimately cashed in India in rupees 
by the Government of India. In the pre-war years Council Bills were sold not 
only to meet English Charges, but also for other purposes as we shall see below. 

In order to maintain the exchange value of the rupee, the Secretary of State 
was willing to sell Council Bills at Is. ^d. per rupee without limit of amount. 
Without going into other details about these bills, we may say that this practice 
had the effect of preventing the exchange value of the rupee from going beyond 
tMs limit, which may be considered the upper gold point for India when exchange 
is stabilised at Is. 4rf'. 

If exchange became weak and had a tendency to fall below Is. 4if., the effective 
way to maintain it at that level was for Government to give gold or sovereigns at 
the rate of 1 to 15 in exchange for rupees. The Government was, however, not 
bound to do this, and the way in which Government tried to maintain exchange 
on such occasions was by the sale of bills in India on London, known as Reverse 
Councils at a rate of Is. 3 29/32<f. or slightly less, this being the lower gold point 
for India. 

The Gold Standard Reserve . — The capacity of the Government to sell Reverse 
Councils was limited by the amount of resources at the di^osal of the Secretary 
of State out of which he cashed them. In order that the Secretary of State may 
have sufficient resources for such emergencies, a special reserve was built up to 
maintain the stability of the rupee in times of weak exchange. This reserve is 
known as the Gold Standard Reserve. It consists of the profits on the coinage 
of rupees and the interest on the same. 

This was, however, not the only resource at the disposal of the Secretary of 
State to maintain exchange. A part of the Paper Currency Reserve was also 
kept in London and utilised for the purpose of cashing Reverse Bills 
when necessary. When the Reverse Bills were cashed out of the Paper Currency 
Reserve, a corresponding amount of notes' were withdrawn in India, which led 
to a contraction of the currency, and had the effect of raising the exchange value 
of the rupee. 

Expansion and Contraction of the Currency . — ^The coinage of rupees was 
as we have seen above in the hands of the Government. The only effective way by 
which the rupee currency was increased was by the sale of Council Bills in Eng- 
land, in casing which the Government issued rupees in India. 

* “The term ^ Home Charges’ is a great anomaly in the accounts of the Q-overnment of India. 
These charges represent the expenditure incurred in sterling in England by the Secretary of State 
for India. It was natural for the English ofdcials in the early days of the Company to select this 
term to represent these charges, for they were paid to their * home From the point of view of 
the Indian taxpayer who contributes to these payments, these charges are paid, out of his ^ home 
To avoid this ambiguity, we shall speak of these charges as the ^ English Charges ’ of the Govern- 
ment of India.” Of. Financial Developments in Modern India, by C. N. Yakil, page 3Q7. 
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The expansion of the currency thus depended on the demand of the Exchange 
Banks in Euigland for Council Bills, which in its turn depended on the state of the 
export trade of India. The real need for expansion of the currency, however, 
begins in |India as soon as the crops are ready to be moved from thousands of 
villages to the cities and the ports. The monetary stringency thus created is not 
met for some time, because the demand of the exchange banks for Council Bills 
takes time to become effective, and even then this demand is not sufficient to meet 
the stringency, which is partly due to the internal movement of goods meant for 
internal consumptipn and not for export. 

Though in the expansion of the currency, the people had some indirect share, 
it was not in their power to contract the currency at all. The rupee which forms 
the bulk of the currency is a token coin, and cannot be either melted or exported 
without loss. The contraction of the currency took place only when the Govern- 
ment sold Reverse Councils to maintain the exchange value of the rupee in times 
of weak exchange, and cashed them by means of the Paper Currency Reserve in 
England. 

We conclude, therefore, that the pre-war system was defective in as much as 
the volume of currency did not adjust itself to the requirements of the people at 
their will, or in other words, the system was not automatic. 

Management of the Currency. — This important function of expanding and 
contracting the currency which ought to be left to the free will of the people, was 
performed by the Government. In spite of the best of motives or knowledge, 
it may be said that Government officials are likely to commit mistakes in deter- 
mining such a delicate thing as the currency, requirements of the people at a 
particular time. 

'And we know as a matter of fact that during the pre-war days. Council Bills 
were sold for various purposes — ^to meet the sterling obligations of the Government 
of India, to transfer the Gold Standard and the Paper Currency Reserves from 
India to England, to suit the convenience of the trade and so on. The effect of all 
t.biR was that the number of rupees issued to meet these Council Bills was larger 
than required, with the consequence that prices rose. This was carried to such 
an extent that one of the anxieties of the Government during the pre-war yeap 
was to keep sufficient stocks of silver— or partty coined ruj^s— or later, mUy 
coined rupees — always ready to meet the unlimited flow of Council Bills which 
the Secretary of State was selling. 

On the other hand, when contraction of the currency became necessary, the 
action was not always prompt, as in the crisis of 1907-08. Besides, the power to 
contract the currency has been used not only to meet a genuine demand for con- 
traction, but also to achieve a certain result on which the Government had rightiy 
or wrongly set its heart. This was done when on the recommendations of thel 
Babington-Smith Committee, Reverse Councils to the extent of more than 55 
crores of rupees were sold to bring up the exchange value of the rupee to 2s. gold 
by contracting the currency. The currency was again contracted^ in very recent 
years not by the sale of Reverse Councils, but by a slight vamation of the same 
method. The sterling securities held in the Paper Currency Reserve in London 
were transferred to the cash balances of the Secretory of State for his ordinary 
requirements, and notes to that extent were cancelled m India. If this had not been 
done it would have been necessary to sell Council Bills on India leading to an 
increase in the volume of the currency. This was done when the Government had 
no definite exchange policy, and wben the condition of the trade did not require 
it The consequent tightness in the money market created a great suspicion among 
the commercial community regarding the currency and exchange policy of the 
Government. 

The conclusion from this is that the power to expand or contract th^ currency 
in the hands of the Government is likely to be wrongly used. It may be added 
that the Government should be above suspicion in these matters. 

Stability of Interred Prices. — ^As we have seen above, during the pre-war 
years, on account of the unlimited sale of Council Bills, more and more rupees had 
to be issued. This increase in the volume of the currency had its inevitable effect 
of raising the level of prices in India. If- we compare the price-level of India 
with that of gold standard countries like England and the IJ.S.A. during the 
pre-war years, we find that the rise in India was greater than in these other 
countries. 
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We conclude, therefore that the management of the pre-war system, in which 
the chief aim was the maintenance of the external stability of the rupee, did not 
give sufficient attention to its internal stability. 

Silver and the 'pre-war System . — We have seen above that tlm expansion of 
the currency in India depended on the sale of Council Bills. Or, the sale of 
Council Bills depended on the amount of rupees which the Goyernmem could 
issue in India. This means that if circumstances arose under which the Govern- 
ment of India found it difficult to issue rupees on account of the want of silver in 
sufficient quantities, the system would not work. 

During the war, this difficulty was experienced, and special measures had 
to be adopted on the one hand to economise the use of silver, and on the other to 
obtain special supplies of silver from the U.S.A. 

In any such emergency the price of silver is likely to rise. Because of the 
great demand for silver during the war in different countries, and also because of 
the failure of the Mexican supply, the price of silver rose, and rose to an undreamt 
of level. 

The rupee is a token coin. But with the existing weight and fineness of the 
rupee, it becomes profitable to nielt or export it when the price of silver goes 
beyond 43<^. per standard ounce in London, with ■ exchange at 1^. In other 
words, this may be considered the rupee-melting point. 

This difficulty arose during the war, on account of the phenomenal rise in the 
price of silver, referred to above. This meant that any further coinage of the 
rupee at the old rate would involve the Government in a loss. The alternative 
was to raise the exchange value of the rupee in such a manner that the temptation 
to melt or export it may not exist. But as the price of silver went on rising this 
policv involved a parallel increase in the exchange value of the rupee from Is. 
to 2s 

The principal aim of the pre-war system, namely, the maintenance of the 
exchange value of the rupee at Is. Ad. was thus frustirated by this external factor 
over which the Government and the people of India had no control. 

This leads us to the conclusion that if we continue the Gold Exchange 
Standard System with the token rupee as unlimited legal tender, we shall be at 
the mercy of the silver market, and all the evil consequences which it may involve. 

Sterling and the Qold Exchange Standard . — Another difficulty of the Gold 
Exchange Standard is also due to an external factor, over which we have no control. 
Under this system there must be a fixed ratio between our internal currency and 
gola for settling foreign transactions. In view of our connections with England, 
we naturally settle our foreign transactions through English currency, and it has 
been found convenient to have a fixed relation between the rupee and the sterling 
at 15 to 1. 

We did this on the assumption that sterling was equivalent to gold, and 
therefore good for international payments. But as soon as this assumption proved 
wrong by factors affecting the relation of sterling to gold, we were likely to be 
affected in an adverse manner. 

During the war, sterling depreciated with reference to gold, and the only 
currency on a par with gold was the American dollar currency. The sterling- 
doUar exchange therefore became the measure of the depreciation of sterling with 
reference to gold. This was, however, concealed for a time by the method of 
pegging the sterling-dollar exchange during the war. But as soon as this control 
of exchange betiween the two countries was removed in March, 1919, the depre- 
ciation of sterling became evident. 

The depreciation of sterling meant an increase in the London quotation for 
silver. As we have seen above, an increase in the price of silver means at a certain 
stage an increase in the rupee-sterling exchange. This meant that fluctuations 
in the dollar-sterling exchange had a corresponding and opposite effect on the 
rupee-sterling exchange. 

We come to the conclusion, therefore, that under the Gold Exchange Standard, 
the exchange value of the rupee is liable to be disturbed by another exteimal cause 
over which we have no contool, nambly, a change in the value of the sterling 
through which we make our foreign payments. 

. ToTcen Rupees and the Use of Gold ,. — Under the present system we are faced 
with a curious situation. On the one hand, India absorbs large quantities of gold 
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every year, as the statistics of trade will show. This gold is either turned into 
ornaments or hoarded as a store of value. On the other hand, there has come into 
existence a huge token currency of rupees, which are not convertible into gold at 
the option of the people. 

The people have naturally lost confidence in the rupee — ^because of its token 
character and because of the great fluctuations in its gold value, so far as foreign 
exchange is concerned. This is proved by the fact that the people are as a rule not 
willing to give out the gold which they possess, unless forced by circumstances to 
do They are afraid that if they once part with their gold for rupees, they will 
be in possession of tokens of fluctuating value, and that there is no guarantee that 
they will be able to get gold at the same rate, in exchange for rupees from the 
Government when they want it. 

The token rupee currency has thus the effect of encouraging the hoarding of 
gold which is extremely wasteful. A system under which the large quantities of 
gold that India has already absorbed and is absorbing every year, would be put to 
better use than at present is therefore urgently required. 

This argument has been ably developed by Sir James Begbie in his Note of 
Dissent to the Report of the Chamberlain Commission on Indian Currency and 
Finance. 

A State Bank and Curreney . — In all advanced countries, the Government and 
the Central Bank work in co-operation for the maintenance of a sound currency 
and exchange system. In fact, the actual day to day management is left to the 
Bank, over which the Government retains a certain amount of control. At the 
same time, the Bank is also in charge of the Treasury and other funds of the 
Government. In this way the complicated and expert work necessary to carry out 
any good currency system is in the hands of the expert officers of the Bank, who 
are obviously qualified for the same, and who are above political or party 
influences. 

By its very position as the Central Bank, it would be, as it were, a Bankers’ 
Bank, and thus be able to control the banking reserves of the country. In addition 
to this, the concentration of the general resources of the State and also of the 
Currency reserves would give it a pre-eminent position, and enable it to lay down 
a definite policy for the regular, uniform and effective management of the money 
market. 

Such a system is not yet in existence in this country. 

Summary of Defects. 

For the sake of convenience, let us summarise the chief defects of the existing 
currency and exchange system, that we have seen above : — 

(1) The expansion and contraction of the currency is not automatic, 
and the management of this function leaves room for grave mistakes on 
the part of Government. 

(2) The absence of a legal obligation on the part of Government to give 
gold for rupees does not secure the automatic stabilisation of the rupee, 
which is supposed to be the main function of the Gold Exchange Standard 
System, and in this respect therefore India does not enjoy even a genuine 
Gold Exchange Standard. 

(3) The pre-war system was directed to attain external stability of the 
rupee, but in doing so the internal stability of the rupee was sacrificed. 

(4) The system will break as soon as the price of silver rises to the 
rupee-melting point. 

(5) The system will also break as soon as sterling loses gold parity. 

(6) A huge token currency of rupees of fluctuating value has come into 
existence in which the people have lost confidence. In consequence, gold is 
being hoarded to a large extent. 

(7) A regular, uniform and effective management of the money market 
has not been hitherto possible, because the resources of the country are not 
under one management — as with a Central Bank. 

Rsmedies. 

A ^stem which shows such grave defects stands self-condemned. It is 
obvious that no partial changes in the Gold Exchange Standard system as it exists 
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to-day will remove all these defects. The efforts of the Babington-Smith Com- 
mittee and of the Indian authorities to do so have mi^rably failed only in recent 
years. The time has therefore arrived for a radical change in the Indian 
currency and exchange system. 

The Gold Standard has been universally ^knowledged to be the best currency 
system in practice, and is either in force in or is the ideal of all advanced 
countries. 

The most economical form of the Gold Standard which has been evolved in 
England may be thus described : — 

The only form of full legal tender is the notes issued under certain conditions 
— ^notes of the Bank of England and currency notes issued by the Gk»vernment. 
The gold value of the sterling is maintained by a statutory obligation on the 
Bank of England by which it is obliged to buy gold in unlimited quantities at 
the rate of £3 17^. dd. per standard ounce, and sell gold in bars ‘ ‘ containing, 
approximately, four hundred ounces troy of fine gold ” at the rate of £3 17s. lOJd. 
These rates correspond to the par of exchange. 

The effect of this system has been thus described : — “ In future the value 
of the pound sterling will be definitely fixed in terms of gold. If British money 
rises above the value of gold, so that less than £3 17s. 9d. will buy an ounce of 
standard gold, gold will be sold to the Bank of England; the volume of notes 
will increase and the value of British money in terms of gold will fall. On the 
other hand, if an ounce of standard gold fetches more than £3 l7s. lO-^d., British 
.money will be taken to the Bank to be there exchanged for standard gold in 
amounts of not less than 400 ounces fine. This will reduce the amount of British 
money, and this reduction will raise the value of the remainder.” (Cf. the Return 
to Gold by Dr. Gregory, pages 46-47.) 


Gold Standaed in India. 

The introduction of such a system in India is desirable and possible with 
one difference. In England though the sovereign is not in circulation at present, 
it was supposed to be in circulation before the war, and could be demanded by 
the public in exchange for notes. It is after using gold currency for a large 
numter of years or decades that the people of England have been accustomed 
to think of the pound sterling as equivalent to the sovereign which they could 
get at any time till before the war. 

In India, under present ciroumstances, the sudden introduction of gold 
notes as the only full legal tender without gold coins is likely to be misunderstood, 
and may not succeed. It is obvious, therefore, that for some years to come at 
least the Gold Standard in India will require both gold coins and gold notes in 
circulation. 

If a state of affairs could be imagined when a suitable goin coin and gold 
notes circulated in India as full legal tender, with other subsidiary coins 
including the rupee as limited tender, and when the Government of India bought 
and sold gold at rates corresponding to the par of exchange, we shall have a 
^^m as good as that evolved in England — a system which will be free from the 
defects of the existing system pointed out above. 

. j people will then learn the economical use of gold (defect 6) ; the expan- 
sion and contraction of the currengr wiU take place automatically (defect 1), 
^ ™ ^ternal and internal stability will thereby be attained (defects 2 and 3). 

Besides, the Indian system will no longer be liable to break by external forces 
as at present (defects 4 and 5). 


PeACTICAL DiE'I'ICDLTIES. 

introduction of such a plan is the 
WW rupees in circulation and in hoards. 

^ St^dard is in f^l operation as suggested above, the rupee must 
be redu^d to a subsichary position, and made a limited legal tender. But this 
involves the liability of the Government to convert the rupees into 
people, before declaring them limited legal tendL. It is 
LdTn estimate of the number of rupees 

i t£mS?S^im fi present purpose we may take 300 crSS 

SeS however that if the Govern- 

^t were required to convert all these rupees into.gold, it would be an impossible 
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Bat we need have no such fears. The large masses of the people are bound 
to require rupees for their small daily transactions. And when we bear in mind 
the extent of the territory, and the number of the population that will necessarily 
t rupees, we must come to the conclusion that it will be only those rupees 

which are in excess of such daily requirements that will be presented for 
conversion. ^ 

BesMes, if for the convenience of the poorer classes of the people, the l^al 
tender limit of the rupee be fixed fairly high, say at Rs. 100 at first, then the 
demand for (^aversion of rupees into gold will be smaller. This limit may Ite 
lowered at a later date. 

^ difficult to hazard a guess in these matters, we may say that at 

least 50 or^es of rupees will be presented for conversion, and that the maximum 
number which the Government should be prepared to convert may be put at 100 
crores. This does not mean that all such rupees will be presented at once or in 
any one conversion may be timed according to the resources at the 

d^^)osal of the Government, and be spread over a number of years, say at least 

_ It is obvious that when this process is going on, the Government shall not 
coin more rup^. In other words, as soon as the Gold Standard is decided upon, 
me coinage of fresh rupees will stop. The demand for an increase in the currency, 
if any, should be met by the issue of gold coins and gold notes. 

Simultaneously with the issue of gold coins or even before it, the Govern- 
ment should undertake to do what the Bank of England is required to do at 
pr^nt— -4o buy and sell gold at rates corresponding to the par of exchange. 
Like the Bank of England the Government of India may buy gold in any quantity, 
small or large, but may sell it only in certain large quantities. 

Such an ^tion will inspire confidence in the determination of the Govern- 
ment to establish the Gold Stendard, and though this may be followed by a rush 
on the Government for gold in the beginning, there will be obvious limits to the 
demand, which may be followed by an inflow of gold to the Government. 

Besoueces for a Gold Standard. 

In order to establish the Gold Standard, and to meet the liabilities that will 
be imposed on the Government thereby, there must be sufficient resources with 
them, and if they are not already sufficient, suitable arrangements should be made 
beforehand to acquire them as and when necessary. 

On the introduction of the Gold Standard it will not be necessary to main- 
tain a separate Gold Standard Reserve as at present. For our present purpose 
therefore the Grold Standard and the Paper Currency Reserves may be considered 
as one fund. The resources at the disposal of Government in the shape of tbia 
consolidated fund are as under : — 

Crores of Rs. 

Gold 22-3 (The figures for the Gold Standard Re- 

SilvOT coin and bullion 89-4: serve are of 31st October, 1925, and 

Indian Securities ... 57'1 those for the Paper Currency Reserve 

English Securities ... 63-2 are of 7th November, 1925), 

But as the existing rupee-sterling ratio on the statute book is 2s. the gold 
and sterling securities in the reserves are valued at this rate. In view of the fact 
that this rate is no longer in operation, the figures give an incorrect impression. 
As we propose later to fix the ratio at the pre-war rate of Is. ^d., the figures 
should stand as under : — 

Crores of Rs. 

Gold 33-4 

Silver coin and bullion 89*4 

Indian Securities 57-1 

English Securities 94'8 

We thus see that the amount of gold already in the hands of Government is 
worth 33’4 crores. We have now to nnd out the way in which Govermnent can 
get additional gold, if required. 

The very next item in the above figures suggests a second source. This large 
amount of silver already in the hands of Government will be of little use to 
them on the introduction of the Gold Standard. Besides, with the incomings of 
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rupees from circulation and hoards for conversion into gold, this stock of silver 
will increase still further. Though we cannot determine the amount oi additional 
silver which the Government will thus get, from what we have pointed out above, 
it is certain that this amount will be large. The only use to which Government 

put all this silver is to sell it and acquire gold instead. 

If the gold already on hand 'plus the gold acquired by the sale of silver is not 
sufficient, the Government must have recourse to the last item in the above figures, 
as the third item is not likely to be of much use for this purpose. It is submitted 
that the Government should sell its sterling securities to acquire more gold. 

It is possible, however, to utilise the sterling securities more effectively for 
this purpose of finding the necessary amount of gold in the early stages of the 
introduction of the Gold Standard. 

In spite of the pre-war policy of diverting gold from India, we had large 
imports of gold on private account in the settlement of our trade transactions. 
This policy of diverting gold from India will no longer be necessary as soon as the 
Gold Standard is established. In other words, the power of the Secretary of State 
to divert gold from India by the sale of Council drafts will disappear, and to this 
extent we shall have a larger import of gold than before. 

The Secretary of State may still sell Council drafts to the extent of his own 
requirements, including those of the High Commissioner, or the Government of 
India may purchase sterling in India to meet the English charges. 

But as it was done on certain occasions in the past, if the sterling resources 
already with the Secretary of State are used for his annual requirements, to that 
extent gold will have to ^ sent to India by those importers of foreign countries 
who may have taken our excess of exports, otherwise cancelled by the remittance, 
referred to above. ^ This import of gold into India will be in addition to that due 
to the absence of diversion of gold from India, to which reference has been already 
made. 

Such gold coming into India in either manner will take the place of Council 
drafts, or in other words of the issue of rupees in India as has been the case till 
now. Whereas up to now the demand for additional currency is met by the issue 
of more rupees to cash Council drafts, additional currency will henceforward be 
formed by the people tendering their gold to Government and asking for legal 
tender, coins or notes In other words, the gold which will come to India in either 
of the above manner will to a great extent be presented to the Government, and 
will be an additional support to the measures for the introduction of the Gold 
Standard. 


The capacity of the Government to keep up this inflow of gold into India by 
the method of using sterling resources in London for meeting the English charges, 
IS limited by the strength of these resources. The Government should, however, 
be prepared to allow gold to come in this way, if circumstances demand it, for 
^me time longer even after the sterling resources in England have been exhausted. 


This can be done by borrowin 
obviously be the last step, an< 


in London to meet the English charges. This will 

""ij -L — ~ before the time to have recourse to it has arrived, 

gold would have gone to India, and therefore to the Indian Government, in lar^e 
quantities This means that the demand for additional gold to be provided for 

^ it will mean 

an addition to the Public Debt of India, which the people of India wiU be prepared 

to i°*ort ttoS® “ 

reason why simh a step may become necessary is that the whole of the 
sting re^urces cannot be used up for introducing the Gold Standard. A 

have to retained on hand to ensure the converti- 
bility of the existing note issue. The difficulties of the Government mav however 

man can cjommand <^iiese subjects than a lay- 

resource oneratiorns of tLo n knowledge and experience regarding the 

people the officers of the currency requirements of the 

people, tne omceYs of the Einance and Currency Departments ^ould be able to 
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devise stages by which the Gold Standard may be introduced in India without 
undue delay on the one hand, and with as little cost and trouble as possible on 
the other. 

Sale of Silveb. 

We pointed out above that the rupees which will gradually return to the 
Government for conversion into gold, and which it may be considered will not go 
back into currency, will have to be melted and sold. The same will have to be done 
with the stock of silver, coin and bullion, already in the hands of the Government. 
The Government will obviously lose in this transaction (1) because of the token 
character of the rupee, and (2) because this action will have a depressing effect on 
the silver market. This second loss can be minimised if the sale of silver is spread 
over a series of years, and managed with due regard to the state of the silver 
market. 


Effect on Gold and Silver Markets. 

It may be said that an action on these lines will have grave effects on the 
precious metals — that the price of gold will rise and that of silver will fall, with 
consequent effects on the prices of commodities measured in gold or silver. 

The Government and the people of India need not be afraid of any such cry. 
India has every right to reform her currency and the other countries are strong 
enough to manage their own affairs if they are adversely affected by the action of 
this country. When silver was demonetised by the Western countries, the harm 
done to India was not considered by them. And if now India asserts her right to 
have gold for the precious exports which she sends abroad, it is nobody’s business 
to interfere. 

These remarks are made deliberately. Proposals for the establishment of a 
Gold Standard with a Gold Currency in India were made on several occasions 
before this. This is, however, not the place to discuss the history of this question 
since the famous minute of Sir William Mansfield was written in 1864. But even 
a cursory perusal of the currency history of India shows that the introduction of 
this the only good system for India was denied because England and other 
countries were afraid of the drain of gold to India.* 

Fortunately for us, the western coimtries are now faced with larger stocks of 
gold than they can handle without endangering its purchasing power. It is, there- 
fore, to their benefit that gold should be used to a larger extent than before by 
other countries for currency purposes.! 

The Gold Coin. 

Since the sovereign and the half-sovereign were made legal tender in India in 
1899, the people of India have become familiar with its use. At the same time, 
our connexion with England points to the desirability of our having the sovereign 
as our gold coin. 

Without going into historical details, we may, however, point out one great 
obstacle which has come in the way of the establishment in India of a gold mint to 
coin the sovereign. If we ado'pt the sovereign as our coin, we shall be required to 


“ It; seems much more likely that silver owes its position in India to the decision which the 
Company made before the system of standard gold and token sUver was accidentally evolved in 
1816 in England, and long before it was understood ; and that the position has been maintained 
not because Indians dislike gold, but because Europeans like it so well that they cannot bear to 
part with any of it ((7/1 Professor Cannan in his Foreword to “The Problem of the Rupee” by 
B. R. Ambedkar, page xiii). 

t “ This reluctance to allow gold to go to the East is not only despicable from an ethical point 
of view. It is also contrary to the economic interest not only of the world at large, but even of 
the countries which had a gold standard before the war and have it still or expect soon to restore 
it. In the immediate future gold is not a commodity the use of which it is desirable for 
these countries either to restrict or to economise. From the closing years of last century it 
has been produced in quantities much too large to enable it to retain its purchasing power and 
thus be a stable standard of value unless it can constantly be finding existing holders willing 
to hold larger stocks, or fresh holders to hold new stocks of it. . On the whole it seems fairly 
certain that the demand of Europe and European-colonised lands for gold will be less rather 
than greater than before the war, and that it will increase very slowly or not' at all. 

“ Thus on the whole there is reason to fear a fall in the value of gold and a rise of 
general prices rather than the contrary.” “ A much more practical way out of the difBLCulty 
is to be found in the introduction of gold currency into the East- If the East will take a 
large part of the production of gold in the coming years it will tide us over the period which 
must elapse before the most prolific of the existing sources are worked out (Of- Professor 
Cannan, Ibid^ pages xiii-xv). 
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constitute the Indian mint a branch of the Royal Mint in England under the 
provisions of the latter’s charter. This difficulty has already been a source of 
trouble in the past, and India need not be at the mercy of the Royal Mint in 
England for this purpose. 

The effective way out of this difficulty is to have a gold mohur — a separate 
Indian coin — of the same weight and fineness as the sovereign. This will give us 
all the advantages of the sovereign without its disadvantages, inasmuch as the 
Government of India need not wait for the sanction of the Royal Mint in coining 
the gold mohur. 


Rate of Internal Exchange. 

Under the Gold Standard the external exchange will be maintained by the 
sale and purchase of gold by Government as suggested above. Besides, it will be on 
a par with that of England, the sovereign and the mohur being identical for all 
practical purposes. 

The question of internal exchange or the relation of the rupee to the mohur 
becomes a subsidiary question. It will no more raise those mysterious controversies 
and hair-splitting differences which have hovered round the question of the rupee- 
sterling exchange under the Gold Exchange Standard system. 

The best thing to do is to adopt the ratio of Rs. 15 to 1 mohur on the simple 
and solid ground that the people have been accustomed to it for many years, and 
have found it convenient for all calculations. Jn such matters, the sentiment of 
the people should be respected, and the sentiment is decidedly in favour of this 
ratio. Besides it is not likely to do any harm which the opponents of this ratio 
may point out, because the supposed harm is with reference to the external value 
of the rupee, which is no longer required to be considered. 

It may be added that the adoption of this popular ratio will facilitate the 
introduction of the GdM Standard. One of the main difficulties which we 
discussed above is the drain on Government for gold, on account of its liability to 
convert rupees into gold. If the ratio be 15 to 1, the drain on Government will 
be materially less than if the ratio be 13-|^ to 1, which is advocated in some quarters. 
For one gold mohur the people wiU have to tender 15 rupees under our suggestion, 
whereas in the other case they will get a mohur for less number of rupees. And 
when the extent to which this conversion is likely to take place is taken into 
account we shall realise that the other rate will involve the Government in a great 
loss, which can be easily avoided. 


Note-issue. 

awpee Notes .- — Even when the rupee is made limited legal tender, rupee-notes 
of smaller denomination, that is of Rs. 10 and 5, may be allowed to remain in 
circulation. It should, however, be understood that these notes are in place of 
tokens, and hence limited legal tender like the rupees which they represent. When 
a genuine demand for additional currency takes place, efforts should be made to 
put into circulation gold coins and gold notes. 

G(^d Notes . — Gold notes of the denomination of 1 gm. (gold mohur) ; 5 gms., 
10 gms., 100 gms., 1,000 gms., may be issued. 

Pwp 0 r Currency Reserve . — The constitution of the Paper Currency Reserve 
will have to be changed. It should consist of (1) sufficient amount of gold and 
gold coins to convert gold notes ; (2) of subsidiary coins, namely, rupees, to convert 
rupee notes; ^d (3) of securities. The general principle of the existing per- 
manent constitution may be followed. At least half the gross circulation of notes 
should be ^pported by a metallic reserve, which should primarily consist of gold 
or gold coins. The amount of silver need not be more than half the gross circula- 
tion of rupee notes. The fiduciary portion should consist of easSy realisable 
securities, chiefl.y mohur or sterling. ^ 

Management of the Pa-per Currency . — The management of the Paper Cur- 
rency should be handed over to the Imperial Bank, which should have a separate 
departm,ent for doing this work. 


The Imperial Bank. 

Suitable l^islation will have to be passed to ensure the control of the Govern- 
ment over the Bank in the proper .discharge of its important duties regarding the 
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management of the Government balances, and Paper Currency. The buying and 
selling of gold, which will be a necessary feature of the Gold Standard, should 
also be handed over to the Bank, as in England. The Bank should also be entrusted 
with the remittance transactions of the Government, which will, under the Gold 
Standard, be of less importance than before. 

Detail regulations regarding the management of each of these important 
functions should be laid down. The veto of the State in certain important matters 
should be secured. There should be a certain number of official and non-of&cial 
directors nominated by the Government. A majority of the directors should be 
Indians, and an effective arrangement should be made regarding Indianisation 
of the Bank’s service. 

Indianisation should not mean the selection of a few Indians for the posts 
of subordinate officers. It should mean that all posts in the gift of the Bank will 
be open to Indians first, provided q^ualified men are available. In order to ensure 
such qualifications, the Bank should be required to put on special training a 
certain number of selected and tried men, or send a certain number of such men 
for higher training abroad, at the expense of the Bank, every year. 

Advantages of a Gold Standard. 

(1) The establishment of a Gold Standard and Gold Currency as outlined 
above will put the Indian Currency system on the soundest of basis hitherto con- 
trived. It will be a necessary transition to that stage when gold notes will be the 
only full legal tender, and gold coins will not circulate as in Engand. 

(2) This system will give us stability of internal prices and external exchange. 

(3) Complaints about the mismanagement of the currency system, and some- 
times of undesirable motives in connexion with it on the part of Government will 
no more exist.* 

(4) People will learn to use their hoarded gold in a better way on the one 
hand, and foreign capital, if required, will be available with greater ease than 
before on the other. 

(5) The Finances of the Government will no longer be upset by that 
mysterious item, loss or gain by exchange. 

(6) It will relieve Indian trade and industry from aU those defects of the 
present system from which they have suffered so long. 

(7) In short, in so far as a sound current system can help the economic 
development of a country, the right step will have been taken. 

Summary of Recommendations. 

(1) That the coinage of rupees should be stopped. 

(2) That the demands for additional currency should be met by the issue of 
gold coins and gold notes. 

(3) That a separate gold coin, called the mohur, of the same weight and fine- 
ness as the sovereign be issued by the Indian mints. 

(4) That the Government should undertake, through the Imperial Bank, to 
buy and sell gold at rates approximately equal to the par of exchange, as is done 
by the Bank of England. 

(5) That the resources to introduce the gold standard with gold currency are 
adequate, and can be increased, if necessary, by suitable arrangements. 

(6) That the detail stages by which this should be done need to be carefully 
worked out on the general lines suggested. 

(7) That after a certain period, the Government should declare the rupee a 
limited tender, the limit being fixed at Es. 100 at first, and lowered subsequently. 

(8) That the rupee notes of Es. 10 and 5, may remain in circulation with the 
same legal tender limit as the rupee. 

• The recent experience both of belligerents and nentrals certainly shows that the simple 
gold standard, as we understood it before the war, is not fool-proof, but it is far nearer being 
fool-proof and knave-proof than the gold-exchange standard. The percentage of administrators 
and legislators who understand the gold standard is painfully small, but it is and is likely to 
remain ten or twenty times as great as the percentage which understands the gold-exchange 
system. The possibility of a gold-exchange system being perverted to suit some corrupt purpose 
is very considerably greater than the possibility of the simple gold standard being so perverted ” 
{Of, Professor Cannan, in his Foreword to “The Problem of the Rupee” by B. B. Ambedkar, 
page xii). 
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(9) That for internal exchange the ratio of the rupee and the mohur should 
be 16 to 1. 

(10) That gold notes of the denomination of 1 gra., 5 gras., 10 gras., 100 gras., 
1,000 gms. should be issued. 

(11) That in the Paper Currency Reserve at least half the gross note circu- 
lation should be supported by a metallic reserve, primarily of gold, and the rest 
by securities, chiefly mohur and sterling. 

(12) That the management of the Paper Currency, of remittance transactions, 
and of the sale and purchase of gold should be handed over to the Imperial Bank, 
over which there should be adequate control to ensure the interests of the State 
and the public, with effective provisions for Indiaiiisation of the Bank’s service. 


APPENDIX 20. 

Statement of evidence submitted by Mr. P. A. Wadia, M.A., Professor of 

Economics and Politics, Wilson College, Bombay, and Mr. G. N. Joshi, 

M.A., Professor of Economics and History, Wilson College, Bombay. 

1. Before the outbreak of the War the civilised world had settled down in 
matters of currency to the gold standard after a prolonged and varied experience. 
Silver which had up to the third quarter of the nineteenth century preserved its 
position alongside of gold as a monetary standard was subsequently abandoned by 
one country after another, and reduced to a token currency. The only countries 
which before 1914 did not possess a gold standard were China and Indm. The 
gold standard, as it existed before the "War, rested on a few simple principfles. 
The sole legal tender money consisted of gold and of substitutes which were con- 
vertible into gold at the option of the holder. The effective and ever-increasing 
use of these substitutes — ^bank notes, cheques, and bills — depended on the con- 
fidence in the public mind that whenever gold was wanted for internal purposes or 
for export, it was readily available. If relative stability in the purchasing power 
of the monetary unit in terms of commodites is the criterion by which the sound- 
ness of a currency system is to be judged, experience had demonstrated that gold 
was better fitted for serving as the basis of currency than any other commodity, 
tfie-giold standard secured both relative stability in the internal level of prices, and 
stabilityTnt'he'fQreign exchanges. The experience of the War and the post-war 
years has confirmed this judgment in favour of the superiority of the gold 
standard. The belligerent countries during the War resorted to enprmous issues 
of paper money to meet the cost of the War, instead of meeting that expenditure 
by taxation and loans. The paper money soon became inconvertible, the gold 
standard disappeared, prices rose enormously, and the fluctuations in the price 
level combined with the dislocation of the foreign exchanges in disorganising 
trade and industry, discouraging savings, and endangering the very foundations 
of economic life and prosperity. 

2. The problem that faces the Western countries to-day is the problem of 
securing stability in the level of prices, securing a monetary unit which could 
cease to fluctuate from day to day, and it is also a problem of securing stability in 
the foreign exchanges, which would restore confidence and foster the revival of 
international trade. It is felt that a restoration of the simple gold standard would 
contribute to European recovery and prosperity as almost no other single measure 
will, that the introduction of the gold standard at the present time is possible in 
practically aU European countries with their substantial gold reserves; and that 

prospective short period fluctuations in the purchasing power of the monetary 
unit under a gold standard can be substantially controlled by credit operation 
judiciously exercised by banks. 

3. The fear of deflation resulting in increased unemployment in a country 
like^ Great Britain, which has reached what one may call the limit of Tnfl.v i TrmTn 
utilisation of her industrial resources, and the^fear of redundancy of gold leading 
to a sudden fall in its value in terms of commodities, have led Mr. J. M. Keynes to 
advocate the permanent abandonment of gold as a standard, and the adoption of 
a system of managed currency based on index numbers for the future. But these 
proposals have^been condemned as- theoretically unsound by leading representa- 
tives of economic thought, and have been rejected in practice by the virtual resump- 
tion of the gold standard in Great Britain in May, 1925, 
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4. In India the same question of monetary reform has been opened up again 
by the appointment of a royal commission to “ examine and report on the Indian 
Exchange and currency system and practice, to consider whether any modifica- 
tions axe desirable in the interests of India, and to make recommendations.” We 
must remember, however, at the outset that whilst the main problem for European 
countries to-day is that of finding methods of reverting to the pre-war gold 
standard, subject to such, modifications in the direction of further economy in 
the use of gold for internal purposes as the lessons of the last ten years may have 
taught them, the problem for India is not a simple issue of this nature — ^not a 
question of simply returning to the pre-war currency system. The terms of refer- 
ence of the present commission are wide enough to allow us to raise a more funda- 
mental issue. Ever since the closure of the mints to the free coinage of silver in 
1893 this country has been subjected to a series of experiments in matters of 
currency; whilst, having as our goal, the gold standard, we have drifted between 
1900-1914 into a system which has been called the gold exchange standard; this 
system was abandoned owing to the abnormal conditions which ensued on the out- 
brealc. of the War. The question now before this countr}'" is therefore of wider 
import than one of merely returning to pre-war conditions; it is briefly the ques- 
tion, What is the system of currency that is best adapted to the requirements of 
this country ? Are the principle and practice of the gold exchange standard calcu- 
lated to meet these requirements? And if not, can the simple gold standard 
meet them more effectively ? Finally, if the gold standard is economically desir- 
able, is it practicable? 

5. ^ W^e shall endeavour to answer these questions in the order in which we 
have raised them, and shall preface our answer by a brief history of our currency 
measures between 1893 and our own days. 

History. 

6. India had a gold standard and gold currency in the past; it was only in 
the first half of the nineteenth century that the East India Company reorganised 
the currency system, making silver money the sole legal tender. The violent 
fluctuations in the gold price of silver, which began about 1870, led the European 
countries to abandon silver as standard money in favour of gold. In India these 
fluctuations in the gold price of silver raised problems of a somewhat different 
character-r-primarily concerned not with instability in the internal level of prices, 
but with the upsetting of budget calculations, the increase of taxation, and with 
instability in foreign exchanges, which affected the foreign trade. The Govern- 
ment of India desired to secure greater stability in the foreign exchanges, in par- 
ticular, the sterling value of the rupee, and, as an initial measure, closed the 
mints to the free coinage of silver in 1893. When the relative stability in the 
sterling value of the rupee was secured in 1898, the Fowler Committee recom- 
mended the introduction of the British sovereign as “ a legal tender and a current 
coin in India ” and the opening of Indian mints for the coinage of gold. The 
Fowler Committee looked forward to “ the effective establishment in India of 
the gold standard and currency,” the Coinage Act of 1899 made the sovereign 
legal tender, with the token silver coins in circulation as unlimited l^al tender. 
Arrangements were made for opening a gold mint ; but these arrangements were 
shelved owing to the- hostility of the British Treasury. The Fowler Committee 
recommended that no further coinage of rupees was to be resorted to till gold 
occupied a predominant position in circulation, and that the profit on the coinage 
of rupees was to be set apart as a separate fund. 

7. Anxious to meet the home charges and the trade demand for rupees, the 
Government of India found in the surplus sale of Council Bills a ready and con- 
venient method; Mr. Lindsay had suggested it to the Fowler Committee, and the 
continued favourable balance led the Gtovernment to fresh coinage of rupees, a 
process which started as early as 1901 ; gold was economised, and the dues of India 
were settled at the same time. The profits on the coinage of rupees were accu- 
mulated in a reserve Called a Gold Standard Reserve, which was soon transferred 
to London on the ground that in case of adverse balance India would be saved the 
cost of transmitting gold to London. Whilst the Government thus drifted in 
practice into the Gold Exchange Standard, as late as 1912 it wrote to the Secre- 
tary of State : “ It is, we think, an undisputed fact that the establishment of a 
gold currency was regarded as the logical and natural sequence of the closing of 
the mints to silver and the necessary accompaniment of a gold standard. Such a 
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measure will mark a step along the path which has been authoritatively accepted 
as the line on which our currency must develop, and in time it will be of great 
assistance in maintaining the stability of our currency system.” 

8. The Chamberlain Commission in 1914 definitely advised the Government 
of India to abandon the idea of an effective gold standard, and sanctified the then 
existing gold exchange standard. “ Our view is,” the Commissioners observe, 
” that India neither demands nor requires gold coins to any considerable extent 
for purposes of circulation, that the most generally suitable media of internal 
circulation in India are at present rupees and notes, and that the Government 
should, as opportunity may offer, encourage notes, while providing — and this is 
the cardinal feature of the whole system — absolute security for the convertibility 
into sterling of so much of the internal currency as may at any moment be required 
for the settlement of India’s external obligations.” 

9. Before these recommendations could be considered the War broke out; 
India found herself a creditor country on a large scale ; the Government of India 
to liquidate these obligations went on purchasing silver and coining rupees. When 
the price of silver rose above 43^?. an ounce further coinage at the existing rate 
became impossible ; the rate of exchange broke loose from its frail moorings ; the 
fiduciary portion of the Paper Currency Reserve, which was only 14 crores before 
the War, was increased till it reached nearly 100 crores in 1919. As backing to 
the reserve Government showed investments in British Treasury Bills, but as this 
was not enough, a portion of India’s favourable balance was adjusted by a gift 
of £100,000,000 to the British Treasury. In the meantime exchange rose in 
sympathy with the price of silver from Is. 4<f- to 2s. ^d., and finally to 2s. IQd in 
1920. 

10. The complete breakdown of the foreign exchanges led the Government at 

the end of the War to appoint the Babington-Smith Committee, which once again 
sanctified the Gk»ld Exchange Standard, this time at a new ratio of 2siA. gold to 
the rupee ; they also recommended at the same time the opening of a mint for the 
coinage of gold. The ratio was accordingly altered to 2sA. by the Coinage Act of 
1920. Shortly after the price of silver fell below 2sA. ; and the Government of 
India endeavoured to maintain the legal rate by the sale of reverse bills. Taking 
advantage of the situation, all those who had been unable to remit money during the 
War tendered rupees to the Government at the 2sA. rate, and bought claims on 
the Secretary of State, which were met from the liquidated Treasury Bills and 
other balances belonging to India. The process went on for some time, involving 
the Government in a loss of 45 crores of rupees. The attempt had to be finally 
abandoned, with the result that the exchange fell to Is. 7<^., then Is. M., and 
reached Is. Zd. in 1921. The market rate was left to itself, though the legal rate 
was 2s. During these last five years India has had continued favourable balances, 
but no additions have been made to the volume of her currency. By careful 
manipulation of the volume of money a working stability in the neighbourhood of 
Is. 6a. has been secured during the last 12 months, and Government have 
announced that till the finding of the Commission they will not allow the exchancre 
to go beyond Is. 6«?. ® 

. Thus Indian Currency consists of sovereigns (occupying an insignificant 
position) rupees, and notes. The rupees are token coins, but legal tender to an 
u nlim ited extent. Between 1900 and 1914 sovereigns were convertible into rupees 
at the rate of 1 to 15, but rupees were not legally convertibles' into sovereigns The 
exchange rate remained stable at Is. 4d. during this period. During the War the 
exchange broke down; after the War it was fixed at 2sA., only to be abandoned 
again. To-day it has been maintained fairly steady at Is. 6J., with the help of 
two factors a favourable balance of trade and tne gold price of silver below 
iiZd, an ounce. 


The Gold EMcheungo Sta/ndcurd. 

present Commission, amongst other things, is asked to consider 
whether any modifi^t ion s ” in the present currency system “ are desirable in 
the interests of India. We hope to be excused for urging that the TYiain issue, in 
OTW opinion, IS the question of abandoning or continuing a currency system into 
whicm the Governm^t of India drifted, a system which was found conyenient in 
practice, and was therefore subsequently pronounced to be theoretically sound. 
It on an examination of the theory and practice of the Gold Exchange Standard 
^stem It is fotmd to be theoretically unsound and practically harmful to the 

the question of considering modifications does not arise 
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13. The only economist of reputation who offered a theoretical defence of the 

Gold Exchange Standard before the War was Mr. Keynes, who, in his “ Indian 
Currency and Finance,” indicates the fundamental principle of a sound system 
of currency as below : “ The Currency problem of each country is to ensure that 
they shall run no risk of being unable to put their hands on international currency 
when they need it, and to waste as small a proportion of their resources on hold- 
ings and actual gold as is compatible with this. . . . As long as gold is avail- 

able for payments of international indebtedness at an approximately constant 
rate in terms of the national currency, it is a matter of comparative indifference 
whether it forms the actual national currency.” “ Speaking as a theorist, I 
believe that it contains one essential element — ^the use of a cheap local currency — 
artificially maintained at par with international currency — in the ideal currency 
of the future.” 

14. The Chamberlain Commission, using almost identical language, pointed 
out that the cardinal feature of the gold exchange standard in India was 
“ absolute security for the convertibility into sterling of so much of the internal 
currency as may at any moment be required for the settlement of India’s external 
obligations.” We cannot allow this statement to pass without noticing that so far 
as India is concerned this cardinal feature does not exist so long as there is no 
legal obligation on the part of the Government of India to convert the rupee into 
sterling. 

15. Mr. Keynes gives us this further description of the Gold Exchange 
Standard : “ The Gold Exchange Standard may be said to exist when gold does 
not circulate in a country to an appreciable extent, when the local currency is not 
necessarily redeemable into gold, but when the Government or Central Bank 
TnAkfta arrangements for the provision of foreign remittances in gold at a fixed 
■mfl.xiTrmTn rate in terms of local currency, the reserves necessary to provide these 
remittances being kept to a considerable extent abroad.” 

16. Briefly, the claims made on behalf of the Gold Exchange Standard are 
that it secures stability of exchange, diminishes the pressure on gold, and provides 
a cheap medium of exchange for internal currency. It is a cheap, efficient, and 
economical system. 


Examination of the Theory. 

17. In his ” Indian Currency and Finance ” Mr. Keynes contends that the 
Gold Exchange Standard has for its fundamental object stability of exchange. He 
further contends that the only purpose of a sound currency is to secure fixity of 
foreign exchanges, and to provide facilities for payment of foreign debts. Now it 
is an elementary principle familiar to every student of economics that sound system 
of currency fulfils certain indispensable objects, and satisfies a few basic needs of 
economic life. It supplies a standard of values, offers a universally acceptable 
mqdium of exchange, serves as a standard for deferred payments, and as a store 
of values. Briefly, a sound system of currency secures relative stability in the 
purchasing power of the monetary unit in terms of commodities, and therefore 
also secures stability of exchanges. In his “ Indian Currency and Finance ” Mr. 
Keynes makes fixity of foreign exchanges the primary concern of a sound mone- 
tary system. But in his “ Tract on Monetary Reform ” he gives up this earlier 
view, and maintains “ stability of exchange is in the nature of a convenience, 
which adds to the efficiency and prosperity of those who are engaged in foreign 
trade. Stability of prices, on the other hand, is profoundly important for the 
avoidance of various evils.” If. the gold exchange standard aims primarily at 
fixity of exch^ges, it is aiming at what is merely a facility or convenience to 
those engaged in foreign trade, and not at what is of profound importance to the 
country at large. Assuming that the gold exchange standard secures stability of 
foreign exchanges, does it secure relative stability in the internal level of prices 1 

18. Whilst we have experience in favour of the proposition that an effective 
gold standard secures both a stable level of prices and stability of exchange, the 
history of Indian prices during the period 1900-14 makes it sufficiently clear that a 
gold exchange standard does not secure stability in the price level, ifetween 1900 
and 1914 there was a rise in the price level in India which had nothing analogous 
to it in the history of the price levels in other countries. This extraordinary rise 
in price level can only be accounted by the over-issue of the token rupees that 
took place in the same period. But Mr. Keynes claims that after the War India 
has secured the advantages of a relatively stable level of internal prices. In the 

. first placej Mr. Keynes himself admits that this was brought about more perhaps 
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by chance than by design. In the second place, this relative stability of prices 
in India is a misleading statement, as it is the result of a comparison with 
countries like Germany, France, and Russia, that had over-issued paper money, 
and suffered from violent fluctuations in price level. And even if India secured 
the advantages of a relatively stable price level after the War, this was due not 
to the Gold Exchange Standard, which has ceased to function during the last 
seven years, but to the restriction in the issue of currency by the Government with 
a view to maintain a higher rate of exchange since 1921. Finally, the stability 
of price level in detail, for whch Mr. Keynes pleads, and which may be desirable 
for a country like Great Britain, which has reached the point of maximum utilisa- 
tion of her industrial resources, and for which therefore fluctuations in either 
direction may spell unemployment and misery, may not be equally desirable for 
a country like India, with potentialities of industrial development in the future, 
and for whom therefore slowly rising prices, not due to over-issue of tokens, but 
resulting from the adoption of a gold standard, may be^ a necessary stimulus to 
industrial expansion. Great Britain desires stability in detail, or short term 
stabilty because of the fear of deflation ; in India it is not falling, but rising, 
prices against which we are sought to be protected by a managed currency. And 
a slow and natural rise in prices is not necessarily harmful. 

19. If we turn to the question, has the Gold Exchange Standard during the 
period that it worked, namely, 1900 to 1914, secured stability of exchanges, the 
answer is simple. Stability of exchange under the Gold Exchange Standard is 
practicable, and can be maintained at any ratio at or above Is. M,. so long as India 
has a favourable balance of trade, and so long as the price of silver is below 
43(f. an ounce. These two conditions were present during the period. When in 
1907 one of these conditions was absent the system was on the point of breaking 
down, and during the War, when the second condition was absent, it broke down 
completely. Stability of exchange under the Gold Exchange Standard depends 
upon conditions which the Gold Exchange Standard itself does not necessarily 
secure. 


Im'perfections of the Gold Exchange Standard. 

20. — (1) Under this system the rupee has been reduced to the position of an 
inconvertible note printed on silver ; the printing of these notes is at the discretion 
of the Government, and the Government of India went on coining rupees between 
1900 and 1914 irrespective of all considerations of the actual demand for money. 
The one tangible proof of the over-issue of our rupee currency is to be found in the 
continuous rise in the level of prices in India from 1900 to 1914 far in excess of the 
rise in the level of prices in the rest of the world in the same period. The reasons 
for this inflation of prices in India are obvious. The additions to the rupee 
currency made from time to time owing to the normally favourable balance of 
trade are incapable of being withdrawn ; the rupee currency admits of expansion 
but not of contraction. The rupee does not permit of being melted ; people will not 
hoard it to any appreciable extent, because its value is arbitrary ; and it has no 
use as a coin for export. Whereas under an automatic system of currency, like the 
Gold Standard, with an open mint, there is a mechanism for the expansion and 
contraction of currency, according to the needs of commerce; under the gold 
exchange system there is ample provision for expansion, but no provision for 
contraction. 

(2) As a result of this lack of provision for contraction we find the currency 
system inelastic, and incapable of readily responding to the demands of the 
market. In a country like India where there is a seasonal demand for currency, 
and banking facilities are either unknown or undeveloped, the evils of an inelastic 
currency are accentuated by a system which leaves the management of the currency 
in the hands of a body which is not in touch with the day-to-dav requirements of 
the commercial community. This inelasticity is indicated by the violent fluctua- 
tions in the bank rate as between different months of the year, and is a suJBBLcient 
condemnation of a monetary system devised and intended to supply money to the 
people when they want it. There must be something intrinsically wrong with a 
currency system that permits the bank rate to rise from 4 to 9 per cent, at a timfl 
when the country has an outstanding balance of several crores of rupees in her 
favour from month to month. 

(3) _ The Gold Exchange Standard seeks to stabilise the exchanges by a 
mechanism which involves the sale of Council Bills by the Secretary of State to an 
unlimited extent in normal times when the balance is in favour of India, and by 



APPENDIX 20. 


191 


the sale of reverse Bills in exceptional years, when the balance turns against India. 
If the mechanism worked smoothly for a number of years, it was because the 
balance of trade was almost always in favour of India, and made it profitable for 
the Secretary of State to go on selling Bills and making a profit on the coinage of 
rupees. This inechanism for stabilising exchanges can only be efiective, if there 
is legal obligation on the Government of India to convert rupees into gold. So 
long as this legal obligation does not exist, the mechanism is one-sided and can 
never be effective — ^nay, what is more, the absence of this obligation makes the 
currency system of India a hybrid system, neither a Gold Standard nor a Gold 
Exchange Standard. 

(4) The most serious disadvantage to the country that the Gold Exchange 
Standard involves is that it leads to the frittering away of her gold resources at 
a stage of her economic life when she needs all the gold that she can possibly 
command for the development of her agriculture and her industries. This dissipa- 
tion of the gold resources is brought about in a two-fold manner : firstly nearly 
£60,000,000 worth of her gold, including £40,000,000 in the Gold Standard 
Beserve, is locked up in London for the stabilisation of her exchanges and secondly 
increasing quantities of gold from year to year have been imported into the country 
without being mobilised and used for the development of her economic life. 

21. It has been urged that the Gold Reserve should be located in London, 
because in case of an adverse balance India will require gold in London; London 
is the Clearing House of the World; and gold in London means saving freight 
charges, and interest, and payment on spot. This case for the location of the 
reserve in London is clearly put forward in a speech delivered by Sir Basil Blackett 
in December, 1923 ; “ For foreign debt must be paid in international currency. 
If India is called upon to meet &r indebtedness at a time when she is unable to 
provide goods in sufficient quantity, or insufficiently short time to satisfy her 
creditors, she must find cash at short notice. Normally an adverse balance could 
be met by borrowing cash; but borrowing abroad is not desirable in itself, and in 
a crisis may become impossible. It is, therefore, necessary to keep reserves of ready 
cash for tlie purpose. It is essential that our external reserves should be available 
in case of need without delay at an international financial centre.” 

22. These contentions it is not difficult to meet. In the first place India is 
normally not a debtor, but a creditor country. In normal years she has to receive 
and not pay gold. Even if there is an adverse balance, it can be adjusted by the 
operation of the bank rate or by the flotation of a temporary loan abroad. Sir 
Basil overlooks the operation of an effective discount rate under the gold standard 
with a centralised reserve. If these expedients fail, gold may be shipped abroad 
to meet her foreign obligations. But it may be urged that India has to pay every 
year Home Charges to the extent of £27,000,000 and in the case of an adverse 
balance there will be difficulty in the adjustment of accounts as India has a silver 
currency. Normally the Home charges are met by the export of commodities 
covered by the Secretary of State’s Bills ; and these bills are sold all throughout 
the year. In any case the balance of dues may be met by the shipment of gold in 
the last resort. 

23. With a gold standard in India the Imperial Bank may be left to itself 
to keep if it thinks proper a portion of its gold reserve in sterling securities in an 
international centre like London; a measure like this would not lock up, as the 
present Gold Exchange Standard does, the total gold reserves of this country in 
London and deprive India of the means of fostering her industries and improving 
her agriculture. 

24. But what is more the Gold Exchange Standard has not resulted in an 
economy of gold. The ChamWlain Commission in defending the Gold Exchange 
Standard urges, that gold will be hoarded in a country like India, and will not be 
available for shipment in a crisis, that India is too poor a country to have such a 
luxury as a gold currency, that India is a land of small transactions and that gold 
in circulation is wasteful. If by “ gold in circulation ” the Chamberlain Com- 
mission meant that every transaction was to be settled in gold, no economist will 
ever favour the. use of gold. Every one now recognises that notes and cheques 
increasingly take the place of gold in the settlement of by far the larger number 
of commercial transactions. A gold standard with a gold currency does not mean 
that the majority of commercial transactions will be settled in gold. On the other 
hand it is an undoubted fact that the Gold Exchange Standard which was meant 
to economise the use of gold has practically resulted m the most unproductive use 
of the precious metal. It tends to drive gold out of circulation, and makes people 
hoard it,, because there is no guarantee of converting the token into gold when 
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'T’Viii n-nlv ^ffpctive remedy against lit)ai’c]ii)g is tlie restoration of public 
uece^ry^ J^L'*tWuSn Ta gold currem-y. During the last 3 yearsW 

S^co^try^aL imported 150 crores worth of gold; the total balance of trade in 
fe^s country 200 crores. And yet the greatest need of 

canltal during these years the bank rate fluctuated from 4 per 

to look to external capital f or ?he 

d^elopmelt of her ’resources. Probably nowhere in the history ot the world can 
STfimF ™ch a strange and anomalous combination o t ec'ononnc conditions— dearth 
S curreSy aS dearth of capital-combi ne<l with enormous iiniiorts of the 
precious metals in partial settlement of our balance of trade as is to be found in 
India at prLent under the Gold Exchange Standard. 

25 As for the argument that gold will not be available lor shipment in times 
of necessity we have the recent experience of the free outflow of gold to the extent 
of nearly £10,000,000, from a country which has neither a gold currency nor a 
centralised national reserve in the country itself. Tf India is a country of small 
transactions, all that is necessary is the provision of a larger volume of subsidiary 
token coins, and the raising of the legal tender hunt of the token coin to a higher 
level than obtains in other countries. 

26. The Gold Exchange Standard has thus neither secured stability of 
foreign exchanges nor has it given us stability of prices. It has not only failed to 
economise the use of gold, it has been responsible for a phenomenal dissipation of 
the gold resources of this country. It has encouraged habits of hoarding, hampered 
the growth of banking and the accumulation of capital. It has given us a currency 
system that is inelastic; in a country dominantly agriimltural it lias failed to 
provide adequate currency and capital for the needs of agriculture, ft has locked 
up the existing gold reserves of the country in a distant tiKiney market to provide 
against a contingency which might arise once in ten years. And it has incidentally 
involved the country in heavy losses in futile attempts to stubil ise the exchanges 
at times when the conditions that make stabilisation possible were absent. 


The Gold Standard the only sound monetary systf’w for India. 

27. The only sound monetary policy for India is the establishment of a gold 
standard with gold currency. The Fowler Committee rccornmendod it in 1899; 
almost all the finance members of the Government of India liad expressed them- 
selves in favour of the gold standard before 1 899 ; even as late as 1912 the 
Government of India adhered to the view that the gold standard was the goal of 
all currency measures. It was the Chamberlain Commission that first gave a 
scientific defence of the Gold Exchange Standard in 1014; an<l the theory of the 
system was elaborated only after its accidental advantages had been discovered in 
practice between 1900-1918. Our examination of the theory and practice of the 
Gold Exchange Standard has led us to the view that the best interests of this 
country require a currency system that the rest of the world has already accepted 
— a gold standard pure and simple. 

28. The balance of trade is normally in favour of India from year 
to year} India can, therefore, like the United States of America demand 
the import of enormous quantities of the precious metals, if her foreign 
exchanges were left to themselves. These might be made the basis of 
an effective gold standard securing the stabilisation of price level so 
^tal not only to India but to the civilised world. With a free market 
for gold,. India would be in a position to save the rest of the world to some 
extent foom the stagnation and depression that now threaten it — firstly in so far as 
such a free market would release for circulation the amounts hitherto hoarded or 
kept back from monetary use, and secondly in so far as on the basis of a gold 
reserve in the coimtry a credit superstructure on a larger scale might be erected 
to stimulate trade and industries, to promote agricultural production and to 
quicken the process of economic development. The greatest economic need of 
India to-day is capital ; and with a gold standard India’s gold would be used for 
go ere^ion of credit bo^ internally and externally, enabling the country to buy 

om abroad the technique and the equipment necessary for her industrial 
enabling her to relieve her agricultural population from the 
incubus of indebtedness. The economic prosperity of India to-day means the 



lii will increase the purchaiing 
power of her people and create a demand for English commodities. 
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29. We have been told that with India on a gold standard, the annual supply 
of gold will be inadequate to the extraordinary demand for the metal which India 
might make for the adjustment of her balance of trade, and that this might prove 
a potent factor of disturbance in the attempt which the rest of the world is making 
to-day for price stabilisation on a gold basis. It is very difficult at the present 
juncture to say anything definitely with regard to the future trend of gold prices. 
The production of gold in the last few years has been declining, due perhaps to 
increased cost of production : and we cannot safely count on possibilities of the 
discovery of new gold fields or of improvement in methods of refining. It may 
also be likely that South and Central America may adopt a gold standard thus 
increasing tne demand for gold. On the other hand owing to changes of habit 
already observable in the West the demand for gold for the purposes of internal 
circulation may be considerably reduced and thus indirectly increase the effective 
supply of gold The development of an effective banking organisation in India 
coupled with the introduction of the gold standard may throw large quantities of 
gold on the market, releasing the precious metal for international purposes. All 
that one can say with regard to the immediate future is that judging from past 
experience, when for nearly a century and a half the production of gold has kept 
pace with the growth of population and general economic development, we may 
trust that no lasting changes in the purchasing power of gold will take place 
suddenly. 


30. The growing popularity of paper currency in India during the last 
eleven years may be judged from the fact that the amount of notes in circulation 
increased from an average of 62 crores in 1913-1914 to 1,91 crores on the 31st 
October, 1925. The paper currency reserve on the same date in 1925 was com- 
posed of the following items : — 


Reserve in coin and hvZlion. 


Rs. 


Silver coin 

Gold coin and bullion 
Silver bullion under coinage 


83.21.00. 000 

22.31.00. 000 
7,13,00,000 


Total 

Securities in India . . . 
Securities in England 


1,12,65,00,000 

57.11.00. 000 

21.99.00. 000 


1,91,75,00,000 


The percentage of cash reserve to the total circulation as fixed by law at present 
is 50, and with a more centralised and adequate banking system may even be 
reduced to 45. But in the history of no other country in the world do we find the 
practice of keeping the fiduciary backing of the paper currency reserve in 
securities of a currency different from the currency of the country, with a view to 
ensure not the convertibility of the paper money, but to secure the stability of the 
foreign exchanges. Theory will never countenance such a measure; and in 
practice it may in a time of crisis shake the foundations of economic life. 

31. The money market in India is known to suffer from the evils of gftfljtnual 
stringency, a stringency which has never been so acute as during the last two years 
The pj'ovision for the issue of emergency currency undoubtedly meets the situation 
to some extent; but the problem of seasonal stringency can be adequately solved 
only by the adoption of two measures — ^the introduction of an effective gold 
standard, and the development of a centralised banking organisation which implies 
the transformation of the Imperial Bank of India into a national or State bank 
and the transfer' of the management of the Paper Currency to the Imperial Bank. 

32. The nationalisation of the Imperial Bank of India will mean the elimin- 
ation of the interest of the private share holders as earners of large dividends, 
the conyersion of the present shares into fixed interest bearing scrip and the 
reorganisation of the present constitution of the Bank. The Tnn,Tiagft-me nt- of the 
Paper Currency by such a national bank will make possible the concentration in 
a single reserve of the gold reserves of the country on the strength of which the 
bank will be able to judge the demand for currency^from time to time, and be able 
to supply the additional cufr^dy when required without appreciably raising the 
rate. 

33. The question of remittances to England in payment of the Home charges 
does not present any difficulty under an effective Gold Standard, with a oentrali^d 
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bmkir* system and a branch of the Imperial Bank m I^ndpn. But we think it 
to add that the nationalisation of the Imperial Bank and the transfer of 
S Management of the Paper Currency to the Bank will aggrayate the ecmnomio 
difficulties of this country if they are not simultaneously accompanied by the 
SSuotion of an eflectivh gold standard. The introduction of the mid standard, 
the nationalisation of the Imperial Bank and the concentration of *0 reserves by 
the transfer of Paper Currency to the Bank are all organic parts of a single 
scheme for the economic development of this country and the adoption of any one 
part of the scheme apart from the rest may do more harm than good to the economic 

life of this country. 


34 We shall conclude by saying that the gold standard is eminently 
practicable to-day in India, with the gold in the Paper Currency Beserve and with 
the balance of trade in her favour. The introduction of an effective gold standard 
does not necessarily imply the immediate conversion of the existing token currency 
into gold. What is needed immediately is the adoption of certain preliminary 


measures. 


(1) No fresh additions to the currency to be made in rupees or rupee notes; 
all such additions to be in the form of gold notes or gold certificates. Thus no 
immediate additions to the currency in the shape of gold coins will be necessary 
noi will it be necessary to convert the existing stock of rupees into gold. 

(2) So long as this country has not built up adequate gold reserves — though 
we have already substantial reserves to which add.itions can be made from year to 
yeai with the balance of trade in our favour— it is not necessary to make the 
existing token currency convertible into gold for internal purposes. 

(3) A gold coin to be called the Mohur of the same fineness and weight as the 
sovereign be made the sole standard coin of this country, and a mint for the free 
coinage of gold to be established immediately 

(4) The relation of the rupee to the standard coin to be defined by law, 
preferably as 15 to 1. 

(5) The issue and management of the paper currency to be transferred to the 
Imperial Bank of India safeguarding the interests of the public, by a revision of 
its constitution and by its transformation into a State Bank. 


APPENDIX 21. 

Supplementary Kote by Mr. F. A. Wadia, M.A., and Mr. Q-. N. Joshi, 
M.A., Wilson College, Bombay, dated the 24th December, 1925. 

We submit herewith two supplementary memoranda as requested by the 
President : — 

(1) Index numbers showing trend of prices between 1899-1914 in 
India, in the United Kingdom and the Tinited States. These index 
numbers show greater fluctuations in an upward direction in India than 
in either of the two other countries. 

(2) Statement showing the feasibility of converting the present cur- 
rency into a currency resting on a gold basis. 

We shall be ^lad to furnish you with any further information you require 
by way of elucidation. 
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Supplementary Memoranda I. 

Trend of Prices in India,, the United Kingdom and the United States. 


Year. 

ladia. 

(•1) 

United Kingdom. 
(•2) 

United States. 

(*3) 

1899 




96 

61 

92 

1900 




116 

68 

100 

1901 




110 

63 

99 

1902 




106 

62 

103 

1903 




99 

62 

103 

1904 




101 

63 

103 

1905 




110 

65 

105 

1906 




129 

69 

111 

1907 




137 

72 

118 

1908 




138 

66 

111 

1909 




124 

67 

115 

1910 



. . . 

122 

70 

125 

1911 



... 

129 

72 

118 

1912 



. . . 

137 

77 

127 

1913 



... 

143 

77 

110 

1914 


... 

... 

147 

77 

118 


*■ 1. The general index number for India is based on prices of 11 imported articles and 28 
articles exported from and consumed in India, with 1873 as the base year. {See Sir Lionel 
Abraham’s evidence, Babington Smith Committee Report. Vol. I, p. 89.) 

* 2. For the United Kingdom, in order to make a closer comparison with Indian prices, Sauer- 
beck’s index number has been modified so as to make 1873 the base year. {See Babington Smith 
Committee’s Report, Vol. I, p. 89.) 

* 3. For the United States we have 1900 as the base year. 


Supplementary Memoranda II. 

Statemeat showing the feasibility of converting the present currency into a 
currency resting on a gold basis. 

The total purchasing power of the country in 1919 was 362 crores of rupees 
including silver coins and notes. 80 crores of rupees have been added between 
1919 and 1924. Thus roughly the country possesses to-day 450 crores of media 
of exchange in coins and notes. Of these 260 crores are coins and 190 crores 
are notes. 

We assume that under an effective gold standard the country will require 
200 crores of rupees as token currency. Thus the total rupee currency that 
requires conversion into gold is 250 crores. 

ITow our assets in the Paper Currency Reserve are £22 millions in gold 
at 10 to 1 ; we have also £23 millions in sterling securities at 10 to 1. These 
£45 millions at 15 to 1 are equivalent to 67 crores worth of gold. We have in 
addition 58 crores of Government of India securities which .will need to be 
renamed as Securities in Gold, and which will serve as backing to gold notes of 
a similar amount in circulation. We have in addition £40 millions in the Gold 
Standard Reserve equivalent to 60 crores. Thus our assets are : — 

Gold equivalent to ..! ... 67 crores in P.C. Reserve. 

„ 60 crores in Gold Standard Reserve. 

Renamed gold — 

Securities in the Paper 58 crores to secure fiduciary gold notes. 

Currency Reserve. 

185 crores. 


We have further 60 crores of surplus rupee currency in circulation and 90 
crores of rupees in Paper Currency Reserve. These 150 crores of silver rupees 
if melted and sold as silver bullion will give us gold coins more than sufficient to 
meet the balance of our requirements under an effective gold standard. 

With conversion completed, we shall be on a sounder footing, in as much 
as we a>»a.U have reduced the fiduciary issue of gold notes to 58 crores worth, as 
against the present fiduciary issue of 58 -i- 35 crores (the latter representing the 
equivalent of £23 sterling securities at 15 to 1) of rupee notesL 
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APPENDIX 22. 


Letter from, the Secretary, The Indian. Merchants’ Chamber, Bombay, to the 
Joint Secretary to the Eoyal Commission on Indian Currency and Finance, 
No. T/1709, dated the 1st December, 1925. 

1 I am directed by the Committee of this Chamber to acknowledge the 
receipt of your two letters Nos. 1 and 47, dated 22nd September and 21st October, 
1926, respectively and to send hereby their views in reply to the same. 


****** * 

7, My Committee wiU now turn to the terms of reference to the Royal Com- 
mission, which are : — 

(1) to examine and report on the Indian Exchange and Currency 
system and practice; 

(2) to consider whether any modifications are desirable in the interests 
of India; and 

(3) to make recommendations. 

8. As for the first point, the present Indian Exchange and Currency system 
is what is commonly described as the Gold Exchange standard System and my 
Coimnittee have repeatedly expressed their very strong views against the same and 
asked for the establishment of a real gold standard system with a gold currency 
in droulation. Therefore the kind of modification of the present system that my 
Committee consider not only desirable but also necessary is the establishment of 
an effective Gold Standard which has been the goal aimed at from the very 
beginning when 30 years ago jive decided to give up the silver standard and closed 
the Mints to the free coinage of silver. This was put very clearly by the Com- 
mittee of 1898 commonly knot^n as the Fowler Committee which definitely said 
that it was of opinion that the habit of hoarding did not present such practical 
difiGiculties as to justify a permanent refusal to allow India to possess a Gold 
Currency. That Committee also laid down that while the British Sovereign 
should tie made legal tender in India, they thought that the Indian Mints shotud 
at the same time be thrown open to the unrestricted coinage of Gold 
and they explained that they recommended these measures for adoption 
as they were looking forward to the effective establishment of a Gold 
Standard with a Gold Currency, based upon the principles of the free 
inflow and outflow of Gold. My Committee are strongly of opinion 
that if the above recommendations of the Fowler Committee had been 
carried out, India would have been placed on an effective Gold Standard 
many years ago and the country would have been saved from the disastrous con- 
sequences of the manipulation which the Gold Exchange Standard system 
facilitated. Unfortunately, the Government of India disregarded this most 
important recommendation of the Fowler Committee and continued to manioulate 



taken were oaloidated to prevent gold coming to India to be tendered to the 
Currency authorities here, and to encourage the issue of enormous quantities of 
the token rupees agaiast the sterling handed over in London to the Secretary of 
State. There were continual protests from the Indian Commercial community 
against this procedure and a definite demand for an effective Gold Standard with 
a Gold Currency was put forward in 1912 in the Imperial Council of those days 
by thB late Sir Vith.aldas D. Th-ackersey , aji ex-President of tihis Chaniber. Partly 
as a consequence of this agitation, the Royal Commission commonly known, as the 
Chamberlain Commission was appointed in 1913 to investigate the system and 
practice in vogue in those days. They.ooolly brushed aside the above fundamental 
reoommmdation of the Fowler Committee and reported that although the belief 
of tmt Conmittee w;as that a Gold Currency in active circulation was an' essential 
condition of the maante^ce of the Gold Standard in India, they (the Chamber- 
lain Commission) TODsidered that the history of the previous fifteen years clearly 
mowed mat the Gold St^dard had been nrmly secured without this condition. 
This white-washing^ decision of the Chanflierlain Commission by which the wrong 
jmaotipe m vogue since 1900 was tried to be justified is directly responsible for 
the mistakes in the management of our Currency system during the last ten years 

that India had Wn firmly eet^lished on a Gold 
btandard and the ratio ™ moved up on the ground, of rise in silver or the rise 
m general prices, eta, which had nothing to do with gold. This would not .have 
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been possible if we bad an effective gold standard in this country and the ruj)ees 
had been circulating only as tokens just as shillings do in England. Therefore 
the first point in the reform of the present practice that my Committee would 
insist on is an effective Gold Standard with a Gold Currency. 

9. This naturally leads to the question : what kind of Gold Currency my 
Committee have in mind. Our reply would be that as the sovereign has been the 
legal tender in India ever since we changed over to the Gold Standard, it may be 
allowed to continue as our standard gold coin but only on one condition, viz., that 
it should be minted in India just as sovereigns are now being minted in the 
Dominioins. This had been actually done in 1918 and so what my Committee now 
advocate is no new departure. However, if there are any obstacles to-day in the 
way of sovereign being allowed to be coined in this country, then my Committee 
would ask that the gold coin should be the Gold Mohur of 1918 which was of 
exactly the same weight, fineness and dimensions as the sovereign. As soon as 
it is decided that the Gold Standard should be made effective in this country all 
further coining of rupees should be entirely discontinued, and all new coinage 
(except, of course, subsidiary coins) should be confined to gold and gold only. 
When gold is tendered by bankers lor local currency, that gold should be coined 
into mohurs and kept in the Paper Currency Reserves until it is required to go 
into circulation. The question would naturally arise as to what should be the 
relation of the gold coin to the rupees now in actual circulation. My Committee 
think that there can be only one answer, viz., that the gold mohur should be equal 
to Rs. 15, as it actually was under the Act of 1918, because it was at this ratio 
that the rupees had circulated ever since 1898, and any change in such ratio would 
vitiate all long-term contracts expressed in terms of rupees. 

10. My Committee have not overlooked the difficulty that the very large 
amount of silver rupees now in circulation presents, and they advocate that the 
present rupees should be allowed to continue as full legal tender for the present, 
the only change to be made being that no further rupees should be allowed to be 
coined. 

11. The next point that we should have to consider would be the ^oashment 
of the note-issue. My Committee consider that the best solution of this difficulty 
will be to permit encashment for the present in either rupees or mohurs, or both, 
at the option of the Government. This will protect the reserves of gold against 
any undue raid by the public, and, on the other hand, permit of the gold being 
gradually passed into circulation as and when it was found to be expedient to 
do so. 

12. My Committee would like to make it clear that the alxjve suggestion of 
encashment in rupees or mohurs and of allowing rup^ to continue to remain full 
legal tender is intended only for the first stage of going over to the effective Gold 
Standard, and that as soon as our reserves bepme sufficiently strong in the 
matter of gold holding, the question of some limit on the legal tender of the rupee 
would have to be considered, say, within ten years after the new system comes 


into force. , , ^ 

13 The next point that my Committee would like to emphasise is that no 
currency shall be issued in future against anything but gold. As regards saks of 
Council'Bills they should be restricted to the actual needs of the Secretary of State 
for the year. 

14. Mv Committee would like to mention in this connection that it will now 
be best to hand over to the Imperial Bank of India the charge of currency and note- 
issue under such restrictions and safeguards as may be deemed necessary for 
correct functioning of the Gold Standard and the automatic expansion and cm^ 
traction of the circulation, such restrictions and safeguards to be clearly laid down 

^^15. They would also like' to emphasi^ that not only currency and note-issue 
operations but the whole remittance operations of the Government of India should 
now be entrusted to and carried on through the Imperia,! Bank of India, and 
that the Finance Department should divest itself of aU this work which is essen- 
tially of a banking nature. » a * • 

16. They would also urge that the balances of the Secretaiy of State in 
England diould also hereafter be left with the Imperial Bank of India in London. 

17. My Committee would also urge the greater development of banking 
facilities all over India, as they feel not only that the 

inadequate, but also that such development will very pmeh facilitate the smoolher 
working of the currency system in India, 
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18. My Committee will now briefly touch upon the various points raised by 
the Joint Secretaries in their memorandum. 

(i) The first question is : “ Is the time ripe for a solution of our currency 
problem? ” — and my Committee’s reply would be that it has long been ripe, as 
so many countries have now reverted to the Gold Standard, while India, the one 
country whose balance of trade gives it command of large amounts of gold, still 
lags behind. As for the comparative importance of stability m internal prices 
and in foreign exchanges my Committee are of opinion that while both are desir- 
able Government manipulation to bring about any such stability, even if that 
were possible is to be very much deprecated. The right solution is to go to the 
Gold Standard, which will give India, firstly, exchange stability wifh every 
important Gold Standard country in the world, and next greater stability m the 
general level of prices of commodities by free flow of commodities froin countries 
where they may be cheaper to the countries where they may be dearer. Therefore, 
if the stability of prices and of exchanges is a desirable thing to achieve, it fur- 
nishes a most important reason for going back to the Gold Standard without undue 
delay. 

My Committee do not wish to discuss the effects of a rising or falling rupee 
nor of a high or low rupee on trade and industry, because they cannot agree that 
the standard money of any country should be manipulated on such considerations 
because any such manipulation vitiates all outstanding contracts, and infli(!ts 
unmerited hardship and injustice on difierent sections of the community. 

(ii) Second question is : “ With relation to what standard and at what rate 
should the rupee he stabilised, and when should the decision be taken 1 ’ ’ Our 
answer is that there is no question of stabilising the rupee. What my Committee 
desire is a Gold Standard. 

(iii) The third question is : “ If the rate selected differs materially from the 
present ruling rate how should transition be achieved ? ’ ’ This question implies 
stabilising of the rupee with foreign currencies, which we have already said we 
do not want. As for the method of passing over the transition period, my Com- 
mittee would leave it to experts. My Committee consider that what will be required 
if India has a Gold Standard will be fixed relation of its token rupee to its 
Standard Gold Coin for internal purposes only. They, however, think that such 
internal ratio should be l/15th of the gold sovereign or the gold mohur, 
and will only add that the pre-war par did differ in the case of England very 
materially from the gold value of the £ early in 1924, and there were fluctuations 
before the pre-war par was reached. There will be similar fluctuations here also, 
but they should not deter us from selecting such internal ratio as may be dictated 
by sound scientific and economic considerations. 

(iv) The fourth question is about the measure to be adopted, and whether the 
Gold Exchange Standard should be continued. The reply to this will be found in 
the principal part of this memorandum. 

As for the composition, size, location, and employment of our Paper Cur- 
rency Eeserve, my Committee consider that — 

(1) it should be composed very largely of gold coin and bullion, 
although some part may be securities ; 

(2) its location should be in India, at least as regards the gold part 
of it. 

As for what is now called the Gold Standard Reserve, my Committee sug- 
gest — 

-(1) that a part of it may be transferred to the Paper Currency Reserve 
to give it a larger backing of gold and gold securities, and thus facilitate 
the establishment of an effeotive gold standard ; 

(2) that the remainder may be held in reserve for the support of the 
gold standard system that is herewith proposed to be introduced. 

. (v) The fifth question is about the control and management of the note-issue. 
My Committee would like to see this handed over to the Imperdal Bank. The 
meftallic backing should be as largdy as possible in gold. The encashment facili- 
ties should he as liberal and extensive as circumtanoes permit. 

(vi) The sixth question is as to minting and use of gold as currency ; the views 
of my Committee have already been indicated in the earner part of this statement. 
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(vii) The seventh question refers to the remittance operations of the Govern- 
ment. My Committee feel that all such operations should now be carried on 
through the Imperial Bank of India. 

(viii) The eighth question refers to seasonal demands for currency. My 
Committee would suggest that the total of such currency to be issued should be 
10 per cent, of the then existing note-issue, and that such issue should be made 
when the bank rate is as follows : — 

10 crores when the bank rate is 6 per cent, and the rest when the bank 
rate is 7 per cent. 

(ix) The ninth and the last question is about purchases of silver. My 
Cononittee consider that all such purchases ought always to have been made by 
open tender in India in rupees and for delivery in India, but they think the issue 
is now merely academical, because if further coinage of rupees is discontinued no 
silver will be required to be purchased by Government for many years, if at all. 


APPENDIX 23. 

Statement of evidence submitted by Mr. Kikabhai Premchand, Partner of 
Messrs. Premchand, Roychand and Sons, Bullion, Exchange and 
Finance Brokers, Bombay. 

(1) A. Is the time ripe for a solution of problems of Indian Cw'rency and 
Eoochange by measures for stabilisation of the rupee or otherwise? 

B. What is the comparative importance of stability in internal prices and in 
foreign exchanges? 

C. What are the effects of a rising and a falling rupee and of a stability of 
high or low rupee on trade and industry, including agriculture, and on national 
finance ? 

(A) It is our opinion that, owing to the constantly changing conditions upon 
which our financial and economic structure depends, the time will never be com- 
pletely ripe for a conclusive solution of Indian currency and exchange problems. 
However, stability in exchange and commodity prices is a most essential factor 
in promoting the welfare of the country as a whole, and present conditions are 
sufficiently normal to permit that definite steps be taken with that end in view. 
The way has already been partially paved through the remarkable rehabilitation 
of most of those European countries disrupted by the War, while the resumption 
of the gold standard by Great Britain and various other nations should simplify 
our own problem. 

(B) Stability in internal prices and in foreign exchanges are more or less 
interdependent, but the former is of much more importance to the country as a 
whole, because the vast majority of the Indian population is only indirectly 
affected by foreign exchange rates. This is primarily an agricultural country 
and, to a certain degree, self-contained, so that comparatively few of the peoples’ 
needs must be sought abroad. For those classes whose incomes are fixed or very 
limited (and these certainly constitute a majority) the smallest possible variation 
in the prices of essentials is desirable. 

(C) This is an extremely broad question, which might lead to endless discus- 
sion if one attempted to treat it exhaustively. In merely stating our opinions on 
the various points raised we are basing our judgment on personal observations 
and impressions rather than attempting to substantiate our contentions by recourse 
to the almost endless statistics that might be brought to bear on the subject. 

A rising rupee reflects improved trade and a substantial demand for India’s 
products. It reduces costs of all imported articles, facilitates the repayment of 
debts abroad, makes far more favourable Governmental budgets, and thereby 
opens the way for tax reductions. Although somewhat detrimental to indigenous 
industries that must meet foreign competition, we must bear in mind that ours is 
primarily an agricultural county, and, furthermore, that Government is now 
committed- to a policy of discriminate protection. 

A falling rupee encourages increased purchases of our products by foreign 
consumers, and discourages imports from abroad: This, however, is only. a tem- 
porary artificial stimulus to trade, which is usually followed by periods of depres- 
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Sion as internal price levels rapidly adjust themselves to the new exchange ratio. 
Government’s obligations being more difficult to meet, increased • taxation 
becomes almost inveitable. 

The law of supply and demand is effectiye in bringing about adjustments to 
changes in currency values, but wide fluctuations are most undesirable ^particu- 
larly so in this country, where speculation is rife and legitimate commerce easily 
discouraged. 

While we firmly believe in stabilisation, we contend that the sudden transition 
to either a high or a low rupee would be detrimental to the interests of the country. 
We are not of the opinion that there is a magical level for the rupee at which all 
of our problems would find their solution, and the desired stabilisation could be 
accomplished with a miniTtuim disturbance of existing economic and financial con- 
ditions. 

(£) A. In relation to' what standard and at what rate should the ra'pee he 
stabilised, if al all? 

B. When should any decision as to stabilisation take effect? 

(A) Until such time as a gold standard is practicable the rupee should be 
linked to the pound sterling, thus affording a gold exchange standard. In view 
of the comparative ease with which the rate has been maintained at or about 
Is. 6d. during recent months, we should suggest that stabilisation at that level 
would be most feasible. 

^ (B) Immediately the report is published. 

(S) If the rate selected differs materially from the present rate, how should 
transition he achieued? 

Unless the rate finally selected is approximately the current market rate the 
transition will present almost insurmountable difficulties. Any abrupt change 
would certainly cause serious consequences, while we doubt if even a gradual but 
marked alteration of the present rate could be accomplished without disrupting 
the financial machinery of the country. 


(4) A. What measures should he adopted to. maintain the rupee at the rate 
selected ? 


B. Should the gold emchcmge standard system in force before the war he 
continued, and with what modifications, if any ? 

C. What should he the composition, size, location, and employment of a Gold 
Standard Reserve? 


^A) To sell Council Bills between the limits of 1 /6 and 1/6 3 /16 and Eeverse 
Council Bills at the lower gold point of 1/6 IZfl^d. 

(B) It is our opinion that the gold exchange standard system in force before 
the War should be reinstituted, with a change in the exchange ratio to that 
indicated above, and fixed upper and lower limits. 

(C) Location. — London. 


Composition. — ^British Treasury Bills and Indian sterling securities. 

Size. — £50 millions or such greater sum as may be found necessary to 
meet dbanging conditions. 

Employment. — (a) To regulate exchange. 

(6) For emergency purposes. 

(c) To utilise under favourable opportunities for the 
gradual repayment of India’s sterling debt. 

. Who should he charged with the control of the note issue, and on what 

‘j^nciples should control or mamagement he transferred to the Imperial Bank of 
India, amd if so, what should he the general terms of the transfer? 

B. What provisions should he made ass to the hacking of the note issue? 

G. What should he the facilities for the encashment of notes?- 
D, What should he the policy as to the issue of notes'" of small values? 

The control of the note issue should gradually be transferred to Imperial 
(Government should begin in tradd centres, and grafially 
® syst^ to principal mofu^il towns, in order to avoid the distrust of 

S? people. It is our oninion that the Imperial Bank 

of India should function m all such matters as a State Ttariir 
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(B) The present provisions for the backing of the note issue are satisfactory, 
except that Indian rupee treasury bills and rupee securities should be replaced by 
gold or British treasury bills. The metallic reserves should be maintained at 60 
per cent, (gold and silver). 

(C) The Imperial Bank of India should be given wider powers and larger 
balances to facilitate the encashment of notes. The present system of cashing 
them at currency offices is cumbersome and troublesome. 

(D) The notes of small values should be freely issued both by Currency or 
Treasury Offices and the Imperial Bank of India. In fact, it is our opinion that 
the one-rupee notes should be reinstated, in spite of considerations of cost, as they 
were popular, and have a very distinct educational value. 

(6) A . What should be the 'policy as to the minting of ‘gold in India aTid the 
use of gold as currency f 

B. Should the obligation be wndertaTcen to gvoe gold for TUpeesf 

(^) The policy of minting gold in India should be a free exchange of gold 
bars for sovereigns and vice versa — a reasonable charge to be made by the mint. 
Government should, when fixing a ratio between sovereign and the rupee, also give 
a price at which they would buy gold bars and pay for them in rupees, as in the 
case of sovereigns. While the use of gold as currency is highly desirable, it is not 
practicable at the present time in view of the widespread habit of hoar^g. It 
can only be gradually introduced over a period of years. 

(B) Ultimately yes, but under existing conditions this could not be feasible. 

It is our conviction that a gold standard should be gradually introduced con- 
currently with determined efforts on the part of Government to discourage the 
hoarding habit. We have in mind a practical scheme, by means of which both 
these desirable aims could gradually be accomplished. 

(1) A. By what method should the remittance operations of the Government 
of India be co'nducted? 

B. Should they be managed by the Imperial Bank? 

(A) As in pre-war days, with sales of Council Bills by public tender as 
required. 

(B) It is our opinion that the entire business of Government remittances 
should be managed by the Imperial Bank of India both in India and in England. 

(8) A. Are cmy, and, if so, what, measures desiraUe to secure greater 
elasticity in meetvng seasonal demand for currency? 

B. Should aaiy, and, if so, what, conditions be prescribed with regard to the 
issue of currency against Hundis? 

^A) When the rupee ^ is stablilised funds will be readily transferable from 
London to India and vice versa through the medium of exchange operations 
and, therefore, the necessity for further special measures will be elimmated. 

(B) The present provisions of the Paper Currency Amendment Act, under 
which currency notes are issued against Hundis is quite satisfactory, and we do 
not consider a revision of these conditions necessary. 

(9) Should am/y change be made in emsting methods for the 'purchase of 

silver? * 

No. London is the most accessible and favourable market for Government 
to buy silver. Making such purchases in foreign markets would introduce 
exchange complications, while such purchases made in India would have the effect 
of unsettling our local markets to too great an extent. 
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Statement of evidence submitted by Mr. Phirozeslxah M. Dalai of Messrs. 

Merwanjee ^nd Sons, Exchange, Finance and Bullion Brokers, Bombay. 

1. Questions 1 and 2. — I do not wish to enter into the various phases of the 
Indian currency question since the closing of the Mints in 1893, but will confine 
myself to the discussion of the subject since 1920, when the 25. gold ratio was 
established by statute. It is now admitted on all hands that the fixing of the ratio 
at 2s. gold was a grievous mistake. The attempt to maintain the ratio at 25. gold 
by sale of Eeverse Councils ended in a loss of many millions to the Government, and 
of heavy losses to those engaged in the trade and industries of the country. 
When the attempt to maintain exchange at 25. gold failed, the Government 
adopted for the time the policy of letting exchange take its course and in 1921 it 
dropped to Is. 3d. Since then by various manipulations by the Finance Depart- 
ment of the Government of India, notably the contraction of currency, aided by 
heavy exports and a series of splendid harvests, exchange has been forced up to 
Is. 6d., at which level it now stands. The question now is whether exchange 
should be allowed (1) to regulate itself, or (2) should be forced up to a higher level, 
or (3) stabilised at the present level of Is. 6d., or (4) brought back to the pre-war 
level of Is. 4d. Those who advocate the first course that exchange should be left 
to regulate itself (retaining the 2s. gold rate on the statute book), state that Gov- 
ernment can thereby control prices, raising exchange in India when prices have 
an upward tendency and lowering exchange when prices have a downward 
tendency. In other words, they aim at stability of prices by Government manipula- 
tion of exchange. Such a course would be most harmful to the interests of India. 
It means in fact an attempt to regulate prices in India and keep Indian prices on 
a level different from world prices. Such power to manipulate exchange and 
stabilise prices in India must end in disaster to the economic development of India, 
principally its industrial development, and this country has had bitter experience 
of the same in the last three years. Exchange has been forced upon the plea of 
stabilising internal prices with the result that foreign imports have been pouring 
into the country and every indigenous industry in competition with foreign 
industiies is in a state bordering that of ruin. The only industries that are able 
to sta^ this intense foreign competition are monopolistic industries like jute and 
tea Exchange has been arbitrarily raised 12^ per cent, in the last few years 
with no corresponding reduction in w^es, because any attempt to lower wages 
meets with the most strenuous opposition (even Government itself favouring a 
non-reduction of wages), and the industries that have to face foreign competition 
are tottering. I do not refer to agricultural industries which have not felt the 
strain to the same extent as manufacturing industries owing to the high world 
prices for certain raw products, which prevail at present, but which also will feel 

cflects in the years to come. The power to manipulate exchange which the 
Government at present possess has already done immense harm to Indian indus- 
tri^. lo give them permanently the power to stabilise prices by manipulating 
^change is to give them a power which no nation in the world gives to its 
Government, eren where Governments are responsible to the legislature To give 
this power to me Government of India, which under the present constitution is 
o^y partially r^ponaibla to the legislature, is therefore open to greaterSioi! 
as It gives them the power to make or mar the fortunes of the Indian people. 

regards the second course, whether exchange should be forced up still 

Sinfi f ® ®“}P.5ftic No. The disastrous consequences of 

plainly visible in the pitiable condition of Indian 
industries. Even the Government of India have lately admitted that any further 

be prejudic al to producers, and unless high pretective 

development of India, and will have on the agricultural situation in future 

4. I am therefore, of opinion that the fourth course— that of lowering the 
exchange to the pre-war ratio of I 5 . 4c?.— is the best course for India and m^^d ^ 

Se L toTe opportunity if her industries are agaS to th1&? and 

gium, and Italy, may be met by lowering the exch^L to 1 c K ’ t ? ’ 
rupee-sterliug exchange high wleu the^®cZtri^3worktag'fn 
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corrency is an incentive to these countries to pour goods into India. The gold 
standard is novy established in Great Britain and her important colonies, and 
continental Europe is gradually reverting to the same. The opinion has been 
expressed by leading statesmen and financiers in England that the establishment 
of the gold standard will lead to a gradual fall in gold prices, and this is a strong 
reason for reverting to the Is. ^d. ratio. Eor, as gold prices fall, the price which 
India will realise for her produce will be less and the trade balance in her favour 
will get less. As prices fall all over the world imports into India will increase and 
competition of foreign imports wiU grow and India can only face this if her 
exchange is also lowered. It will be, therefore, to India’s advantage to revert to 
the Is. 4<f. ratio. 

5. The raising of exchange has led to the lowering of the rupee price of gold 
from Es. 24 per tola, the pre-war price, to Rs. 21-3 the present price. This lower- 
ing of the price has led to enormous imports of gold in recent years, the import in 
1924-5 being 73-78 crores. The surplus savings of the country are being diverted 
more and more into gold, and people prefer to buy gold rather than cloth and other 
necessities of life. This is having a detrimental effect on indigenous industries, 
and also on Lancashire which cannot sell the quantity of piece goods to India which 
she would otherwise do. This huge import of gold is having a serious prejudicial 
effect on the industrial and financial development and can only be checked by 
reverting to the l5. 4<f. ratio. Vast quantities of the savings of the country which 
would be diverted into fruitful and productive channels, are being sterilized by 
purchases of gold. It is stated by some that India will soon get saturated with 
gold at the lower price, but my experience as a bullion broker for the last 34 years 
is that India is never saturated with gold, and that if the present low level of gold 
is maintained she will continue to absorb large quantities of gold, except in years 
of scarcity, to the great detriment of her economic development. 

6. But the advocates of Is. 6<f. exchange say that if the exchange is lowered 
to l-s. 4<f., the Government would have to find Es. 3 crores more to meet the Home 
charges. The answer to this is that Government should economise and save the 
Es. 3 crores, or raise the money by additional taxation. Even additional taxation 
would be preferable to getting the 3 crores by maintaining exchan^ at Is. 

For not only Government get Es. 3 crores by keeping exchange high, out they put 
an additional burden of 12^ per cent, on all tax-payers by raising the sterling 
orice of the rupee In other words, every rupee of revenue the Government raises 
! las an enhanced value measured in commodities of 12^ per cent. A budget which 
lalances itself by raising exchange is unsound financially and economically, and 
the practice of balancing it by raising exchange cannot be too strongly condemned. 

7. But it is urged that is. 6<f. is now the “ natural ” rate of exchange, caused 
by the balance of trade in favour of India, aided by currency manipulations. The 
answer to this is that the natural rate of exchange is the rate at which the silver 
contents of the rupee will exchange for gold. This natural rate works out at the 
present price of silver of 32<f. at a fraction over Is. per r^pee. The natural rate 
of exchange was abandoned when the Mints were closed to the free coinage of silver 
in 1893, and the unnatural and artificial ratio of Is. 4if. per rupee was adopted. 
After years of industrial and economic trouble this unnatural rate of Is. 4dZ. became 
effective, and prices and wages and other conditions settled down to the new ratio. 
Then came the great War which upset this rafio, as a result of worldwide infla- 
tion of currencies and destruction of commodities. This was made the occasion 
for raising the ratio to 2s. gold, followed by grim realities, which lowered it l5o 
Is. 3^. in 1921. A series of favourable harvests and contraction of currency has 
enabled the rate to be raised now to Is. 6<?., but that does not make it the natural 
rate Even Is. ^d. ratio is not the natural rate, but is nearest to the natural rate, 
and should be forthwith restored. 

8. The trade figures for the last few year^ show that the heavy balance of 
trade in favour of India has been created mainly ^by the enormous foreign demand 
for cotton at high prices owing to the short crops m America. Taking away this 
factor the balance of trade is enormously reduced, and it is not safe to assume that 
the world will continue to buy large quantities of Indian cotton at considerably 
over pre-war prices. , The great developmenf of cotton-growing in the world, 
particularly in the British Empire and countries under British influence point in 
future to a less demand for India cotton at lower prices, and this may make the 
keeping up of exchange at Is. 6<f. a matter of difllculty. When that difficulty arises 
the Government must resort to fresh . currency - manipulations to maintain 
exbhange at Is. 6<f., with, a repetition of the disastrous consequences to the finances 
and industries of the country. 
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9. And here I must state that the Government of India could have maintained 
exchange at Is. 4<f. gold at any time during the last two years, by buying sterling 
at Is. 4d'., gold point. In October, 1924, exchange advanced to Is. 5^. (sterling) 
and this was equivalent to Is. 4<f. gold. It was at this critical moment that 
Government deliberately broke away from the Is. ^d. gold ratio, and raised 
exchange to Is. 6<f., i.e., over Is. 4<?. gold point, in spite of strong protest from the 
country, particularly from Bombay. At the time when they did so there was 
unmistakeable signs that Great Britain would soon revert to the Gold Standard, 
and that sterling would raise to par with gold. The deliberate breaking away 
from Is. 4<f. gold therefore meant that Government regardless of the economic 
bonsequences wanted to raise exchange to Is. ^d. sterling which would soon also 
be Is. M. gold. If Government had then stuck to Is. ^d. gold and met all demand 
for rupees by purchasing sterling at Is!. 4c?. gold point. Exchange would have 
gradually receded to Is. ^d. instead of standing at Is. 6c?. to-day. The consequences 
of that act of the Government we see in the disaster which has overtaken Indian 
manufacturing industries, and which will be felt acutely in the agricultural 
industries as world prices recede as a result of the establishment of the gold 
standard in most of the leading countries of the world. 


10. It is estimated that the total remittances which India has to make to 
meet Government expenditure in England of various kinds, and the private 
remittances from India that is of private individuals and of profits on foreign 
capital employed in India, amount to about Rs. 100 crores per annum. It is easy 
to remit this sum in years of big harvests in India when there is a great foreign 
demand for Indian raw products, and world prices for such products are high. 
But it is a difiicult matter when the reverse is the case. The ratio fixed between 
gold and the rupee should therefore be such as to enable these remittances to be 
made year after year without a jerk to the financial and economic system of India. 
The fixing of a high ratio must lead to efforts in years of bad exports to meet these 
remittances by contraction of currency, and consequent financial and industrial 
harassment. And the higher the ratio the greater the drain on the country to meet, 
other things being equal. 

11. Any change of the ratio from 1^. 4d. which was the legal ratio from 1893 
to 1920, i.e., for 27 years, mpst upset the relations between debtors and creditors. 
The raising of the ratio must benefit the creditor as against the debtor, the Govern- 
ment as against the tax-payers, and private creditors against private debtors. As 
the masses in India are steeped in indebtedness, the fixing of a higher ratio of 
exchange means the laying of an additional grievous burden on them. 


,, much^ importance has also been attached to the necessity of con- 

trolling internal prices by manipulating exchange. Unless an attempt is to be 
ma^e to control internal prices apart from "world prices, i.e,, setting "up prices in 
India not based on world prices then an a^ntomatic exchange ^stem can regulate 
internal prices ae weU as a manipulated exchange system. Bnder an automatic 
c^renoy system if Indian prices went over the world level imports would pour into 
the country, exchange •svould fall to gold export point, gold would be exported, 
currency woind contract and prices would fall. The process would be reversed if 
prices went below the world level Automatic working of exchange and move- 
ment ot internal pricses on world level was a noticeable pre-war feature, and would 
be again operative if an automatic currency system is re-established. 

X.- 1 .^ oj^ion that if the Government had not adopted this policy of a 

high exchange the Government of India Rupee loans would have been floated by 
this tune at a half per cent, less interest than is now paid by the Government, and a 
pat saving in.interest charges would have resulted to Government. If exchange 
had been aliped to recMe to Is. 4<?. gold point, and Government had shown its 
willingness to inaintain it there, a free flotw of money into and out of India would 
have ^mediately commenced, the money rates in India, would have fallen and 
tended to approximate te fte Bank of England rate, the nervousness in the money 
market so noticeable in 19^ to 1925 would have disappeared, a great demand for 
Govenment rupee securities puld have sprung upf the Government rate of 
interest on their loans woidd have immediately fallen, and the yearly interest 

cpsiderably reduced. If the policy of a high and fluctuS 

borrowing will have to be kept, 
high, and not only t^s but foreign holders of Government securities wiU sell off 

remit money out of India at every favourable opportunity, 
lower the quotations for Government seomities an^ 

quantities 
Unless 
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the exchange policy is settled satisfactorily, the loss to Government on the con- 
version of the maturing bonds and flotation of new loans will run into crores, and 
the loss to the Government only means additional burdens on the people. 

14. Not only has the rate of borrowing on Government loans been high in tibe 
last few years, but the Indian Corporations have also had to pay high rates for 
their borrowings in India, ranging from 6^ to 6 per cent. And the flowing of 
money into Government and Corporation loans at high rates has made it exceed- 
ingly ^difficult for industrial concerns to raise money either by way of debentipes 
or preference shares, and has been a serious check to industrial expansion, particu- 
larly in Western India. Not only has the high exchange policy of Grovernment 
lowered or extinguished industrial profits by encouraging foreign competition, but 
has also made the raising of industrial loans a task of great difl&culty. Unless, 
therefore, the exchange problem is satisfactorily settled, industrial development 
will continue to receive a serious check. 

(In the above paragraphs I have endeavoured to answer questions 1 and 2 of 
the questionnaire though I have not strictly confined myself to these questions). 

15. Question 3. — If it is decided to revert to l5. 4c?. ratio, I am of opinion 
that the transition should be achieved step by step. It is feared that importers 
may suffer if exchange is lowered. But this need not be if importers keep their 
exchange covered, and at present it is possible for them to cover exchange for 
12 months forward at practically the same rate as ready. If their exchange is 
covered a lowering of exchange will do them good but no harm as a fall in exchange 
will raise the value of their goods. If a raising of the exchange rate is decided 
on, and this is inconceivable, then it is not necessary to make any suggestions for 
the transition period, as the Indian Finance Department will do so on the lines 
they have followed in the past and with fearful consequences. 

16. Question 4. — I think a definite move should now be made towards the 
establidiment of a gold standard in India. It is not possible to establish the gold 
standard in India immediately and with a stroke of the pen, considering the vast 
amount of silver rupees in circulation which, though called “ token,” are legal 
tender to an unlimited amount. Till these rupees are reduced to real tokens, and 
the amount that can be given as legal tender is reduced, the gold standard cannot 
be established. The first step towards the establishment of a gold standard is 
the stopping of rupee coinage. It may even be necessary to melt the rupees and 
sell them as bullion when favourable opportunities occur, and collect gold with 
the proceeds. It will be years before the reduction of the rupee to the level of a 
real token can be carried out, and the process would have to be effected by reducing 
step by step the amount of rupees which can be given as legal tender. No insuper- 
able difficulties stand in the way of the establishment of a gold standard if once 
the policy is decided on, and the Government of India are given a free hand to 
carry out that policy, and devote themselves whole-heartedly to carrying it out. 
When the Indian Mints were closed to the free coinage of silver the policy was 
laid down of going to a gold standard. India would have been on a gold standard 
by now if that policy had been faithfully adhered to and her gold resources had 
not been played with, and converted into silver rupees on some pretext or other. 
The establishment of a gold standard in India will place her on the same footing 
as all the advanced nations of the world. But once this policy is embarked upon 
there should be no wavering as in the past, and in the interests of India alone 
should weigh at every step taken to carry it out. 

17. As regards the Grold Standard Reserve, it will not be added to if there is 
no further coinage of rupees, and the interest on the same should be carried to 
revenue as now. When the gold standard is fully established the Reserve can 
be used for some purpose beneficial to India, e.g., reducing her sterling loans. 

18. As regal-ds measures to maintain the rupee at the rate selected, only such 
measures will be necessary as were in force before the war, i.e., the import and 
export of gold at gold points, and the use of the Gold Standard Reserve in case of 
necessity. 

19. Question 5. — The note-issue should be transferred to the Imperial Bank 
of India, and an Act should be passed for the purpose of the transfer, and for 
laying dovm rules for the management and control of the issue by the Baiik. All 
facilities for the encashment of the notes should be given, tiie eventual aim being 
to make currency notes of any denomination and to any amount encashable at afl 
the main offices of the Bank, and to a limited amount at the branches; The 
backing of the notes should be in gold and silver and securities, the gold to be an 



206 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE t 

increasing amount and the silver to be a decreasing amount step by step. The 
fiduciary issue to be not less than 50 per cent, to begin with and as at present. 

20. As regards issue of notes of small value, I think that the one-rupee note 
should be re-issued if it is found that the expense of such issue is not heavy. The 
us‘^ of this note' has an educative efieot on the masses in the use of paper money, 
and will help in the passage to the gold standard. 

21. Question 6. — The Indian Mints should be thrown open to the minting of 
gold coins, preferentially the sovereign and the half-sovereign. But if the Mint in 
London cannot get over its objections to the minting of the sovereign and half- 
sovereign in India, then a mohur and half-mohur and a quarter-mohur should 
be coined in India. The weight and fineness of these coins should be determined 
after the exchange ratio between gold and the rupee has been fixed. The mohur 
may be made the equivalent of Rs. 20, the half-mohur Rs. 10, and the quarter- 
mohur, Rs. 5. 

j 22. As regards the use of gold as currency, in the initial stages gold coins will 
have to be given freely, till such time as the Indian people get more used to notes. 
There are unmistakeable signs that the people are taking more to the use of notes, 
and after a time, when the people find that they can get gold when they want 
against notes, gold will not be so much in demand. The vast masses of India do 
not really want a gold coin in circulation, taking into account their income and 
standard of life, but in order to satisfy the sentiment of the wealthier classes 
gold coins will have to be given freely in the earlier stages. The obligation to 
give gold should not be legally undertaken until a vast amount of gold is accumu- 
lated in the currency reserves, but Government should give gold as much as 
possible and convenient in the transition period. 

23. Question 7. — The remittance operations of the Government of India 
should be handed over to the Imperial Bank. Once the budgeted amount is 
remitted to London by the Bank, the Bank should stop making remittances on 
Government account, and leave the balance of trade to be adjusted by the trade, 
when the balance is favourable, either by importing gold and tendering to the cur- 
rency offices, or taking gold from the currency offices and exporting it if the same is 
unfavourable. The Imperial Bank should interfere as little as possible with the 
exchange operations of trade, beyond looking after Gk»vernment remittances. It 
may tm?e delivery of the gold in London on currency account or give delivery 
of gold in London on currency account at gold point rates, and save freight 
charges when circumstances permit. There should be no secrecy or even partial 
secrecy (as at present) about Government remittances to London. The trade and 
finance of India depend a great deal on Governmeijt remittances to London for 
securing rupees in India, and secrecy in remittance operations is detrimental 
both to trade and finance. Partial secrecy has recently been practised but this 
should stop, and every morning the remittance operations of the previous day, 
and the total remittances to date, should be published in the Press. 

24. Question 8. — ^Provision should be made by statute for securing greater 

elasticity in meeting seasonal demands for currency. At present the provision 
is for Rs. 12 crores, but this should be raised to Rs. 2Q crores. With an automatic 
currency systeai which will follow with the fixing of the ratio between the rupee 
and gold, the demand for emergency seasonal currency will show a tendency to 
fall off, except when high money rates prevail in London. But ample provision 
should be made by law for all contingencies and Rs. 20 crores will cover all 
requirements for some years to come. But the figure will have to be raised from 
time to time as the trade of the country and its financial requirements expand. 
The emergency issue should be against ooncu fide trade bills and Iotm fide trade 
pro-notes {i.e., pro-notes issued for the purpose of trade). The Imperial Bank 
should encourage the use of hundis, particularly amongst small ttaders, and should 
become a rediscounting bank, discount the hundis of discounting banks. At 
present the Imperial Bank prmers to discount the hundis of shroffs who have 
been its principal customers in the past. But a step forward should be taken, 
and hundis^ endorsed by discounting banks should also be rediscounted by the 
SETjk. Tliis will liBlp tli6 ImpBrial to liav© a larg© portfolio ready to be 

used against the issue of emergency currency. 

25. Question 9.— No necessity will arise for the purchase of silver for many 
years to come if the gold standard is decided on and the further minting of rupees 
IS stopped. But when necessary tp purchase silver the same should be, as far as 
possible, by public tender in India and for delivery and payment in Ipdia. 
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APPENDIX 26. 

Letter from the Secretary, the IVEillowners’ Association, Bombay, to the Secretary, 
Royal Commission on Indian Currency and Finance, dated 7th December, 1925. 

I am directed to acknowledge the receipt of your letter No. 1, dated 
22nd September, 1925, and your further communication No. 47, dated 
27th October, and in reply have the pleasure to submit the considered views of the 
Committee of the Bombay Millowners’ Association regarding the Indian Currency 
problems. 

In the opinion of my Committee the time has now arrived for a concerted 
attempt to be made to solve the currency problem of the country. They further 
consider that the two main essentials for the permanent solution of the Currency 
problems are : — 

(а) The introduction of a true Gold Standard in India, with the value 
of the rupee fixed at a rate which will correspond with countries where 
currency has returned to its normal value. With the rupee exchange at 
the present rate 100 United States of America Gold Dollars are worth 
Es. 272'4 as against Es. 307'8 in January, 1914. Erom this it would seem 
that the present value of the rupee is far too high unless the Government 
of India are in a position to show that the United States of America has 
a depreciated currency. 

(б) That the rupee exchange rate should not be liable to large 
fluctuations. 

If the value of the rupee was fixed at Is. ^d. gold my Committee 
believe that in the event of two successive failures of the monsoon it would 
be found impossible to maintain its parity. The present rupee-sterling 
exchange rate has only been possible ^oause India has had four successive 
good monsoons. For these main reasons my Committee are convinced that 
it would be inadvisable to stabilise the rupee at a higher value at Is. 4<f. 
gold, a rate which it was found possible to maintain for more than twenty 
years previous to the War. 

In connection with the subsidiary problems with which the Currency Com- 
mission is confronted, my Committee desire to make the following suggestions : — 

(1) That the token value of the rupee in terms of gold should be fixed 
at a rate not higher than Is. ^d. gold, 

^2) That the English sovereign or an Indian coin of similar weight 
and fineness should be made legal tender in India. 

(3) That Gold Certificates should be issued on the basis of Es. 15 to 
the sovereign against gold held in reserve in India. My Committee con- 
sider that for the first few years after the country has gone over to a true 
Gold Standard, it will be necessary to build up an adequate Gold Eeserve, 
and in order to prevent the possibility of any undue raid on the gold 
reserve during these years it should not be compulsory to make payment 
against Gold Certificates in gold coin. At the same time Government 
should declare that the ultimate object would be to meet all payments 
against gold certificates in gold currency. 

(4) Subject to the issue of temporary emergency currency no further 
issues of rupee notes (in contra-distinction to gold certificates) should be 
made, and no further minting of silver rupees should be made. 

(5) It should be the aim of Government to withdraw gradually the 
notes now issued against silver backing in not more than ten years, and 
to replace them with Gold Certificates. At the end of that time it will 
be necessary to decide the amount against which silver rupees should be 
accepted as legal tender. 

(6) That the sale of Council Bills should be restricted to the actual 
needs of the Secretary of State for the financial year in which the sales 
are made. 

(7) The control of the note issue should be handed over to the Imperial 
Bank of India with definite regulations regarding its expansion and con- 

- traction. The present method of control has led to suspicion, unfounded 
or otherwise, that the Government of India have been guilty of manipula- 
tions which might possibly have been to the benefit of Government revenues 
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but have adversely afEected the interests of the ^eat mass of the popula- 
tion of this country. By a transference of their powers, under definite 
rules, to the Imperial Bank, tMs suspicion would be removed. 

(8) That the whole of the remittance operations of the Government 
of India should be entrusted to the Imperial Bank. These transactions 
are essentially Banking transactions, and should be conducted through 
the usual agency. 

My Committee do not in their written eviden^ wish to dilate upon the 
suggestions they have made as this is more the function of financial experts, and 
can nardly be considered! as the legitimate function of the Millowners’ Associa- 
tion, but they desire to state miore fiiUy their views upon the essentials which 
they submit are necessary for the satisfactory solution of the Indian Currency 
problem:., and the reasons why the Textile Industry of the country must support 
the demand for a l5. gold. 

The introduction of a true Gold Standard . — The present currency system 
is open to objection for the reason that it permits the value of the ru;^e to be 
raised or lowered practically at the will of the Finance Member of the Govern- 
ment of India, and my Committee believe that it is extremely desirable that the 
^stem should be changed for this, even if no other reason. 

The only recognised International standard of value is Gold, and my Com- 
mittee are unanimously of the opinion that the rupee, which by the very fact 
that it has a nominal value greater than its intrinsic value becomes a token coin, 
should possess a constant relation to the only universally recognised measure of 
value. The only way to achieve this, in the opinion of my Committee, is by the 
mintiing of gold coins in India and for the issue of Gold Certificates against 
tenders of gold by the 'public. A necessary corollary to the suggestion made by 
my Committee would be that “ the Indian Mints should be thrown open to the 
unrestricted coinage of ^d on terms and conditions such as govern the three 
Australian Branmes of the Eoyal Mint,” as recommended by the Fowler 
Committee. 

Fianation of the val'ue of the rupee at Is. dd. Gold . — ^As explained in the 
preceding paragraphs, the rupee is a token coin. This has been true since the 
time it ceased to circulate at the value of the silver contained in it. When it 
ceased so to cdrculate, a definite face value was given to it equivalent to la. dtf. 
Gold. In other words 15 token rupees became equal in value to £1 Gold, and in 
reality the English Sovereign became the standard of value whereby the value 
of India’s products were re<ioned. 

For more than 20 years, the rupee circulated at this value and during that 
time contracts began to be made in terms of this token coin. The whole of the 
land assessments of the wuntry were made upon this basis, and practically the 
whole of the rupee capital in Indian Industries was invested in machinery, 
buildings, etc., upon this basia 

It has been stated in responsible quarters that, if the rupee was fixed at 
Is. Gold, it would constitute a hardship to those people who have entered 
contracts at Is. Qd. My Committee maintain that this hardship is more or less 
a figment of the im-agination, for until the end of March ^t year, when 
England’s currency was restored to its pre-war parity with the Dollar, the rupee 
never had a value equal to Is. Qd. Gold and as recently as September, 195^, had 
an equivalent gold value of under Is. 4d. 

My Committee realise that the pre^nt Finance Member of the Government 
of India has more or less advocated a policy which would give a token value to 
the Rupee higher than Is. 4id. Gold, and has been able to support his policy by 
two successive prosperity Budgets. Most of his surplus. Sir Basil Blackett has 
stated, has been -due to the nigh exchange value of the Rupee in terms of 
Sterling. 

With this View, my Committee entirely disagree, and they maintain that 
even with the value of the rupee fixed at Is. 4a. gold, tWe would have been equally 
-big surpluses for reasons similar to those given by Mr. B. F. Madon in 
Chapter XII of Part II of his book on the Indian Exchange Problem. 

It may be true that there has been a gain to Government imder the matter of 
home dhaages, but this gain has been more than counter^lanced by the loss in 
rupee value of the exports of the country which has correspondingly reduced the 
amount which this country has been able to spend. 
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E^ect of a Is. 6d. raie on the 'peofple of India generally . — ^As is well known, 
the very great majority of the people of this oountry are agriculturists and their 
prosperity depends upon the prices received for the produce of their lands. As 
is almost equally well known, the prices which they receive depend upon the 
prices which the rest of the world is willing to pay for the surplus which is 
exported. These prices are very largely dependent on their International Gold 
value, and it necessarily follows that, if the Gold value of the rupee were fixed 
at Is. ^d., the number of rupees received by the Indian exporter would tend to 
be less than if the Gold value of the rupee were fixed at Is. 

As internal prices are also largely dependent upon the export prices, it also 
follows that the total number of rupees received by the agricultural population 
of India for their produce would ue considerably less with the rupee fixed at 
Is. 6<f. than if fixed at Is. 4<?. gold. 

Coming down to the individual, it will mean that, in spite of a smaller rupee 
income, he will have to pay the same number of rupees rent, the same number 
of rupees for land revenue, and the same, if not a higher, number of rupees as 
interest to the Sowcar. Thus the balance left over in rupees after paying all 
those fixed amounts will be reduced and the purchasing power of the general 
population correspondingly decreased. 

Effect u'pon the Cotton Industry of India . — ^As explained in the preceding 
para^aph, with the rupee fixed at Is. 6i. gold instead of Is. 4:d., the general 
population of the country would have a smaller balance left over after paying 
interests, rent and land revenue, and this means that they would be unable to 
pay the prices for cloth which they could previously afford. This also means 
that not only will the demand for Indian mill-made cloth decrease, but that prices 
would have to be reduced to meet the decreased purchasing power of the general 
population. 

The decrease in the price of the Indian mill-made cloth would, however, be 
made doubly certain owing to the fact that the price at which it is possible to 
import Japanese and other foreign cloth would be automatically reduced by 12^- 
per cent, or round about this figure. 

Let us examine what this means to the Mills of Bombay, who are to-day 
faced with the problem of reducing the cost of cloth by 12^ per cent, and will 
continue to be faced with these difficulties if the rupee is kept at Is. Qd. gold. 

To reduce the price of cloth by 12^ per cent., the manufacturer has to reduce 
every one of his cost items by that percentage. In many oases this is impossible 
because the prices paid for labour cannot easily be reduced and the cost of power, 
depreciation, interest charges, rates, taxes and insurance .will remain the same or 
be increased. 

The net result of this is that, where the full force of foreign competition 
exists (!^mbay) if the rupee is fixed at Is. Qd. gold, many mills will eventually 
be forced into liquidation unless the import duty on cotton piec^oods were 
increased and even if the import duty were increased, it will not help the Textile 
Industry so much as would fixation of Is. id. gold owing to the decreased demand 
for cloth caused by the lesser rupee income of the agricultural population. 

So far mention has only been made on the effect which a Is. 6d. rupee would 
have upon the home trade of the Bombay Cotton Mill Industry, but it should 
also be realised that it Would have ah equally severe effect upon the export trade 
because if the gold value of the rupee is made higher than has previously been 
the case, it means that the cost of producing a given quality of yarn or doth 
in terms of gold, which is the standard by which world prices are measured, would 
be correspondingly increased. 

If therefore, India found it unprofitable to attempt to build up an export 
trade when the rupee was ^uivalent to Is. 4d. gold, it would be impossible to 
build up such a trade (which is becoming ihcreasingly necessary without very 
substantial help from Government), if the value of the rupee was fixed at Is. 6d. 
It has t^en stated by the Finance Minister that the increase in the sterling value 
of the mpee during recent years has been due to natural causes and that there 
has been no manipiflation bv Government, but my Committee are inclined to think 
that. this statement cannot be borne out in view of the fact that there has been an 
insufficiently great increase in currency to meet the increased requirements of the 
industry and agriculture caused by the general high level" of world prices and the 
increase in population. As long as the 2s. gold to the rupee ratio remains in the 
Coinage and Currency Acts of the country, the free importation of gold into 
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India will be retarded and there wiU be a tendency for the sterling value of the 
ruT)©© to ris© until it finally reacli©s tli© 25. point sine© tins 25. ratio enectively 
nrevents the importations of sovereigns into India for use as currency in as much 
as accordingly to the Currency and Coinage Acts, a sovereign is equivalent in 
value to Rs. 10 only. 

Had the pre-war ratio of Rs. 15 to the sovereign been retained, gold would 
have flowed into India owing to the favourable balance of trade and would have 
been to a very large extent put into circulation as currency and would moreover 
have effectively maintained the value of the rupee at Is. ^d. 


APPENDIX 26. 

Statement of evidence submitted by Dr. Balkrishna, M.A., Ph.D., F.S.S., 
etc., Principal, Bajaram College, Kolhapur. 

Recommendations . 

(1) The most effective measures to secure both stability in internal prices and 
foreign exchange is to introduce gold currency in the coimtry, as the gold standard 
is comparatively the most stable standard. 

(2) Internal stability is vastly more important than stability of exchange. 
The latter is most difficult to control. Government should give up its role of 
managing the unmanageable. Gold flnds its own level. Like forces of nature it 
tends to flow from high places to low. Gold Standard is a self -regulating system. 

(3) Decontrol the exchanges at once by dethroning the sovereign ruler of the 
Indian money machine. Emancipate India from the anachronous and unnatural 
supremacy of the Secretary of State. He ought not to be the dictator of currency 
policies when the country has been given fiscal and financial autonomy. 

The exchange rate, if controlled at all, should be restored to Is. Ad. and not 
fixed at Is. 6<f. 

(4) Replace the manipulated and monopolised rates and remittances 
by automatic exchanges. Government remittances should be made through the 
Imperial Bank. 

(6) The gold holdings in London should be transferred to India. 

(6) Gold notes should be issued on the basis of gold, sovereigns and securities. 

(7) A gold Mint be established at Bombay open only to the Government up to 
31st March, 1928, and then to the public, too. No brassage should be charged. 

(8) Gold sovereigns and gold notes be legal tender to an unlimited extent. 

Steps should be taken to encourage the use of both. Rupees and rupee notes 

should be legal tender up to Rs.1,000 at present. 

(9) The Government should retire silver notes with gold notes. No fresh 
rupees should be coined till the Gold Standard has become an actuality. Rupee 
should be linked to the gold sovereign at the ratio of 15 to 1. 

(10) The Gold Exchange Standard should be continued up to 31st March. 
1928, with this modification that rupees and rupee notes be redeemable in gold 
notes and that gold be given for foreign remittances — ^the foreign exchange rate 
should not be fixed by the Government.- 

The working of this modified standard has been outlined below. 

(11) Banking should be developed vigorously by a special programme and 
the cheque system should be popularized. 

(12) The control of the note issue should not be transferred to the Imperial 
Bank. The masses have yet no confidence in banks. 

(13) The constitution of the Imperial Bank should be improved in a manner 
to command universal confidence in its stability, honesty, usefulness and 
impartiality. Its powers should be carefully limited by such legislation as has 
been recommended by the Controller of Currency in America for Foreign and 
National Reserve Banks. (P. 11 of the Report, 1921.) 

Domestic Trade versus Foreign Trade. 

The comparative importance of stability in internal prices and in foreign 
exchanges can be measured by the ratio existing between the internal and external 
trades of a country. Professor Irving Fisher has followed ai very exhaustive 
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“ Fur- 
or even 


memorable work entitled the 

ar»r>rr.^TYiQt IJnfoTtTinately, we have no reliable or even 

approximate statistics regarding the amount of money and credit instruments, 
OT regarding their velocities. Hence Fisher’s method cannot be followed here. 

.® conclusion regarding the relative importance of the two trades is 
lulJ of significance : — 


, Probably few persons outside of statisticians would have imagined 
tnat our import ^d export trade, which has filled so large a place in our 
political v^ion, sinks into utter insignificance as compared with the internal 
o The total exports and imports amount only to a 

compared with a total national trade of 387 billions.” 

(F. 306.) 


Thus the eayports and imports represent less than 1 per cent, as much trade 
as the internal commerce of the United States. 

This calculation of domestic trade takes account of all turn-overs, while 
export and import figures count only once. On this basis the relation of our 
domestic trade to foreign trade may be surmised at 96 to 4 at the highest. So 
96 stahiZity of interned prices to foreign exchojnges is in the ratio 


However, Mr. Anderson, the Economist of the Chase National Bank, has 
followed another method. He eliminates all turn-overs from domestic trade. 
‘ Trade ” is not synonymous with “ exchange ” as it should be. His calculation 
is of some good in showing the true proportions in which labour and capital are 
engaged in supplying the domestic and foreign markets. 

According to Findlay Shirras the per capita income in India was Rs. 60 in 
1911. The population of the country in that year was 315 millions. Hence the 
total income was 315 x 60 million rupees. 

Of this income of 15,760 million rupees in 1911, the country spent 1,385 
million rupees on imports. The remainder of 14,365 million rupees represents 
the expenditure of the people on Indian goods and services in 1911. This figure 
of 14,365 million rupees is called the “ domestic trade ” of India for 
1911. Indian exports in the same year totalled 2,218 million rupees. This 
figure is taken as representative of “ foreign trade ” for the purpose of compari- 
son with the figure for “ domestic trade.” The foreign trade of India in 1911 was 
thus 15 per cent, of the domestic trade of India. 

It is interesting to find that Mr. Anderson calculates the foreign trade of the 
United States in 1924 to be 14-5 per cent, of its domestic trade. 

Thus the two percentages do not vary much from each other. This method 
is objectionable on account of the elimination of all tum-overs, which are of 
supreme importance in influencing prices, internal and external. But I have fol- 
lowed it to show that the ratio of foreign to domestic trade is as low as 4 : 96 or 
as high as 16 : 85. This means that statesmen should pay far greater attention 
to the stabilisation of internal prices than to the stabilisation of foreign 
exchanges. The former is at the least six times as important as the latter. 
Government’s policy in the past has been solely dictated by the ideal of stability 
in foreign exchange, and it paid scant attention to the stability of internal prices. 
It is high time that this short-sighted policy be reversed. The (questionnaire of 
this Commission, too. unfortunately lays stress upon the stabilisation of the rupee, 
and discloses the mind of the Government. The fixing of a ratio through the 
manipulations of the Finance Department should no more be thought of. It is a 
pity that colossal efforts should be made to maintain foreign exchange, which 
affects about 4 per cent, of the purchases, but no real anxiety has been shown to 
establish the curren<gr system on a sound basis. While unlimited funds have been 
spent to buttress the exchange rates, no sound currency policy has still been evolved 
in spite of the investigations of four currency commissions within 30 years. 

Tntrf^rnal stability or stabilisation of prices is supremely mewre important than 
stabilisation of exchanges or external stability. This does not mean that Govern- 
ment should be allowed to control internal prices or foreign exchanges. Govern- 
ment has done it with disastrous consequences to the country. ’The free and 
effective gold standard and uncontrolled currency can be relied upon more than 
Governments. We depend more upon the free play of the impersonal world forces 
than upon the dicta of a financial secretary to settle exchanges and pric^. 
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The importing and exporting firms and all those sections of the people which 
are connected with export and import business do want stable exchange rates to 
avoid risks. Their demand for stability of exchange is unnatural and contrary 
to all experience of the world’s import and export trade. However, the gold 
standard will give them what they want. The fluctuations of the rup^ sterling 
exchange can be set right only by the adoption of the gold sterling in this country. 

High: OR Low Exchange. 

The hipee for some time past has remained at the level of Is. Qd. There 
seems to be a demand in the country for lowering the exchange rate to Is. 4d. Let 
us, therefore, see the 'pros and coifis of a low. and high rate of exchange. 


Beneficial Effects- of the New Rate of Is. 6d. 

At the present rate of Is. 6d'. we have to pay Rs. 13^ for buying a pound 
sterling, but at the old rate of Is. 4d'., we shall have to pay Rs. 15 for the same. 
Now what does this high exchange involve ? It means — 

(1) we are paying a lesser number of rupees in the shape of interest on 
and capital of our sterling, debt. 

(2) home charges are paid with a lesser number of rupees ; 

(3) the English capitalists who have employed their capital here, will 
be immensely benefited by getting more pounds sterling at Is. Qd. than they 
would at Is. per rupee ; 

(4) the civil and military classes will also be benefited in the same way ; 

(5) we pay less money for all imports of merchandise and stimulate 

imports by giving a substantial bounty to English and American manu- 
facturers; • • . 

(61 we buy gold and silver at a cheaper rate ; 

(7) new sterling loans can also be raised with less burden; 

(8) the burden on national finance is so much lessened. It ensures 
lighter taxation and gives more money for developments; 

(9) the commercial undertakings of Government are discharged with 

a lesser amount of mcmey-; . . 

(10) the prices of domestic manufactures, particularly those which 
compete with foreign markets, must be low; 

(11) the low prices of manufactured goods have their effects by reason 
of the sympathy of markets on, agricultural products. It means cheap 
foodstuffs, cheap clothing and luxuries. In other words, all the consumers, 
the people at large, both rich and poor, are universally benefited by this 
high exchange. 

. India with the rest of the world, has been suffering from high.pri(;es since the 
war. TMs. suffering wiU be relieved by fixing the exchange rate at Is. 6<f. per 
rupee. This is only one side of the picture. There is yet a different story for 
the producers. • ■ . 


Adverse Effects of the New Rate. 

- ^3,lling prices cause depression in trade and industry, bring crises, bank- 
ruptcies, the dosing down of firms and factories. This has been the result in 
-iDdia, as is visible by the crids in the cotton industry and slump in coal mining. 

The low prices discourage even new enterprise, because when the old houses 
are tottering, falling, and failing, no one dares to build new ones. The present 
a6pr6Ssion, in textile, coal, juto, and sugar industries bears it outi 

Avf entrepreneurs and capitalists; discouraged by smaU or dwindling profits, 
contr^t thew borrowings. Industries started when the general level of prices 

“dustry. Fo-reign manufacturers^ definitely 
benefited at the expense of Indian manufacturers. ' 

Hence interest falls. Cf. the low Batik i^ate at 5 per cent 
cad.tecfrtoTnte“' of credit and ourreuoy, and increase of 

The busine^ of banks suffers reduction. Deposits and velocities of monev 
causes tend to reduce prices more. (The. vicious circle is 
begun. I^pre^ion in trade, becomes universal. It extends to aerioulture too 
Incomes of all the people engaged in tradd, agriculture, and indhs^ ..decreie.^ 
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There is a fall in wages, and, therefore, the purchasing power of the labour- 

classes also is reduced. Compare the present strike in Bombay. 

Reduced dernand for goods means reduced production. The stimulation of 
imports^^so wiU have an adverse effect upon home industries, as is visible in these 
days. The high exchange has conferred a bounty upon our competitors for our 
industrial depression. 

The agriculturists suffer not only by obtaining less for their produce, but have 
to sell m<^e produce to get the sanae number of rupees to pay off their debts and 
interest ^Aereon. These same agriculturists have to pay fixed taxes to the Govern- 
ment. They suffer by the appreciation of the rupee. They form 70 per cent, of 
the population and they are poor. What must be the consequences of increasing 
the burdens of their liabilities ? 

The non-agricultural debtors suffer no less from the appreciation of the rupee. 

Now a few crores gained by paying less home charges and less in imports are 
most dearly gained by the misery universally inflicted upon all producers and 
debtors, and by increasing the burden of taxation. 

Cheap imports do not. much benefit the agricultural classes, as they do not 
use ^y appreciable amount. Their losses as producers, tax-payers, and debtors 
are in no way offset by cheap imports. 

The importing firms might suffer a little, but they are shrewd enough to cover 
their loses. The losses of producers and exporters by the rise in exchange rates 
are simply staggering. 

Take the annual value of agricultural produce to be Rs. 3,000 crores. Ten 
per cent, appreciation of the rupee means 10 per cent, fall in general prices. The 
value of all the stocks and the new produce is reduced by Rs. .300 crores. 

(Professor K. T. Shah calculates the value of produce to be 2,187. The value 
of stocks held by the people may be put at 813 crores.) 

The losses of imports may at the time of the change amount to a paltry sum 
of two or three crores only. 

Exports have a tendency to fall. A fall in the quantity of goods exported 
lowers prices of these goods in India The growers of commercial crops specially 
suffer losses. Jute, tea, hides, and skins feel the effect of foreign competition. 
The rising exchange is having such adverse effects upon the above-named exports. 
The silver-using countries will have an advantage over India on account of a high 
exchange. 

This high exchange will set up an agitation for levying increased protective 
duties on imported manufaictured goods. It will be very difficult to suppress such 
a demand. A vociferous section of Indian politicians interpret this high exchange 
as a stimulus to British industries which are now suffering from an extraordinary 
slump. , 

Hence, manufacturers, artisans, wage-earners, agriculturists suffer by the fall 
in prices. Reduced production, reduced consumption, reduced incomes mean 
reduced taxation. 

Thus neither the people-manufacturers, importers, agriculturists, labourers, 
nor even the Government ultimately will be gainers by fixing the rate at Is. Qd. 
per rupee. 

Effects of Restobing the Rate to Is. 4d. 

The fixing of this low rate meains that we will have to pay Rs. 15 instead of 
Rs. 13^, as we dd now for a pound sterling. The rupee will depreciate in terms 
of sterling. It means that. all the beneficial effects of .the .high rate shown above 
will not be derived by the Government, the English settlers, the English civil and 
military classes. The people at.large will suffer by high prices. The fluaances of 
the Government will be tightened. More money will have to be found out by new 
taxation or loans. There will probably be. deficits in budget, though the income 
from railways,' opium, salt, custom^, income-tax, excise will have a pick-up. 
Lowering' the rate to la. ^d. means per cent, depreciation of the rupee, and it 
will involve a rise in pricds to the same extent. It will'be tantemount to increasing 
the import duty on all goods brought intp the country by 12J per cent, or giving a 
bounty to all indigenous industries. Low exchange will stimulate exports^ while 
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high exchange stimulates imports. The English manufacturers will suffer loss 
by the reduction of imports to India, as well as from the capture by India of 
some American and Asiatic markets with her manufactured goods. 

We must frankly admit that all these evils will follow in the wake of restor- 
ing the exchange rate to If. ^d. 

But we must also see with an unbiassed mind the advantages of fixing the 
rupee at this ratio. 

The depreciation of a rupee means a rise in prices. Eising prices stimulate 
production, favour enterprise, cause a rise in wages, and serve to bring optimism 
in trade and industry. 

Producers and manufacturers all feel gratified, and look to a further rise as 
the sign of the healthy organisation of the economic life of the nation. It was 
for this reason that the “ Green Backers ” in the U.S. agitated for the maintenance 
of the Greenbacks, or that there is a party in the Argentine Eepublic to maintain 
paper money, or that the sudden contraction of money on the continent is so much 
dreaded. 

The falling rupee is favourable to debtors, because they can easily pay off 
their debts by paying money of less value. India as a debtor nation will be 
benefited. 

Joint stock companies are floated and private business, too, receives a 
stimulus. 

Wages rise all round. 

Banks increase their business. 


Deposits and velocities of money increase. 

The rate of interest will rise, and capitalists will be benefitted. 

Entrepreneurs, encouraged by large profits, will expand their business, and 
go in for new industries. 

Agriculture gains most. The raw material of all manufactures is bought at 
higher prices. Similarly, foodstuffs rise in value. As 80 per cent, of the people 
in this country live upon agriculture, a rise in prices confers the greatest advan- 
tage on the rural population. 

The producing power of the nation increases, and thus it not only neutralises 
the effect of high prices, but enhances production. 

The interests of the agriculturists are thus in no way sacrificed to those of 
the importers or financiers and millowners of Bombay and Calcutta. 

Expansion in business, acceleration in industry, stimulation of agricultural 
industries, prosperity in the nation, (ieerfulness, buoyancy, optimism, more taxa- 
tion, more revenue are the characteristics of the restoration of the rate. 

People bought sovereigns at the rate of Es. 15 each. The high exchange ratio 
will give them only Es. IS-J for each. They will not consequently bring them out. 
The 2f. ratio drove out sovereigns from circulation and this If. ratio will serve 
the same purpose. 


^ Greater production, higher wages, higher profits, higher interest, more bank- 
ing business, more mills and factories, more optimistic and jubilant industrial 
world bring in more revenue to Government and hence the adverse effects pointed 
out above, wiU not be in evidence on National Finance. 

The cessation of coinage of rupees will reduce the demand for silver the 
adoption of gold as curren^ will further reduce the price of silver, and ’send 
up the j^ic® of gold, it will then be difficult to maintain the present rate of 
If. 6a. This wiU probably hover about If. 


The high exchange will depreciate our present holdings of sterling securities. 
There is a demand for bringing back the Bteserves from London in the shape of 
gold to wittidraw paper and rupee currency and circulate gold. 73-5 million 
sterling at If. will redeem 98 crores of rupee notes, while at If. 4<f. the amount 
of redeem^ notes will go up to 110 crores. It is evident that both the Govern- 
ment and the country will gain by the low exchange. 

_ .There is a universal apprehension among the educated classes that the 
G^ei^^t desire to peg the rupee at If. 6<f. sterling and are manipulating the 
rat^ by their mysterious ways. Let me hope mat these apprehensions are 
unrounded and that the CJoxnmission will recommend complete i non-interference 
in xoreign exchange rates and the adoption of 15 Eis. to one sovereign for internal 
purposes only. ■ ° 
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Qytsstions 2 a/ad 3. — stand for no control of foreign exchange rate and no 
stabilisation. Let it be free, open and automatic. No controlling dams should be 
raised up by the Government. The great desideratum is a natural rate of 
exchange. 

Under the gold standard regime there is no necessity of fixing any exchange 
rate. All trade, internal and external, will be done on a gold basis. Even under 
the Grold Exchange Standard in England the British Government does not fix 
exchange rates. 

For the last thirty years or so the Indian Government has been tossed between 
the Scylla of Exchange Standard and Charybdis of Exchange Rates. It is 
strange that the frequent shipwrecks and the consequent misery inflicted upon 
itself as well as the people have not yet taught it to get the ship of finance out 
of these uncontrollable whirlpools. It is still harping upon the same old tune of 
fixing rates, stabilising the rupee, the means to maintain equilibrium and 
stability in the unstable seasaw of exchange. Our Finance Department with a 
doggedness that is characteristic of an Englishman, though often submerged 
in the tempestuous tide, feels delight in controlling the eternal ebb and flow of 
exchange. It has so long played ducks and drakes "with its reserves and the 
fortunes of the people. Sufi&cient has been the evil of this meddling intervention 
and interference. 

It is a hopeless task for a government to bring stability in unstable things. 

It is to command the sea to go so far and no further. It is to defjr the laws of 
supply and demand. It is to ignore the psychological effects pn prices. Just as 
no government will dare continue for a long period in normal times to fix prices of 
commodities and take effective policing steps to maintain those prices, so govern- 
ment ought not to fix and be responsible for maintaining the exchange rates of 
gold and silver. 

No modern government except the Indian Government has tried that mad 
and expensive experiment. The Indian Government by undertaking to maintein 
the exchange rates has cost this country untold misery. Hundreds of millions 
have been extorted from the pockets of the people in subtle ways. 

An alien government to be on the safe side ought not to have any concern 
with exchange rates. Already the phrase of “ Satanic government ” has become 
universal. A hundred bad names are being given to the government. The 
people are now wide awake to their interests. They are not dumb now as they 
were in the past. The Press, the Platform and Parliament are being strenuously 
utilised for throwing mud on the government. Every action of the government, 
however noble it may be, is misunderstood and misrepresented by a certain 
vociferous section of the people. 

The people rightly mistrust the government and doubt its motives. If it has 
not to gain anything, why should it be so solicitous in fixing rates and controlling 
the currency policy. The Secretary of State cannot be said to be free from 
influences detrimental to the inter^ts of India. He works in secret and is 
amenable to London financial interests. 

India can now be held by England on the b^is of equality and not 
of dependency. British financial interests must not dictate what is good for us. 
Let the people decide the complicated issues of their currency question. 

Government should boldly wadi off their hands from this muddling jumble 
of varying rates and vacillating currency policies. Let the people suffer by their 
mistakes. Just as the (Wemment gave up intervention in checking plague in 
l^mbay at its. out-burst and for the last one generation the whole country is 
suffering from its ravages, so let it now give up its interference in currency even 
though the people may have to suffer more severely from their mistaken policy. 

Why should the Government be so anxious here to fix Exchange rates in India 
to protect the interests of English bureaucracy and capitalists? Are ihey not 
strong enough to protect their interests here as el^where? The tentacles of 
British capital are spread fa%and wide. The British' ^pitalists all over the 
world are subject to varying rat^ of exchange, with their mother country, why 
should they have any guarantees in India only ? 

The cmU (md wdLitani services are already paid fat salariea They are 
expect^ to spend their saii^gs and pensions here and not out of India. If they 
prefer to spend th^ outside, let them take the phance of remitting their fortunes 
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at the market rates. To ask India to guarantee exchange rates for them is to add 
insult to injury. 

Government 'purchases. Government has to send the money for their 
purchases made for commercial purposes. In this respect the Government is an 
entrepreneur like the Tatas and others. If thousands of private traders and 
indu^rialists here as in China and all other countries have to depend upon vary- 
ing rates, why should not the Government depend upon the same ? The German 
and Russian Governments with their convulsive ups and downs in exchanges 
are doing the same kinds and even more sorts of business. Have they fixed any 
exchange rate ? If not, why should the Indian Government resort to this meddle- 
some policy ? 

Although England has now the Gold Exchange Standard, no foreign 
exchange rates have been fixed by the Government. These rates are varying from 
day to day in obedience to certain laws. 

Why then a foreign exchange rate should be fixed in India even under the 
Gold Exchange Standard 1 All prices should be expressed in sterling. Sterling 
notes should be issued here too. The rupee should approximately be relegated to 
the position of a shilling and rupee notes be in the position of sterling notes of 
small denominations. 

If in England the ratio between a sovereign and shilling is not being clianged, 
why should frequent changes be proposed between the rupee and pound herel 
Let the rupee as token coin remain pegged to sovereign at the ratio of 15 to 1 for 
internal trade. - • . 

For the last three years the' Government has allowed the rate to be fixed by 
the Banks or the market conditions. Let the same policy be followed in the 
future. All classes will get accustomed to this sort of free play of exchange. 
My advice to; the Government is; “ Hands off the Foreign Exchange Rates. 
Allow the streams of gold and silver to run freely, without impediments in 
out of the country.” The Government must completely divest itself frCm the 
management of exchange and the manipulaHon of currency. Exchanges will be 
adjusted to their natural level and comparative stability will soon be brought 
about by natural causes. Not stability of exchange, but stability of internal 
currency ^stem should be the guiding principle of Government’s policy. With 
due respect to the Commission and Government, it seems to me to be a wild 
goose chase to fix any definite, stable and workable exchange rate. 

Home Charges and certainty of Budgets. 

The gravest objection to the varying rates is the uncertainty brought in the 
budgets. Government has -to pay about 30 million pounds per year. It cannot 
forestall the rates at which money has to be remitted to England. ‘ This difftoiilty 
does not arise, in a pure gold standard with gold or sterling notes in circulation, 
nor is It grave enough in a gold exchange standard with no gold in oitcmlation! 
but with, gold alone as legal tender to an unlimited amount. 


Rupees as Limited Legal -Tender. 

Quepion A — I believe that we cannot forthwith adopt a perfect gold 
standard in India. The Rupee shall, for many years to come, remain the general 
medium of exchange... My reasons for. this view are the folldwihg ; 

(1) The. banking system is still in its infancy in India. The use of 
cheques is practically unknown except in a few large cities. The cheque 
s^tem IS not m in more tlian one per cent, of the population. Only 
cities .wit^ a. population. of 100,000 and over are learning the use of the 
cheque. .Even there it is limited to a few upper class pedple. 

deal^^^ all -these sc^cely use the cheque system in about bA.1f of their 
of In^^ metallic currencgr is a sine qua non of the economic organisation 

j Though the note circulation has late Trears increased by leaps 
. . and bounds, yet it cannot fully take the place of 4e Rupee. . . . ^ 

^ a,re used ^ the Rupee for the last several 

centuries. The demonetisation of silyer will not be liked by them.- . 

(4) Me^ tokens are, more oonveniep.t„to handle pieces of- paper- 
■The pe^saats^^Sanhotr accept the latter durihg" rains, nor can the^ 
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them away in their thatched and mud huts where they will be eaten by 
ants, spoiled by damp or reduced to ashes by fire. 

(5) Paper promissory notes are more liable to forgery than metallic 
tokens. The illiterate people are consequently afraid of accepting paper. 

(6) The masses do not have much confidence in Government notes. 
Moreover, notes are inconvenient for the masses. Hence rupees ought to 
form a large portion of the currency circulation. 

(7) Demonetisation, by reducing the price of silver, will reduce the 
value of the hoardings and ornaments. But the maintenance of the rupee 
as legal tender up to, say, Rs. 1,000 will not have such adverse effects. 

(8) The masses, on account of their poverty, require a cheap coin for 
the internal transactions of the country. Gold cannot become a medium of 
exchange for ordinary purposes. 

The total number of assessees to the Income Tax in all the provinces of India 
in 1922-23 was stated to be 238,242. These persons belong to non-agxicultural 
occupations. The majority of small land-holders, peasants and tenants have 
incomes far below the limits of the Income Tax. From among 30 per cent, of the 
non-agrioultural population we have 238,242 persons enjoying an income of about 
£11 per month or more. At the same rate the agricultural population will have 
555,898 persons with a monthly income of £11 or more. Hence the total number 
of persons with a monthly income of £11 can be approximately 800,000. 

It is evident that many gold sovereigns cannot be used by these comparativelv 
few rich people. 

The preceding reasons may be construed as showing that gold currency is 
not needed in India. These rather lead us to another conclusion and it is this. 
Much gold currency will not be required and therefore the apprehension of some 
Englishmen that streams of gold will disappear underneath or that there will 
be a huge waste by having gold in circulation is ill-founded. 

(9) Coining of silver will have to be stopped for some years to come. 
The initiation of the gold standard and currency, the depreciation of the 
rupee and the probability of a continuous fall in the price of silver will 
have a serious effect on the mentality of the people. There will be a 
sudden release of rupees from the hoards, if gold were available in 
exchange for them. Hence, steps have to be taken to check this rush and 
to increase our gO'ld sto.ck. This can be done by issuing sterling notes. 
These should be issued at an early date.. 

To sum up, for the reasons detailed above the rupee in India cannot be fully 
reduced to the position of the shilling in England. It shall always form a very 
important medium of currency. Gold can never find its way to any large extent 
in general circulation. Nor is it desirable that such a costly medium be used 
as popular currency. 


The new Gold Exchange Standard. 

Hence rupees shall remain legal tender up to a limited amount. I propose 
the limit to be one thousand rupees. Rupee notes will be placed on the same 
footing. 

For some years to come the minting of rupees and the issue of rupee currency 
notes ^ould be stopped till the time when the proportion of gold and sterling 
notes in the currency is found adequate for the requirements of the publin 
Rupees should be given in exchange for gold and sterling notes at the fixed ratio, 
but not gold for rupees up to 31st March, 1928. 

Up to that date Gtold Exchange of the type adopted in England should be 
put in Operation, Gold '^ould be tendered, when demanded, for rupees and 
sterling for tona foreign remittances, and rupees should be given for gold. 

Rupees shall be equivalent to gold for internal purposes, but they shall not 
convertible into gold but into gold and silver notes only. Their position should 
be similar to that of the silver coins, of France and the United; States, or shillings 
at the present time in England. The varying price of the rupee in the market 
will drive out gold from drculation. Till the return of, normal conditions gold 
notes alone diould circulate side by side' With rupee notes. 

- Before pointing out the modifications in the Gold Exchange Standard system 
prevalent rn India, T will briefly state the salient features of the new Astern 
adopted by England. , ^ 
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Gold Exchange Standard in England. 

(1) Mints are closed to the public but open to the Bank of England only. 
Gold bullion can be offered in unlimited quantities to the Bank which is to buy 
it at the rate £3 17s. 9d. per standard ounce. 

(2) The Bank is relieved of the obligation to pay its notes in legal coin. 

(3) Holders of Bank and currency notes and sovereigns are entitled to 
demand, at the head office of the Bank, gold bars containing approximately 400 
ounces troy of "fine gold, or £1,699 11^. ^d. per 400 ounces. 

^4) The export of gold is not prohibited. 

(5) Sovereigns and half-sovereigns are legal tender, though they can no 
longer be obtained on demand in exchange for Bank and currency notes. 

(6) The issue of uncjovered currency notes is not limited by any Parliamentary 

.Statute, but by a Treasury Minute. ^ 


The Interim Scheme. 

My tentative scheme for the transition period is outlined below : 

(1) Mints shall remain closed to the public for the free coinage of 
both rupees and sovereigns in India up to 31st March, 1928. They sball be 
open to the Government only for the minting of sovereigns alone. ' 

(2) Rupees and rupee notes shall remain legal tenders up to Rs 1 000 
only. Sovereigns, half-sovereigns, 'sterling notes shall be full legal tender 
for all sums. 

(3) Gold bullion will be freely acceptable to the Government in 
exchange for rupee and sterling notes and rupees for these two years at 
rates announced by the Government from time to time. 

(4) The Government is not bound to pay gold sovereigns in exchange 

for note^ rupees or subsidiary money during the interim. 

r\ 1 os’ll ^6 obtained at Government treasuries in 

Calcutta, Madras, Bombay, Karachi and Delhi in exchange for legal 
tender sterling ncites in quantities of not less than 200 ounces as bullion 
or its 6(ju.ivalent in sovaroigns or lialf -sovereigns. 

4 - The exmrt of gold by the public for purposes of international 

trade or by t^ Government is allowed in unlimited quantities. 

(7) The Government shall not coin any more rupees, but shall increase 
ii^erm an^afte^^^^^^^ putting gold for the notes issued during the 

SJ shall be bought by open tenders in Bombay, Calcutta, etc. 

, lu the currency reserve shall not be disposed of, but shall be 

kept for coining rupees after the interim. 

the gold reserve in the Paper Currency 
ooiS, “ seoraities. This gold to be. o? 

transfer of the Re^rves in Ixmdon to India in the shape of 

Location of the Gold Standard Reserve. 
below^°^^ location of the gold reserve in London may be stated as 

r®Ttiired only for the settlement of foreign indebtedness, 
shipping gold at the needed hour it is better to have it S 
London to meet demand there. 

to ^ from a^d 

rf “ *ouritiea. aaxd thit 

T about three weeks will occur in the arrival of gold to 

1^’(Md disadvantage in critical times. ^ ° 

flnanmid l^art of the Empire Ind 
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IV. After the war the financial strength of London has been much 
reduced. Removal of the gold Reserves from London will still more 
weaken its position. 

V. Just as there are transfers of money from one treasury to another 
in the Indian Empire and Government has adequate funds in each treasury 
to meet such demands, it is necessary that there be one such treasury in 
London for the transfer of funds there. 

VI. The Philippine Government, too, has a Gold Standard Reserve 
in Hew York to meet the adverse balance of trade. 


Objections to the Location oe Gold Reserve in London. 


I. If every act of the Government was not looked upon with suspicion and 
mistrust, if the past policy of the Government had not afforded cogent reasons 
for miapprehension, if the Gold Reserve Funds had not been dissipated by 
objectionable methods, there would have been not many objections to their location 
in London. 

II. But funds piled with considerable sacrifices have been frittered away. 
The introduction of the pledged gold standard has been jeopardised. The 
reserves are not kept in liquid money, but are diverted from Indian trade and 
industry to assist the English trade. 

III. There is always a free and unfettered flow of gold among gold standard 
countries. Why should not the same case hold good with a gold standard in India 
and immense balances in its favour ? 

The following table will reveal the favourable and unfavourable balances for 


40 years : — 

A verage of years Binding 

Thousands sterling. 

1883-1884 

Fav. 

707 

Unfav. 

1888-1889 

... — 

453 

1893-1894 

360 

— 

1898-1899 

1,163 

— 

1903-1904 

1,386 

— 

1908-1909 

— 

1,188 

1913-1914 

... — 

285 

1918-1919 

... 23,578 

— 

1923-1924 

262 

— 

(Shiras’s “ Indian Finance,” p. 4^.) 

It is clear that there are few occasions for adverse balances, and these. 


are not serious. With gold in circulation it will be as easy for us to meet our 
liabilities as it is for other countries to part with their gold for us. 

IV. One of the objects of holding gold in London is to purchase silver. But 
if gold and silver are to be bought in Bombay by open tender instead of the secret 
and suspicious methods of the Secretary of State, the necessity of locating the 
funds vanishes away. Moreover, on account of the introduction of gold and stop- 
page of coining rupees we will not require any more silver for several years. The 
rulers of India should not ride rougnshodi over the sentiments of their subjects. 
Indian opinion is unanimous on the point that no reserves should be kept in 
London. 

V. The reserves have been frittered away in buying Treai^ury notes ai\d 
securities. The London financial world to that extent lias been assisted while 
Indian industries have been starved. The composition of the reserves will be 
manifest from the following table : — 


(/n Millions of Pounds.) 


Year. 



Gold in two reserves. 

Securities. 

/ 

Toted Bcdances. 

1913-14 ... 

• • • 

» • • 

m 

20^ 

39 

15. ... 

• • « 

• • » 

6 

16 

30 

16 ... 

• • 4 

* • • 

14 

23 

44 

17 ... 

• « « 

• • « 

lOi .. 

51 

67 

18 ... 

• » • 

• • • 

83 

100 

19 ... 

• • • 

• tf « 

6 

92 

106 

20 ... 

• * « 

• » • 

2 

82 

92 

21 ... 

• • • 


Practically none. 

47 

55 

22. ... 

• IK • 

« « « 


45 

54 

23 ... 

» • • 

« « • 

» 

46 

56 

24 ... 

» • V 

m 0 • 

JJ 

54 

.64 

25 ... 

• • « 



60 

74 
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There is no gold in the two' reserves. Every pound has been locked up in 
securities to finance British trade. These should be slowly sold off, and the pro- 
ceeds should be brought to India in the shape of gold. Seventy million pounds 
of gold in circulation in India will do an incalculable good to trade and industry 
here. 

VI. India has been a creditor country, and it shall remain so as far ahead 
as we can see. , It is her natural birthright to demand gold in payment of her 
debts. No nation has the right to refuse to India the gold that is her due. The 
balance of trade in the quinquennium 1909-1913 was Rs. 391, and in the next five 
years of war it was no less than Rs. 381 orores. Even during the succeeding quin- 
quennium, in spite of large adverse balances, the balance in favour of India 
amounted to Rs. 262 crores. The world owes so much money to India, and we 
claim its payment in the form of gold. The Grovernment, however, stood in the 
.way of India during the War, retused to import gold here, strengthened the 
London reserves, and thus did lasting injury to India. Even the right note 
struck by the Chamberlain Commission was ignored in the din of war. (P. 129.) 

yil. It is strange that England should prohibit or restrict the import of 
gold into India. England, by rehson of the home charges and greater imports to 
India, is a creditor country. About 71 orores of rupees’ worth of gold was every 
year transferred from our debtors to London. Still about four crores were left to 
be annually transmitted from other countries. It is self-evident that London has 
no right to restrict the export of this amount of gold, but even this gold due from 
other nations to India is by overt and covert means intercepted by England. Thus 
India has toi pay the price of her political bondage to the master of h er purse and 
destiny. During the War this glaring injustice was done to India. Our trade 
balances, with different regions during the triennium of 1911-1913, are given 
below to show the amounts due to us from various countries : 


United Kingdom 

Europe 

Africa 

America 

Asia ... 

Australia 


{In Thousand Rupees.) 

Exports to Imports from Excess of Exports 

over Imports. 


1,756,473 3,054,776 1,298,303 

2,322,270 741,872 1,579,398 

197,179 107,436 89,134 

742,954 153,017 589,937 

1,932,142 740,416 191.726 

122,681 29,698 92,983 


7,073,690 4,828,215 1,244,875 


17 during the three years we paid gold worth 130 crores of rupees to 

England for excess ^in imports, met our sterling liabilities to India Office from 124 
crores and could bring the balance in precious metals. We carry gold to England 
by various ways and not drain it. 


Use of Gold as Currency. 

I need not lay stress upon the theoretical merits of the gold standard. It is 
universally accepted in international payments, and obviates oscillations in foreign 
exch^ges; it is the best prop for exchange; it imparts comparative stability 
to prices over tame and space; it is automatic in its operation and does away with 
m^aged currencies. AU these advantages will accrue to India by linking herself 
with gold stondard countries. Moreover, the country will get rid of the auto- 
cratic poracti^ of constantly minting unlimited supplies of inconvertible token 
currency. Prestige progress and prosperity are the landmarks of a gold 
currency; it secures the same international price level and does away with large 

For these reasons all peoples have confidence in a free and 
effective gold currency. 

The ever-expanding token currency drives gold sovereigns out of circulation, 
and thus deprives the latter of their very function for which they were coined. 

The educated classy in Indi^ are so fully convinced of these great advantages 
of a gold standard with gold in circulation that they will not accept any other 
, rarrency. The case for a gold currency does not depend upon these general argu- 
Tuents only, but^so upon several other important ones, such as the following ■— 
j capital from Jlngland, British Dominions and other 
gold standard countries to India will be stimulated with rising import 
duties upon foreipi goods brought into India; Foreign capitalists will be 
tempted more and more to start industries in- this ccmntry •- ' 
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(2) State-managed exchange rates will give place to automatic 
exchanges. A similarity of standards and a stable exchange will attract 
large amounts of foreign capital to this country. Indian industries arc 
starving from a lack of capital, though there is an urgent and extensive 
need for the investment of fresh capital in the development of natural 
resources of India. 

The first maxim of attracting foreign capital is that it should be able to flow 
out of the country without a depreciation. This can satisfactorily be effected 
through a gold currency. 

(3) International trade is very injuriously affected by violent and 
capricious fluctuations, due to rates managed by governments. War 
experience has proved to the hilt that the control of currency is liable to 
the gravest possible abuses. Manipulated currencies have caused havoc 
throughout Europe, and if in India the results are not so serious it does not 
mean that discretionary authority of the Finance Department should be 
allowed to be continued any longer. 

The Indian Government should give up its role of acting as the biggest 
exchange bank for the settlement of India’s international indebtedness. ; 

The fall in the value of gold has led to a considerable rise in the prices of 
commodities. The depreciation of gold is mainly due to less demand in Europe, 
in industries and currency, and probably to more production. India has imported 
an enormous quantity in 1924 as compared with any previous year, as is evident 
from these figures : — 

Crores. 


Average of pre-war five years ending 1913-14 ... 28' 86 

Average of five war years ending 1918-19 ... ... 7’81 

Average of five years ending 19^-24 ... ... ... 13 93 

1923- 24 29T9 

1924- 25 73-78 


If, in spite of such an extraordinary absorption, the wholesale prices of the 
world have gone up, the rise would have been stiU more rapid if so much gold will 
not have been brought to this country. The adoption of gold standard here will 
benefit the European world. 

Suppose gold currency is not adopted in India the demand for gold will be 
lessened here. The yellow metal -will fall more in price. This fall will entail 
further rise in prices. Demand for gold in India and elsewhere will arrest this 
rise. 

The import of 102 crores worth gold will be turned to industrial uses only if 
gold standard is not adopted. It will seek private hoards. Gold currency will 
keep it in the market, and thus make it available for international pa3rments. 

(4) Our trade of late with foreign or non-Empire countries has been 
increasing fast. The interest of that trade should not be sacrificed to that 
of English trade. 

(6) England has not much gold to part with. America and Japan 
have a plethora of gold for the present. Our exports to these countries 
should be increased to obtain gold for our currency and industrial uses. 
The currencies of European countries are now linked to dollar rather than 
sterling. The latter is itself at the mercy of New York^ 

The of our rupee to the depreciated sterlii^ will be subject to two 

variants — the sterling and dollar. It will be impossible to maintain parity of 
exchange without serious losses to the Government. 

(6) We can raise loans in the American market on easier terms than 

in that of London. An automatic gold standard will place us on equal and 
certain terms with that country. -J 

(7) Silver, too, is to a large extent obtained from America. An 
automatic currency will mean the free and unfettered flow of the precious 
metals. The white and yellow streams ‘will constantly pour forth their 
contents to enrich the Indian soil. ‘ 

(8) The Government will be saved losses in exchange. The colossal 
amount of Rs. 55 crores lost in the so-called “ organised Toot ” of 1920 is 
the most notorious example on the point. 

Mr. Probyn has calculated that the people of India lost £43 million during 
1873 to 1893 by buying depreciating silver whos^rioe was buoyed up by artificial 
means by the Government (Indian Coinage and Cfurrency, p. 51). 
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The Indiaa taxpayer will have been saved inuch of the exchange loss up till 
now, if automatic currency system would have existed in place of guaranteed and 
managed system or if gold standard had been adopted in the ’eighties. 

No other Government, even in the disorganised condition of Europe, has 
undertaken to cover the losses of exchange of its exporters and importers. When 
the policy stands condemned, even in abnormal times, how can it be justified under 
normal conditions in this country 1 

(9) India is a creditor country. With very few exceptions from 1870 
onwards every year India has been receiving gold and silver in payment of 
her net exports. When silver money will be restricted, that metal will not 
be required for currency purposes and hence silver imports will be curtailed 
and gold imports will be increased for the payment of our net exports. 

This will swell the gold reserve that will be required for an automatic gold 
standard. 

(10) The output of gold in India though small has been, except for a 
very short period, going out of the country. 

By minting gold in India we will utilise our own production and all the 
hoarded stocks too will come out. 

The Herschel Committee, too, admitted that much of the uncoined gold in 
India, which must be very considerable, would be brought to the mints if a gold 
coinage were introduced on a proper basis, (p. 28.) 

(11) I think prices in India were, to a large extent, governed by silver 
rupees, and controlled to a small extent by gold. Their action is either com- 
pensatory or aggravates the situation in one way or another. It is better to 
be pegged to the world prices by adopting the pure gold standard. The 
Indian prices being subject to the two influences cannot be compared with 
either the gold using or silver using countries. The true action of this 
hybrid system of gold exchange standard cannot be statistically expressed.* 

(12) The gold standard alone will permanently solve the problem of 
exchange. The country will not have to pay increased salaries to the civil 
and military services for losses in exchange; The Government, merchants, 
importers, exporters, and so the civil servants, will have to depend upon 
the market rates. 

(13) With gold as standard and currency, much of the silver kept in 
the currency department will be displaced by gold. It is feared that gold 
will be more easily concealed and hoarded ^or some time to come. There 
is a gold hunger amongst the people and until it is satisfied to an appre- 
ciable extent, hoarding will continue. Its use in ornaments will also 
increase on account of high price of silver and low price of gold. I main- 
tain that there is no hoarding and there shall be no hoarding. Hoarding 
always proceeds from the fear that gold'^will not be available when 
demanded. With gold in circulation no grounds of such fear will exist 
and hence people will not resort to hiding gold. 

It is a legitimate need and the Western countries ought not to look with 
apprehension, consternation, or alarm on the use of gold by India. She has a 
right to one-fifth of the annual output of the world. 

It should be remembered that hoarding can take place even under the gold 
exchange standard. 

On the other hand, we should not ignore the remarkable fact that a gold 
currency wiU draw out hoards of gold. The so-called hidden hoards will be put 
in active circulation. The considered opinion of the (Fowler Committee on this 
point is worthy of note : — 

‘ “As regards the hoarding difficulty in India, we are not satisfied 

that the danger therefrom is so great as has been suggested. There is a 
little or no likelihood, even according to the most sanguine view, that for 
a time to come gold coins even if declared a leg-al tender forthwith, would 
find their way to any grea|^Bxtent into general oirculatiom 

- 

K * Of. the remark of the Herschel (Jommittee : — 

Aa long' as the Indian Mint is open, the measure of value is the market value of the weight 
of silver contained in the rupee, hut as soon as the mint is closed we can no longer be sure that 
this will be the case. Further so soon as the rupee has risen to the given ratio, the fraction of an 
English gold sovereign represented by Is. 4^. will become the measure of „ value. This is dn itself 
a most important ohaoge,’'’ (p. 40). 
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” If hoarding did not render a gold circulation an impossibility in 
the past, we look for no such result in the future. 

“ Consequently, we are of opinion that the habit of hoarding does not 
present such practical difficulties as to justify a permanent refusal to allow 
India to possess the normal accompaniment of gold standard, namely, a 
gold currency.” 

People are taking more and more to banking habits. Special efforts should 
be made to develop banking on sound lines. Instead of keeping gold with them- 
selves and losing interest thereon, they will part with it to the mints and banks. 
India requires a well-established and strong banking system. The use of cheques 
and notes will do away with metallic money to a large extent. 

(14) The. introduction of gold standard in India would tend to 
enhance the price of gold. This appreciation of gold means depreciation 
of commodities, or falling prices of goods, with all the consequences of a 
slump in manufactures. Moreover, the British and European taxpayers 
will not obtain the relief that the falling -price of gold is affording them. 
Every fall in the purchasing power of gold lightens the gigantic burden of 
debts due to America and England by European countries or by England 
to America. If the price continues to be the same for a year or two more, 
at least 25 per cent, burden of debts and interest will be cancelled. 

Hence British and European nations are interested in keeping the price of 
gold at a low level. They will not like that India should monetise gold and thus 
raise its price. 

The bankrupt nations of Europe and debt-ridden Britishers are forging 
philosophies on the ideal benefits of gold exchange standard. England herself has 
adopted the same system, and it is unlikely that in her present distress she will 
allow India to have gold standard. 

(16) But the other side of the picture has to be seen. The use of gold 
as currency in India will arrest its downward tendency and thus arrest 
the growing rise in prices which is causing so much misery to various 
classes all the world over. 

The value of gold in spite of its large use in currencies and its widespread 
use in industrial arts has been falling. 

Its value is likely to fall still more due to — 

(a) its curtailed use in currencies on account of the adoption of gold 
exchange standard by England and other countries ; 

(b) the spread of the habit of using more and more bank cheque and 
and currency ; and 

(c) the reduced demand in industrial arts by reason of the less pur- 
efiasiTi g power of the ’European countries. 

Consequently, the introduction of a gold currency in India by arresting the 
fall in the price of gold will do a real good to the whole world. 

(16) Gold standard will not be much more wasteful in India than in 
France or Italy. The cheque system is not so much developed there as in 
England and America. 

Gold Exchange Standard has not been successful in times o| stringency to 
maintain the exchange rate. It defeated its own purpose. Gold saved with so 
much care for years was drained away in the course of a few months. Gold 
accumulations are no guarantee for stable exchange. 

(17) How long can unconstitutional Czarism in finance be permitted 
nnHAT democratic Governments ? How can the wisdom of two or three 
Financial Secretaries, even if they were adamentive to the influences of the 
Downing Street, and Threadneedle Street be said to compare with Hie free, 
automatic play of economic forces working through the open competitive 
markets ? Secret manipulations of our currency rates by the Finance 
Department must paralyse and pervert the freedom and flexibility of our 
economic and industrial system. Even with honest motives and profound 
zeal for the public good, no single brain can master, oon^l, and guide the 
intricate machinery. 

Government should not trample under foot the sentiments of the people.' 
They believe in gold to be the only sound money. For 30 years Government has 
been loud in its professions of establidiing an effective gold standard, but always 
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doing lust the contrary actions. People have lost all faith in the Government 
policy. When the most vital interests depend upon currency, the latter should 
be established according to the pronounced wishes of the people, otherwise the 
political consequences of discontent and agitation will be disastrous. 

I cannot understand the mentality of the Government. It is forgotten that 
Democracy in politics is wedded to democracy in finance. 

Objections to a gold currency in India were ably disposed of by Sir J. Begbie, 
and I need not recapitulate them here. 

But I cannot pass over the huge misconception of India being a bottomless 
sink wherein gold and silver streams constantly discharge their precious contents 
but find no outlet. 

It ought to be remembered that India is in no way an exception in the attrac- 
tion of either gold or silver to its stores. During the last half of the 19th century 
India has been kept starving in its currency. Very little more silver was 
imported into India than was needed for its currency purposes. Similarly, the 
amount of gold absorbed was exceptionally insignificant. {See Note on Absorp- 
tion of Gold and Silver.) 

Remittance Operations of the Government of India. 

Evils &f Manipulated Exchanges. 

The sale of Council Bills is one of the best and easiest methods of remitting 
money to England for the requirements of trade and the Secretary of State,. and 
releasing currency here for the use of internal trade. The system has very suc- 
cessfully worked for about a century. But there is a universal belief that the 
Indian currency and exchange are managed by the Imperial and Indian Govern- 
ments, to the detriment of India. 

The history and mechanism of remittances have given room for such a convic- 
tion. Only a few evils of manipulated exchanges are pointed here : — 

{d) The sale of Council Bills depresses exchange rates, and prevents them 
from rising above the specie points as they frequently would for a creditor country 
like India. Indians pay more and our debtors pay less for remittances than they 
would under automatic exchange. 

(b) This manipulajtion prevents the flow of gold and silver in payment of her 
debts. The doles of the precious metals coming to India depend upon the sweet 
will of the Secretary of State. He can open and close the market at will. The 
Secretary controls exchange rates and the now of gold to India. How he manipu- 
lated exchange in 1893, in 1919-20, and during the War years is known to all. 
He can divert gold to London in transit from Australia or Egypt to India. He 
sells drafts in a way that more gold should not be drained to India than can be 
safely spared by London. He sells drafts to take off the profits of the rupee 
coinage. Thus he masters exchanges, and this commanding position is used to 
the prejudice of India. Hence the country depends on a purely artificial, mani- 
pulated, perverted and autocratic system of exchange. The interests of India are 
several times sacrificed to the financial interest of London. The Chamberlain 
Commission has thus admitted the charge : — 

“ It is necessary for the Secretary of State to sell sufficient drafts, not merely 
to meet his own requirements on revenue and capital account, but also to satisfy 
the demands Of trade up to such an amount as will enable the balance of trade in 
India’s favour over and above the amounts of the home charges on revenue and 
capital accoimt tobe settled without the export to India on private account of more 
geld thorn, is actually required in India for absorption by the public." (P. 121.) 

(c) How is the Secretary of State to know that so much gold is demanded for 
internal consumption? The imports of gold are characterised with such wild 
variations that it is impossible to predict even approximately the real demand for 
the yellow metal. The imports of gold touched the low figure of eight crores in 
1908, rose to 41^ crores in 1911j^again fell down to 2^ crores in 1918, recovered to 
48 crores in 1919, dropped to ^ crores in 1921, but reached an unprecedented 
. height of 74 crores of rupees in 1924. How can the Secretary of State know the 
•'‘demand for gold in India? Hence it is supremely necessary that the import and 

export of gold should be left to natural causes. 

During the War the import of gold was practically stopped to such an extent 
that for the war quinquennium the total net import was 26 millions against 102 
millions of the previous quinquennium. 
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(d) After the W ar, too, gold was successfully prevented from coming to India, 
so that the London reserves were swollen at the expense of India, as will be evident 
from these returns : — 


Balances Held in London. 


Year. 

Total Million £. 

Tear. 

Total Million £. 

1913 

39 

1919 

96 

1914 

30 

1920 

55 

1915 

44 

1921 

54 

1916 

67 

1922 

56 

1917 

100 

1923 

64 

1918 

loe 

1924 

74 


The purpose of keeping such inordinately large reserves in London was to 
prevent the export of gold from London to India. 

(e) The gold in these two reserves was used in financing British industries by 
buying their securities. This game has been played with such recklessness that the 
gold stock has been allowed to be reduced to zero. 

The value of securities, including special reserve securities, in the two reserves 
is shown, along with the amoimt of gold held in each year. 


Year. 

Gold Million £,. 

Securities. 

1913 ... 

lOi 

m 

1914 ... 

6 

16 

1915 ... 

14 

23 

1916 ... 

m 

51 

1917 ... 

6i 

83 

1918 ... 

6 

92 

1919 ... 

2 

82 

1920 ... 

£ 488 only 

48 

1921 ... 

„ 1,775 „ 

45 

1922 ... 

... ... ... ... ,, 3,658 „ 

46 

1923 ... 

,, 941 „ 

54 

1924 ... 

no gold 

60 

(Reports of the Controller of Currency, 1923-24, pp. 70-71. 


JJ 

„ „ „ 1924-25, p. 13.) 



(/) It is an open secret that we have sustained severe losses by the deprecia- 
tion of these securities If there is no necessity of having a ready stock of gold, 
then the very raison d’Hre of keeping these reserves in London disappears. 

At a time of crisis the sale of these securities to obtain gold will entail a heavy 
loss. It will be far greater than can ever be by the shipment of gold from India. 

Then the holding of such large amounts of gold, ranging from 54 to 106 million 
sterling, is not meant for adverse balances. From 1899 to 1924 the remittance of 
gold from India due to an unfavourable balance of trade was as follows : — 

Reverse Drafts Paid in London. 

Thousand £. 

1908- 09 8,058 

1909- 10 JL56- 

1914- 15 8,707 

1915- 16 ‘4,893 

1918-19 4,720 

The Secretary of State should not have been given the power to sell Council 
Drafts beyond his own requirements. This practice has been a fruitful source of 
serious evils. 

The best policy is to deprive him of his power to control exchanges and to 
offer bills for sale. He should receive the home charges through the Imperial Bank. 

The arbitrary action of the Secretai^ of State led to an unbridled increase of 
inconvertible legal tender in India. Within four years, 1915-1918, Council Bills 
to the value of 109 million sterling were sold in London, although the GovernmehS 
had incurred £200 million on behalf of the Home Grovemment. Then 76 million 
sterling were invested in Treasury Bills. The Secrefary of State ought to have 
taken the money from the Imperial Treasury, but 1^ his sales he compelled the 
Government to find means to the extent of £885,000,000. That is one of the 
reasons why there has been so much inflation of money in India. 

56696 If 
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1912 

1920 

1924 


Notes 

Rupees. Crores of 

RtS» 

182 45 

260 154 

— 167 


The whole gold standard reserve was transferred to London. So India had 
none of the gold and silver in this Reserve from 1917. A sum of £36,000,000 was 
invested in London for strengthening the financial market there at the expense 
of India. Similar is the story of the gold portion of the Paper Currency Reserve. 
For instance its composition in 1919 and 1924 was : — 

1919. 1924. 


Silver in India and in transit 

Gold in India 

„ England 

Securities in India 
„ in England 


{Lakhs of Rs) 

37,39 
17,37 1 
12 f 

16,08 . 
82,50 


{Lakhs of Rs.) 
85,62 
22,32 

57,31 

14,00 


153,46 179,25 


Thus out of the gross circulation amounting to 153 crores, rupees 82J crores 
were invested in England and the actual silver and gold to redeem the notes in 
India amounted to only 30 per cent., while 54 per cent, of the reserve upon which 
the redeemability of notes depends, was not available in this country. It was 
lodged 7,000 miles from the shore of India. 

Such a practice is most reprehensible. An alien Government ought not to 
expose itself to such irrefutable charges. It has pledged itself to the fiscal and 
financial autonomy in India. Let it be carried out in right earnest by transferring 
in time to come all the functions of Exchange and Paper Currency to the Imperial 
Bank. 


Minting of Gold in India. 

Question 6. — The minting of gold in India is a sine qua non of introducing 
gold currency in the country. It is the surest attribute of sovereignty. It satis- 
fies national pride. It places India on a footing of equality with other Dominions. 
We will utilise our gold output for minting coins. The so-called hidden hoards 
will come out for use in currency. It will mobilise our immobilised imports of gold. 
The imported gold is rendered useless; it does not enter into currency; it does not 
buy goods; it is not invested as capital, and does not bear any interest. It is, 
in fact, dead and as if consumed. The Royal Mint successfully opposed the 
establishment of an Indian Mint up to 1917. When Ottawa, Sydney, Melbourne, 
Perth can be relied upon by the authorities of the Royal Mint, the i^mbay Mint , 
should also be allowed to coin sovereigns and half-sovereigns of the same weight 
and fineness as those of England, as was done in 1918. Sovereigns are preferable ■ 
to mohurs, because they serve as the cement of the Empire and will have a con- 
siderable prestige in the commercial world. Gold will be attracted profitably 
from Africa to pay the balance due to India from London, if, in exchange for 
the raw gold, ourimicy can be obtained as quickly and economically as in 
London. However, if the Imperial Government have any serious objections to 
this practice, we should -undertake to issue gold mohurs or fifteen-rupee gold 
piecea By so doing the Bombay Mint will be independent of the supervising 
authority of the Royal Mint, and we will be free to mint gold coins suitable to 
the requirements and traditions of India. 

Question 8. — ^England in summer and Christmas seasons has more demand for 
money. But America is lake India subject to seasonal demands for currency. . 

„ The methods adopted by the banking world there should be adopted here with 
suitable safeguards. The issue of money gainst oommereaal bills is the most 
approved practice. On the Continent, too, it was popular before' the war. The 
practice has already been adopted in India. It shoiuld Ite extended if required by 
amalgamatirg the scbemes of Sir Edvrard Holden and of the F.R. Banks of 
the United States of America. 
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Question 9. No purchases will have to be made for several years to come 
under the schemes proposed! by me, our present stock being sufficient lor subsidiary 
coins. The Secretary of State will be divested of his powers of control over 
exchange and currency. The Imperial Bank will buy silver, when needed, in the 
open market in India. 

Note on the Absokption of Gold and Silver. 

Incidentally, let me point out the falsity of the gratuitous assumption that 
Indians are fond of hoarding very large quantities of silver or of turning the 
same into silver ornaments. For twenty years, from 1851 to 1870, silver to ^e 
value of 158 million sterling was imported into India, out of which 152-5 million 
pounds’ worth of metal passed through the mints. That is, 5-5 million worth of 
silver was left for arts and industrial uses during two decades. Similarly, from 
1870-71 to 1892-93 the yearly average of imports was 7 million pounds, but 
6-6 million was annually coined out of it, so nearly the whole of the imported 
silver was absorbed by currency demands and a most insignificant quantity was 
left, if at all, for industrial and ornamental purposes. 

The absorption of gold would have been more if Government had not followed 
a policy hostile to the true interests of India. The net imports of the yellow 
metal from 1871 to 1920 are shown by decades below : — 


Year. 

Net absorption total 

Annual 

Population. 

Consumption of 


for 10 years. 

average. 


gold per head. 


£ million. 

£ million. 

Million. 


1871-1880 

15 

1-5 

254 

•0059 

1880-1890 

30 

3*0 

287 

•010 

1891-1900 

21 

2-1 

294 

•007 

1901-1910 

60 

6-0 

315 

•019 

1911-1920 

... 128 

12-8 

319 

•040 

Total for 50 

years 254 

5-1 




This absorption is -so insignificant that no nation can or ought to be jealous. 
All should rather pity the case of poor India. The annual absorption of gold per 
head during the five decades is approximately 1§, 2|, 1|, 4^ and pence 
respectively. 

In other words, the accumulated share of gold per head for these fifty years 
of growing agriculture, trade and industry, wealth and prosperity, is nineteen 
shillings and nine pence. 

The whole stodk absorbed by India during the period of full fifty years is 
valued at its ammal import price at 254 million pounds. As gold has been falling 
in price the present value of this stock must be some 20 per cent. less. 
Then losses by wear and tear in ornaments, by fire, burial, and use in 
medicines for internal consumption and other uses in arts from which it cannot 
be recovered, must be roughly estimated. I am inclined to put 5 per cent, of the 
net imports of every year to be lost on these causes. A calculation on this 
assumption shows that in 1920, only £120 million worth of gold out of 254 million 
pounds could have been left in the hands of the people. Without c^oulating the 
depreciation in the value of gold, the per head share of aU gold imported into 
India during 50 years, is approximately sixteen shillings, while the stock at p^sent 
is only eight gbilliu gst per capita. This is the amount for which India is being 
suspiciously looked upon by the world. 

The last decade of pre-war and post-war years is full of significa.nce. During 
the four years of 1911-1914 the net imports of gold totalled 79-3 million pounds, 
giving an average of about 20 million pounds per year. 

This tide was turned by the war, not that our ^ports di:uing the war years 
were less, but because gold was not permitted to be imported into India It was 
against the interests of Allied finance. 

The result was that during the five years ending 31st March, 1919, the gold 
imports fell to 5 million pounds a year, of which £2,000,000 were sovereigns, 
the remainder being bullion and coined gold other than sovereigns. The payments 
due to India, were made in appreciating silver and not in depreciating gold. It 
wiU be seen that the imports of silver during the four pre-war years averaged 
7-6 million pounds : these rose to 16 million potihds during the five war years. If 

66696 , ^ ^ 
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ffold were released by the Allies, India will have continued to obt^ large 
amounts of the yellow metal. Neither the price of gold will have fallen to the 
extent it did, nor the adoptioin of gold standard will have been jeopardised after 


1920. 

As India is a dependency of England and its exchanges can be controlled 
by she was deprived of its share in gold by the master of her d^tiny. 

While England, America, all the neutral countries, and even our rival Ja^n, 
were nihri g gold upon gold, this country was deliberately kept staged. The 
following table will eloquently present the facts on the accumulation of gold : — 


Gold Reserves in Central Banks (in Million Dollars). 


Countries. 

Belligerent countries (France, Italy, Belgium, 

Germany, Austria-Hungary) , 

Sweden 

Norway 

Denmark 

Netherlands 

Spain 

Switzerland 

Argentine 

Japan 

England 

United States of America 

Total 


1913. 1921. 


1,556-2 

1,2362 

27-4 

75-5 

12-8 

39-5 

19-7 

610 

60-9 

245-6 

92-5 

479-2 

32-8 

104-9 

225-0 

4501 

65-0 

558-8 

536-1 

2,014-6 

1752 

763-3 

691-5 

2,529-6 

2,959-0 

6,548-7 


While the belligerent countries of Europe lost 320 million dollars’ worth of 
gold in eight years the gold reserves of England were increased by 588 million 
dollars, those of Japan by 494 million dollars, of America by the fabulous sum 
of 1,838 million dollars. The eight neutral countries together gained 1,478 
million dollars’ worth of gold. There was only one country in the world whose 
stocks of gold were rather depleted. It was India. Both the Imperial and 
the Indian Governments are responsible for this vandalistic or at least hostile 
policy towards India. 

India could have easily piled up gold like Japan, had not her Government 
stood in her way. She could have most conveniently and forthwith adopted a 
gold currency, but the scheme has been in every way crushed by the selfish and 
short-sighted policy of the powers that rule the destinies of this country. 

India with one-fifth of the human race and with traditional of the main- 
tenance of a gold currency for several millenniums has a claim to at least 20 per 
cent, of the world’s output of the yellow metal. The following figures will speak 
for themselves : — 


India versus the World. 


Years. 

1851-1860 

mm • 

(1) 

India s absorption. 
Million pounds. 

22 

(2) 

World's 

output. 

274 

1861-1870 


69 

260 

1871-1880 


15 

219 

1881-1890' 


30 

221 

1891-1900 


21 

436 

1901-1910 


60 

778 

1911-1920 

* • * 

128 

877 

Total for 70 

years 

335 

3,065 


Percentage of 
(1) to (2). 

•8 

22-5 

6- 5 
13'5 

5-0 

7- 7 
14*6 


India with a favourable balance of trade is a creditor country and gets gold 
in payment of her exports, but much of the gold is intercepted and in one way 
or other appropriated by England. It is for this reason alone that ^le. has not 
obtained her full and proper dbare of the gold supply. 
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In short, it is evident that the Indian has by no means any fascination for 
the yellow witch. The white nations were bewitched more by the precious 
fairy than the Indians have been for the last 70 yearsu 

The 'per capita share of gold absorbed during three generations is as low as 
16s. only, while the present stock in the Central Banks alone in the United States 
of America is $25 per head ! 


APPENDIX 27. 

Statement of evidence submitted by Mr. Jamsetji Ardaseer Wadia, of Bombay. 

The mints were closed in 1893, but the Government of India had set its 
heart on closing the mints and over-valuing the rupee years before 1893. I have 
before me a letter of the Lord Commissioners of the Treasury to the Secretary 
of State for India in Council dated the 24tih November, 1879, and it says as 
foilows : “ The proposal appears open to those objections to a token currency 
which have long been recognised by all civilised nations, viz., that instead of 
being automatic it must be managed by the Government and that any such 
management not only fails to keep a token currency at par but exposes the 
Government which undertakes it to very serious difficulties and temptations. It 
appears, too, that the Government of India in making the present proposal lay 
themselves open to the same criticisms as are made upon Governments which have 
depreciated their currencies. In general, the object of such Governments has 
been to diminish the amount they have to pay to their creditors. In the present 
case, the object of the Indian Government appears to be to increase the amounts 
they have to receive from their taxpayers. If the present level of exchange be 
due to the depreciation of silver, the Government scheme, if it succeeds, may 
relieve the Indian Government and others who desire to remit money to England; 
but this relief vrill be given at the expense of the Indian taxpayer and with the 
effect of increasing every debt or fixed payment in India including debts due by 
ryots to moneylenders.” 

A little before the closing of the mints in 1893 the “ Statist ” of London 
wrote as follows on the 5th November, 1892 : “ If the purchasing power of the 
rupee were raised by 20 per cent., land tax and other taxes payable to the 
Government would likewise be raised. So would all debts due at the time the 
change was made. In other words, every banker, capitalist and usurer would 
find Ms property so far as it has been lent out to others increased by 20 per cent. 
Of course, likewise cffioial salaries would be enhanced in the same way. There 
would be a sweeping transfer of property from the producing working millions 
who create the wealth and prosperity of the Empire to the servants of those 
millions and the parasites who prey upon them.” 

The Herschell Committee reluctantly consented to close the mints in 1893 
since the Government of India threatened bankruptcy. They, however, would 
not fix the rupee at Is. 6<?. as demanded by the Government of India but fixed 
it at Is. 4d. Clause 135 of the report of the Herschell Committee runs as 
follows : “ It is impossible in view of these considerations nob to coane to the 
conclusion that to dose the mints for the purpose of raising the value of the 
rapee is open to much more serious objection than to do so for the purpose of 
preventing a further fall.” The Herschell Committee understood perfectly well 
the gravity of artificially raising the rupee. The Government of India oc^- 
menced to coin rupees on and after 1900, and the flooding of the country with 
token currency: had disastrous effects on its economic life. It inflated foodgrain 
prices which necessitated increased wages, which increased the cost of produc- 
tion and enormous increase in taxation in recent years. I beg to submit the 
following figures to show the inflation in prices : — 



Year. 

Retail foodgrain prices 
{^Tndia'). 

Atkinsoyi's figures. 

English figures. 

1894 

• • « • • • 

114 

138 

68 

1904 


117 

129 

70 

1905 


147 

144 

72 

1910 


168 

161 

78 

1911 


161 

166 

80 

1912 


189 

186 

85 

1913 


199 

195 

85 

1914 


222 - 

200 

85 


KAKQA ' 


"P ft 
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For about 32 years the Government of India has been trifling with our 
currency under the guise of fixity, and every opportunity has been taken to go 
in for a high fixity. They took the opportunity of a rise in the price of silver 
which took place after the Armistice to bring into existence the Babington- 
Smith’s Committee which recommended the fixing of the rupee at 2s. gold. That 
proved very disastrous, and I do not wish to dwell upon that except to show that 
the Indian Government misses no opportunity to fix the rupee at a high rate. 
That policy was abandoned, but I do not see any necessity for further examining 
the question as the Hersohell Committee and all other Committees have fixed 
the rupee at 1^. 4d. There was some excuse for the Babington-Smith’s Com- 
mittee since silver rose to about 89d. to the oz. As long as silver does not rise 
above 4Ad. to the oz.. Is. 4^?. to the rupee must hold good. The present price of 
silver is about 32d'. I do not see any use of examining this question again, 
except to squeeze the taxpayer by a high fixity for the benefit of the foreigner. 
It is said that the present high exchange of Is'. Qd. is the result of trade. It is 
really absurd to think so. In my opinion. Government has created a monopoly 
in the rupee, and it can demand what price it likes. As long as the balance of 
trade is in India’s favour, you can put the price up. A high exchange will 
diminish our balance of trade, but it cannot destroy it unless it is too high. The 
best course is to go back to Is. 4:d. with an effective gold currency. Every oppor- 
tunity may be t&en to conserve gold and to encourage note circulation, but the 
notes must not be based on silver rupees but on gold. Our rupee to-day according 
to the late Professor Marshall is a metallic note. If that is not allowed to us 
on account of the monetary interests of London, then I would prefer an open 
mint to silver. Silver or gold currency must be honest. 


APPENDIX 28. 

Statement of evidence submitted by Mr. Q. I. Patel, B.A., M.Xi.C., Joint 
Honorary Secretary, Ahmedabad Millowners* Association. 

Question I {a ). — Is the time ripe for a solution of problems of Indian 
Currency and Exchange by measures for stabilisation of the Rupee or otherwise ? 

Since 1917, when the pre-war Currency and Exchange system broke down, 
the Indian public has suffered from the evil consequences of an unstable rupee 
which during the interval rose as high as 2s. lid. and fell as low as Is. 3d. 

The Babmgton-Smith Committee considered the problem and suggested 
certain remedies. But they thought of introducing stability in Indian currency 
at a time when the economic equilibrium of the whole world was disturbed. The 
action taken by the Government of India in pursuance of the recommendations 
of this Committee did not succeed, and brought great losses and odium to them. 
People began to entertain suspicions regarding the currency policy of the Govern- 
ment, as for years business men have remained in suspense, regarding the 
Exchange value of the Rupee, in which their transactions are measured. In con- 
sequence, loud complaints and protests were naturally made by the commercial 
community for^an early settlement of the Currency and Exchange problem. But 
just as the Babington-Smith Committee was too hasty in arriving at their conclu- 
sions, the authorities have of late been too slow in coming to a final decision in this 
matter. This over-cautious attitude has meant that India should sit silent till 
world conditions improve and better opiurtunities for a revision of the Currency 
policy present themselves. The return of England to* the gold standard or the 
approa^ of sterling to wld parity in recent times has been taken to be an 
indication of such desired! improvement in world conditions. Not considering 
whether this dfelay .has been wise, we mu^ come to the conclusion that it is high 
time that adequate steps be taken immediately to . inspire confidence among the 
people regarding the Currency policy of the Government by a thorough revision 
of the whole mechanism. 

Question No. I (&). — ^What is the comparative importance of stability in 
internal prices and in foreign Exchanges? 

The stabilisation of the rupee at Is. 4^?. was the chief aim of the pre-war 
poli^ of the Government, and so long as the rupee remains unlimited l^Jil 
tmdfer, whatever other changes be introduced, its stability in relation to gold 
should certainly be one of the principal aims of the Government. 

tntern^ prices and of foreign exchange are both important, and 
one should not w sacrificed for the other. In fact, a change in internal prioM 
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will soon, react on foreign exchange, and vice versa. It is no use considering 
which of the two is more important. The real problem is to consider which is 
the best system by which the maximum amount of stability both in internal prices 
and in foreign exchange can be obtained. 

Question I (c). — ^What are the effects of a rising and falling rupee and of 
a stability of high or low rupee on trade and industry, including agriculture 
and on national finance ? 

In times when the rupee is rising, prices will have a tendency to fall. 
Exporters will therefore suffer. An impetus will be given to importers of foreign 
goods. In a country like India where the few industries that have come into 
existence ^e still struggling to make a headway, and where a policy of protection 
for certain industries under certain conditions has been accepted by the 
Grovernment, any such encouragement to foreigners to send their goods at a 
cheaper rate to India must mean a great hardship and even ruin in some cases. 

Let us briefly consider in general terms the harm done to Indian industries 
in recent ye^s by the policy of higher exchange. The G-ovemment of India 
decided to give protection to the steel industry, for which certain import duties 
were imposed on foreign goods. The effect of these duties was nullified by the 
subsequent rise in exchange, which enabled foreign goods to enter India at a 
cheaper rate. In consequence, an additional bounty had to be given to the steel 
industry. 

It is obvious that similar adverse effect must have taken place on other less 
organised industries in India which need protection. 

The effects of higher exchange on industry have, however, been much worse. 
It has not only prevented the growth of new industries, but has also meant ruin 
to well-established industries like the cotton industry. 

The Indian cotton industry has come into existence — ^without any support 
or encouragement from Government — ^rather in spite of obstacles from them in 
the shape of the Cotton Excise Duty. 

One of the important reasons of the present depressed conditions in which the 
industry is placed is the policy of high exchange. This policy has enabled other 
countries to send their goods at a cheap rate to India. It has particularly helped 
Japan to dump in India its cheap ^ods. Just as a rising exchange will be a 
source of incalculable mischief to Indian industries in this way, a falling, 
exchange will give an impetus to them and encourage exports. 

The effects of a rising and falling exchange on agriculture are the same as 
those on industry. A greater portion of our exports are agricultural raw products 
and food-stuffs. With a falling exchange these exports will receive a higher price 
and therefore be at an advantage, just as they will suffer if the exchange is rising. 

It may be said that the Government or national finances will gain with 
the higher exchange, because this will mean a smaller number of rupees to the 
Government to meet the Home charges; with a lower exchange, the number of 
rupees to be provided for this purpose must be larger. 

In any such case, however, we have to consider the balance of advantages. 
The Government gets its resources from the people by way of taxation. If the 
people are well off, if their taxable capacity is hi^er, they will not mind parting 
with a little more money to meet the expenditure of the Government. But if 
their own resources are crippled then any small saving which the CkwemmUnt 
may make will be no consolation to them. 

On this larger ground therefore, a lower exchange which will help both 
agriculture and industry will in its turn give a wider margin for taxation to 
the Government, which will more than counter-balance any shortsighted saving 
which the Government may see in a higher exchange so far as their sterling 
remittance is concerned. 

These effects are more pronounced when exchange is rising or faUing. But 
when exchange is definitely stabilised at a certain figme for a long time, prices 
in the long run adjust themselves, and things go on in a normal fashion. But 
in a country like India, which is liable to bad monsoons and consequent famines, 
the possibility of maintaining the exchange at a high or low level must be con- 
sidered. In times of scarcity exports fall off and exch^ge becomes weak. At 
such times, if exchange is fixed at a high level, there is the difl&oulty of main- 
taining it by special measures. The resources qf the Government may not be 
adequate if the crisis is severe and accompanied ly another in England, and 
the whole ystem may be esposed to danger. 
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On all these grounds, therefore, we come to the conclusion that a low 
exchange is advantageous for India. 

Question II (a). — In relation to what standard and at what rate should 
the rupee be stabilised, if at all ? 

The rupee should be stabilised with gold at Is. ^d., as sterling has now 
approached gold parity and arrangements nave been made in England by which 
sterling is likely to be maintained at its gold parity under normal conditions 
Is. 4:d. gold will be the same as Is. 4:d. sterling. 

The general argument in favour of stabilising the rupee at Is. 4d. instead of 
at the present rate of Is. 6d. are given in answer to Question I. 

It may be further added that the people have been accustomed to this rate 
for many years, and that stabilisation at -this rate means only the restoration 
of the pre-war rate, which has been the policy of England herself. 

Again, the present rate of Is. 6d'. has been brought about by artificial means 
of contracting the currency in recent years. Mr. B. F. Madoh, of the Indian 
Merchants’ Chamber, has ably shown in his recent pamphlets on the Indian 
Exchange problem the way in which this contraction was carried out, with the 
consequence that the industries of India have been suffering and are in the most 
depressed condition. This policy of artificially raising the rate seems to be 
the remnant of the Babington-Smith policy of stabilising the rupee at 2s. gold. 
Though the experiment to arrive at this rate has proved ruinoius, the general 
idea underlying the policy that a higher rate was better for India seems to be 
the determining factor in the recent measures of the Government by which 
exchange has been maintained at a higher rate, and no steps have been taken 
to restore the pre-war rate of Is. 4d. for which the country has been crying. 

Question II (&). — ^When should any decision as to stabilisation take effect? 

There is no reason to delay this action, and the sooner the decision regarding 
this is put into effect, the better for all concerned. 

Question III . — ^If the rate selected differs materially from the present rate 
how should transition be achieved ? 

Dhring the transition period, the Government should sell Council Bills in 
a judicious manner so that the tightness in the money market may be removed 
by the consequent increase in currency. 

The additions to the ourrency will in course of timie bring the rate to its 
original level of Is. 4d. 

Question IV . — What measures ^ould be adopted to maintain the rupee at 
the rate selected? Should the Gold Exchange Standard system in force before 
the war continued and with what modifications, if any ? What should be the 
composition, size, location, and employment of a Gbld Standard Reserve? 

If the Gold Exchange Standard system is continued, the Government should 
undertake a statutorjr obligation to give gold for rupees at the fixed rate in 
certain large quantities for export to meet external obligations in times of 
adverse exchange. 

This will effectively prevent the rate from falling below la. 4d., just as 
the pre-war practice of selling Council Bills at la. 4^d. in unlimited quantities 
had the effect of preventing the rise of the rupee above la. 4<?. This latter 
practice should be continued, but used in a more judicious manner. 

Chid Standa/rd Reserve . — ^In order that the Government may be able to give 
gold for rupees in the above manner, the Gold Standard Reserve should be 
located in India. At least half of the reserve should be in gold, the other half 
may be held, in securities which can be easily realised at a short notice. 

The reserve should not be used for any other purpose but the legitimate 
one of supporting the currency system of the country. And in order to do this 
effectively no limit should be placed as to its size for the present. 

Question V {ct ).- — ^Who should be charged with the control of the note issue 
and on what principles should control or management be transferred to the 
Imperial Bank of India and if so what should be the general terms of the 
transfer ? 

The management of the note issue should be handed over to the Imperial 
Bank of India. The remittance operations of the Government should also' be 
conducted by the Bank (see Question VII). This will mean that the Bank will 



APPENDIX 28. 


233 


bo a real State Bank in charge of Government balances. Note issue and remittance 
operations. 

In order to secure the proper and efficient management of this important 
work, there should be ad^uate control of the Government over the Bank. This 
may be arranged by appointing a certain number of directors on the nomination 
of the Government. Some of these may be non-officials, to safeguard the interests 
of the public. There should be besides, the hnal veto of the Government in certain 
imiportant matters. The appointment of the Managing Governors sliould be 
subject to the sanction of the Government. 

Adequate arrangements should at the same time be made to Indianise the 
Bank’s service in all its grades — ^higher as well as lower. 

The Bank has undertaken to start 100 branches in five years since its 
inception. If all this new work is entrusted to it, it should be required to start 
more branches still, so that in course of time no important town may be left 
without a branch of the Bank. 

Question V (&). — What provisions should be made as to the backing of the 
note issue? 

The present permanent constitution of the Paper Currency Reserve should 
be retained. At least half the gross circulation of notes should be supported 
by a metallic reserve; the other naif being held in securities which can be easily 
realised. 

Question V (c ). — ^What should be the facilities for the encashment of notes ? 

The facilities for the encashment of notes should be increased. All branches 
of the Imperial Bank should be required to give this facility. In places where 
there is no branch of the Bank the Government should undertake to provide a 
suitable agency, say its Treasury Office, for encashing notes. 

Question V (d ). — What should be the policy as to the issue of notes of small 
values. 

Notes of Rs. 2^ issued during the war became unpopular and were soon dis- 
continued. The one-rupee notes though popular have been found to be costly iu 
the long run. The lowest denomination of notes should therefore be Rs. 5, as 
at present. 

Question VI . — What should be the pelicy as to the minting of gold in India 
and the. use of gold as currency ? Should the obligation be undertaken to give 
gold for rupees ? 

The answers to the preceding questions have been given on the assumption 
that the Gold Exchange Standard is to continue. The experience of the War, 
However, has revealed the inherent defects of the pre-war system. The main- 
tenance of the exchange value of the rupee at Is. 4d. which was the key-note of 
the policy of the Government before the War had to be abandoned as soon as the 
price of silver rose beyond 4:3(f. per ounce. The same was the case when the 
depreciation of sterling manifested itself in March, 1919, when the control of 
the dollar-sterling exchange was withdrawn. This had an adverse effect on the 
rupee-sterling exchange till sterling was stabilised with gold in recent times. 
The Indian currency system was thus exposed to the vagaries of the silver 
market on the one hand, and to the fluctuations of the sterling-dollaj’ exchange 
on the other. 

Besides on account of the policy of selling Council Bills without limit which 
was followed before the war the issues of rupees was larger than required. 
This large number of rupees in circulation has made the currency problem more 
and more acute. The people have learnt during the war and after that the 
rupee is very unstable in value and they have known long since that it is a token 
com. This situation has encouraged the people to hoard gold — the one form 
in which they believe their store of value is most secure. Instead of teaching 
the pe^le of India the economical use of gold the policy of the Government 
is driving them to the wasteful habit of hoarding. India has been considered 
a sink of precious metals by the West. It is no fault of the people of India 
if they are led to this practice, because they cannot have any confidence in the 
unstable token rupee. 

Under the droumstanoes, it is best that India should be put on the Gold 
Standard'. The establishment of the Gold Standard will alone enable India to be 
free from the defects of the existing system referred to above. With a Gold 
Standard the people would be encouraged to make an economical use of their 
gold, they will no longer be afraid of bringing it out from their hoards and in 
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iijS j iTi g it for currencjr purposes. With a Gold Standard the troubles of an 
unstable exchange will disappear. 

This will give a OTeat impetus to Indian trade and industry. The hoarded 
gold will then be used to supply capital for industries which are sorely in need 
of the same. If necessary, with a Gold Standard it would be easier to import 
foreign capital for industrial purposes. Stability of exchange with gold-using 
countries with whom we have most of our transactions will mean a great advan- 
tage to our trade and commerce. Internal prices will also be more steady with 
a Gold Standard. On the whole therefore the introduction of a Gold Standard 
will bring many economic advantages to India. 

It will be difficult in a country like ours to have a Gold Standard without 
gold currency. The use of gold coins will therefore be a necessary stage before 
we can adopt a more economical form of Gold Standard like that of England. 

Adequate provision should therefore be made to coin gold in India. The 
Indian Mints should be thrown open to the free coinage of gold as soon as 
possible. 

The people are familiar with the use of the sovereign for the last so many 
years. If, however, the sovereign is considered to be a coin of a very high 
value for India, we may have a ten-rupee gold coin. 

If a Gold Standard with a gold currency is decided upon the relation of 
the rupee to the gold coin will have to be fixed for internal purposes For 
extcGmal purposes this ratio will lose importance as foreign transactions will 
then take place in gold. The most natural ratio for India is the pre-war ratio 
of Is. id. to a rupee. This means that if we have a IQ-rupee gold coin it 
shofuld be 10/15ths or 2/3rds of the sovereign in weight and fineness. 

If it is asked whether the Government can introduce a gold standard of 
this nature without any difficulty the answer is that they have large resources 
in the shape of the Gold Standard and the Paper Currency Reserves which if 
properly managed should enable them to take this desired step. 

Of course, it will not be possible for Government to convert rupees into 
gold without limit. This may be done gradually and as circumstances permit. 
This is not so difficult as it appears at first sight, because there are obvious 
limits to the number of rupees which will be presented fcr conversion. In 
course of time when the Gold Standard is properly established the rupee should 
be made a limited legal tender. 

Qmstion VII . — By what method should the remittance operations of the 
Government of India be conducted? Should they be managed by the Imperial 
Bank? 

The question of handing over the remittance operations of the Government 
of India to the Imperial Bank has been referred to above in answer to 
Question V. 

The remittance operations may with advantage be carried out by the newly 
introduced system of purchase of sterling in India instead of by the sale of 
Council Bills. 

Question VIII . — ^Are any, and, if so, what measures desirable to secure 
greater elasticity in meeting seasonal demands for currency ? Should any, and, 
if so, what oonaitions be prescribed with regard to the issue of currency against 
Hundis ? 

If the currency system be made automatic by the introduction of the Gold 
Standard as said above there will not be any great necessity to issue special 
currency to meet seasonal demands. 

So long, however, as the* Gold Exchange Standard System is continued, and 
therefore, ^ long as the issue of currency is in the hands of the Government only, 
the necessity Tor such special issues of currency during the busy season will 
remain. 

As we propose that the management of the Note-issue should be, handed 
over to the Imperial Bank, dt should be made one of the conditions of the 
transfer that the Imperial Bank should issue such seasonal currency under 
certain, conditions. The existing restrictions on the Bank in this„ regard will 
be relaxed as the Bank will be required to use its own discretion in issuing such 
curresnoy. 

Question IX . — Should any change be made in existing methods for tfie 
purchase of silver ? 

The question will lose its importance if the Gold Standard is introduced. 
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The existing method will hare to be followed if the Gold Exchange 
is retained. 


Conclusions. 


Standard 


1. We are of opinion that a Gold Standard with a gold currency is the best 
system of currency for India, and that early steps should be taken for its introduc- 
tion. 

2. That during the interval, which should be as short as possible, arrange- 
ments should be made to remedy the defects of the existing system as far as 
possible. 

3. That for this purpose, the Government should undertake to give gold for 
•rupees for purposes of export in times of adverse exchange. 

4. That the rupee should be stabilised with gold at Is. 4d. at an early date. 

5. That the management of the IN'ote-issue and remittance operations of the 
Government should be handed over to the Imperial Bank, under suitable 
conditions. 


APPENDIX 29. 

Statement of evidence submitted by Dr. B. B. Ambedkar, Bar.-at-Law. 

1. In reply to the questionnaire issued by the Commission I beg to submit the 
following statement of my views. In dealing with the questionnaire issued by the 
Commission I will begin with question No. 4 because I believe that is the principal 
issue on which the Commission is asked to give a definite finding. 

2. I am emphatic in my opinion that the Gold Exchange Standard cannot be 
continued with any advantage to India and for the following reasons : — 

(1) It has not the native^ stability of the Gold Standard . — A pure ‘Gold 
Standard is stable because the value of gold in circulation is so large and the 
new additions to the supply are so smml that the stability of the standard 
is not thereby appreciably affected. But in the case of the Exchange 
Standard the new additions are dependent upon the will of the issuer and 
can be augmented to such an extent that the stability of the standard can 
be appreciably affected thereby. 

(2) It is discretionary in issue without there being anything in it to 
regulate the discretion . — It is sometimes said that the Gold Standard is a 
hard standard which keeps the changing affairs of mankind tied to the 
wheel of nature over which human agency can exercise no control and that 
the Exchange Standard affords an escape from this frigidity. In reply 
to this it must be said that though a discretionary currency is better than a 
frigid currency, it is so only when the currency is provided with some means 
which enables this discretion to be properly exercised. There must be some 
regulator by which the discretion left to the issuer is regulated. From this 
point of view an Exchange Standard is inferior to a Convertible Standard. 
A Convertible Standard and an Exchange Standard are alike in this that 
they both allow the use of discretion in the issue of currency. But a Con- 
vertible Standard is superior to the Exchange Standard because the 
discretion of the issuer in t|ie former is regulated while the discretion of the 
issuer in the latter is unreg^aied. It is true that in the Exchange Standard 
there is what is called regulation by foreign Exchanges. But such a regula- 
tion; though it is better than no regulation at all, is only a loose and indirect 
way of reaching the end and cannot be depended upon in all circumstances 
of reaching it. 

(3) It is economical. But for that very reason it is insecure . — There 
are many writers who are enamoured of the Exchange Standard, because 
it effects a certain degree of economy in the use of gold. But is the plan 
secure ? Any plan of currency to be sound must be both economical and 
secure. It will do if it is not economical ; but it will certainly not do if it 
is not secure. Now I submit that the proposition that to economise gold 
as a currency is to impair its utility os a standard of value is as simple and 
self-evident as the proposition that to use paper or rupee as a medium is 
more economical than to use gold. For what does this discarding of gold 
from currency use mean ? It simply means this : that by economising the 
use of gold you, thereby directly increase its supply and by increasing its 
supply you lower its value, i.e., gold by reason of this economy in, its use 
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times of severe depression it may remain limited to the needs of the occasion. The 
second source of weakness in the currency arises from the peculiar composition of 
the Paper Currency Reserve. That wealcness lies in the existence of what are 
called “ Created Securities.” I should like this portion of the Paper Currency 
Reserve extinguished as early as possible. For unless this is done the paper 
currency cannot with safety be made as elastic as it should be. I would therefore 
recommend that the remainder of the Gold Standard Reserve be utilised in the 
cancellation of the “ Created Securities ” in the Paper Currency Reserve. 


8. Having given my views on the nature and form of the change I will now 
discuss the question next in importance, namely, ” the ratio between gold and 
rupee.” As a result of war operations there is not a single country with a Gold 
Standard which was able to keep its pre-war gold parity. Some of them have 
erred from it by such a large margin that it is now beyond the capacity of many to 
approach it with any degree of certainty. But howsoever impossible and impolitic 
the task, the hankering for a return to the pre-war parity seems to be universal. 
There is but this difference between India and the other countries. The other 
countries have yet to reach the pre-war parity. India, on the other hand, has in 
fact overreached the pre-war parity. As a result of the difference the problems 
before India and the other countries are different. In European countries the 
problem is one of deflating the currency, i.e., appreciating it ; in other words of 
bringing about a fall in prices. In India the problem becomes one of inflating the 
currency, i.e., depreciating it; in other words of bringing about a rise in prices. 
For a change from Is. Qd. gold! to Is. . gold means this and nothing else. Should 
the currency be inflated to reach back the pre-war parity ? There are some people 
who are under the impression that the restoration of pre-war parity would give 
justice and would also give us the old price level to which we were so long 
accustomed. Both these views are fallacious. First : the restoration of pre-war 
parity is not a restoration of the pre-war price level. For it is to be remembered 
that Is. 4d!. gold in 1925 is not the same thing as Is. 4c^d. gold in 1914 if measured 
in terms of purchasing power. The same ratio of exchange does not necessarily 
mean the same level of purchasing power. The ratio between two currencies may 
remain the same though their respective volumes have undergone enormous 
changes, provided the variations in volumes are equal and in the same sense. This 
is exactly the result of a mere nominal restoration of the pre-war parity. If by 
restoring pre-war parity is meant the restoration of the pre-war level ojf prices 
then the ratio instead of being lowered from Is. . in the direction of Is. 4c?. must 
be raised in the direction 2s. gold. In other words instead of an inflation there 
must be a further deflation of the currency. Second : the restoration of pre-war 
parity even nominally would be unjust. As a standard of deferred payment a 
currency should not disturb monetary contracts. If all debts now existing had 
been contracted in 1914 before the war, ideal justice would clearly require the 
restoration of the pre-war ratio. On the other hand if all existing contracts had 
been entered into in 1925 justice would' require us to keep to the ratio of 1925. 
Two things must be borne in mind in this connection. Existing contracts include 
those made at every stage of preceding depreciations and appreciations and to 
deal fairly with all would demand that each one should be treated separately — a 
task impossible by reason of its complexity and enormity. Existing contracts are 
no doubt of various ages. But the OTeat bulk of them are of very recent date and 
probably not more than one year old; so that it may be said that the centre of 
gravity of the total contractual obligations is always near the present. Given 
these two facts the best solution would be to strike an average between Is. 4d. and 
Is. 6<?., and to see that it is nearer Is. Sc?, and away from Is. 4<?. This is sub- 
stantially the view of Prof. Fisher,i who observes : “ The problem of a just 
standard of money looks forward rather than backward : it must take its staAvng 
‘point from the Awsmess now current, o/nd 'not from imagirbory pars "before the 
war. One might as well talk of restoring the original silver pound or returning 
to the monetary standards of Greece and Rome.” In short, in matters of 
currency the real is the normal and therefore just. 


9. ^ As regards the effects of a rising and falling impee on trade and industry 
l^oint often souglit to be made is that low exchange confers a bounty on trade 
and industry. But this is hot the important point. The more important point is, 
supposing toat there is a gain arising from low exchange, whence does this gain 
arise ? It le held out by most business men that it is a gain to the &CGfport trade and 
so many jMople have blindly believed in it that it must be said to have become an 
article of faith common to. all that a low exchange is a source of gain to the TuititM 
a Now if it is realised. that lo[w exchange means high internal prices. 
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it will at once become clear that this gain is not a gain to the nation coming from 
outside, but is a gain from one class at the cost of another class in the country. 
Now the class that suffers is the poor labouring class, which pays the boxmty to the 
richer or the business class. Such a transference of wealth from the poor to the 
rich can never be in the general interest of the country. I am therefore strongly 
opposed to high prices and low exchange, and no righteous Government should be 
party to such clandestine picking of the pockets of the poorer classes in the 
country. 

10. I now come to the question of providing for the seasonal needs of the 
money markets in India, A currency system should be stable and elastic, and it is 
for this reason more than any other that the currency in many countries is a 
compound of metal and paper. The former is intended to give steadiness and 
stability and the latter elasticity. Unfortunately in India the plan of the paper 
currency is not contrived to give it elasticity. In England under a similar paper 
currency the inelasticity is made good by the development of what is called deposit 
currency which is issued against good commercial paper. Owing to a variety 
of causes deposit currency has failed to take root in India and there has been 
consequently no mitigation of the inelasticity of the paper currency of India. 
We should therefore make greater provision in our paper currency reserve 
whereby it could be made possible to convert good commercial paper into currency 
best suited to the needs of seasonal demands. 


APPENDIX 30. 

Letter from the Honorary Secretary, the Marwari Chamber of Commerce, 

Limited, Bombay, to the Joint Secretaries to the Royal Commission on 

Indian Currency and Finance, dated the 6th December, 1925. 

I am directed by the Committee of this Chamber to submit the following state- 
ment of their considered views on the question of Indian Currency and Exchange 
for the consideration of the Royal Commission. 

Question I. 

1. Time is certainly ripe for a solution of problems of Indian Currmcy and 
Exchange.'' Restoration of the DoUar Sterling Exchange to gold parity, the 
return of Britain and of the Dominions to the gold standard, the comparatively 
quick march of the general prices to the pre-war level, improvement in the 
Exchange of all belligerent States of Europe, increasing consumption of such 
commodities as cotton, Germany’s acceptance of the Locarno Pact and her readi- 
ness to join the League of Nations, together with other apparent signs of 
impendirg general trade revival all over the world — ^all these are recent inter- 
national happenings which point to a brighter future and which will tend to make 
easy India’s efforts towards putting her house in order. Looking at her internal 
conditions, there is not much difference either. No doubt, trade and industries are 
not showing very healthy signs ; but it is to restore these to health that a solution 
of India’s exchange and currency problems is an immediate necessity. With 
three consecutive years of bunmer crops and the promise of another fairly good 
harvest this year, the atmosphere is unmistakably bright. Exchange has also 
tended towards normality in spite of the mistaken attempts made to maintain it 
at impossible ratios, and it would have by now attained the pre-war level but for 
the interference of the Government. 

2. As to the stabilisation of the rupee, my Committee submit that a sound 
solution will first aim at placing our exchange on a scientific basis, which must 
result in achieving a stable Exchange in due course. The measures recommended 
for adoption must be such as may not only bring about stability in Exchange, but 
also must fulfil other necessary conditions of sound currency and exchange, one of 
the most important of which it that Exchange operations must be automatic and 
free from State interference. What the Committee therefore desire is stability in 
terms of gold. 

3. Stability in intepial ‘prioes.—yLj Committee want at the outset to point 
out that howsoever desirable stability in prices may be, and however much, 
currency experts may strive to stabilise prices, given certain conditions, it is 
impossible by Government manipulation to lower or raise prices of particular 
commodities. Such complex and numerous factors so influence prices, especially 
of goods which . have a world market, that any attempt to force 
down or force up prices of partioql^ commodities would silver fail 
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or be uajust. Tbus in an all-round famine, prices of even such 
necessaries of life as wheat may abnormally rise and cause untold hardships 
without our being able to do anything. In case of general prices, when would 
the necessity arise to influence or change their course ? A further question then 
arises : when do prices of all commodities simultaneously rise or fall 1 It is well 
known that any considerable increase or decrease in the volume and rapidity of 
circulation of the currency respectively raises or lowers prices of all commodities. 
When therefore a country gets a much larger or much smaller supply of currency 
than is needed for its tradb requirements, to that extent that country is adversely 
affected. In case of inflation the fixed-wage men are hurt and in the case of 
insufficient currency the producer is hurt and general trade is handicapped. It 
is impossible in the opinion of the Committee to correctly estimate the changing 
needs of trade. Therefore the best course is to have free coinage and let currency 
automatically adapt itself to conditions. But when in abnormal times, for 
nobody’s fault, the volume of the currency in a country is multiplied, need may 
then a!rise to contract the circulation. Thus general prices concern the managers 
of currency and exchange in a country only when those prices have been 
abnormally raised or depressed through artificial contraction or inflation of 
currency. It should be noted that the tendency of prices has been, for long past, 
towards steady and gradual rise, owing to better facilities for Qommunication and 
exchange, owing to increase of population and other like causes. Whenever there 
is an abnormal or sudden rise or fall of general prices, in nine cases out of ten it 
will be foimd to be due to a mismanagement of currency. 

4. Sta^Uity in- for&igv, exchanges . — To anybody who has had any connection 
with export or import trade of his country, it will be clear that stability is the 
first requisite of international trade and a fluctuating exchange transforms foreign 
trade into a gamble. But as stated in the first part of this question, real stability 
is the one which is attained and maintained through actual exports or imports of 
gold to settle the debit or credit balances, after the adjustment of foreign debits 
or credits with the help of Bills of Exchange. In the opinion of my Committee the 
means here are as important as the end. Stability is, they think, very necessary, 
but it should be reached on the basis of free gold, and then, with a good backing of 
gold, stability will, as a matter of course, become a fact, a small fluctuation between 
the gold points, of course, continuing. 

5. Effects of a rising, and falling ru'pee. — The effects of a rising rupee is to 
stimulate imports and at the same time to check exports. Because without any 
hope or previous calculations the importer’s rupee buys more of commodities and 
he gets an unexpected profit; and owing to the consequent cheapening of the 
foreign goods their demand increases. Again the importer gets even stifl. cheaper 
goods. In this way imports go on multiplying. On the other hand, the Indian 
exporter sells in terms of the pound or dollar. When exchange is rising the 
exporter loses on his transactions as on the realisation of his sterling bill he finds 
he gets much less than he expected or calculated. Besides, as his goods become, as 
a result of the rise in exchange, dearer, to that extent his sales d im inish. If this 
rise continues, ^e exporter’s business is brought to a standstill. Thus save in 
case of monopolies like jute or lac, the exports are checked or stopped. Another 
effect of a rising rupee is the profit that the Government may make in making 
remittances of their Home charges. A Budget consequently, with the deficit in the 
beginning of the year, may be <manged into not only a balanced one, but one with 
a surplus at the end of the year. One more effect is noticeable. A rising exchange 
while cheapening all imports sets up an unfair and strong competition against 
national industries. Factories of paper, soap, iron, glass, steel goods. and even 
cloth find the foreign competition too severe and are tl^s hit hard at least for the 
time being. When this rise is spread over a long time, the effects mentioned above 
are none the less effective. In case of a falling rupee, the position is reversed. 
Exports are stimulated and imports are checked. The national indhstries begin 
to earn greater profits. The State, however, may have to find a larger amount for 
its foreign pajrments. These effects of a rising or falling rupee are, comparatively 
speaking, temporary. 

6. Effects af a stability of high or low rupee. — ^The Committee believe that 
the case of the stability of a high or low rupee stands on a different footing than 
that of a rising or falling rupee. High or low rupee in the opinion of the Com- 
mittee means respectively the rupee higher or lower than the gold par. Our gold 
par before 1920 was la. 4<?., or 7-53 grains of pure gold to the rupee. Supposing 
it is la. 4d. nowand the Government by manipulation raise tlte rate of exchange 
to la. Qd. and tben stabilise it legally and maintain -it for some years at that level. 
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Again suppose that the level of general prices expressed in the average index 
number of prices be 100. The real effect of the stability at Is. 8(i. will be that all 
rupee prices shall become higher to the foreign purchaser by 25 per cent. Unless 
the goods the Indian exporter offers for sale are produced only in India or its 
world supply be limited no export shall take place. The effect of this will be that 
the general level of prices in India will fall. It should be borne in mind, however, 
that the fall will not be in the same proportion in case of every commodity. Nor 
will the percentage of fall reflected on the price of one commodity be necessarily as 
great in an inside country-town as, say, in Bombay. But as stated above, the 
general level will without doubt be lowered, other things remaining the same. As 
a result those producers who consume very little of imports and thus cannot be 
equally compensated by receiving cheaper imports of an equal value for the loss on 
their exports are hit hard ; whereas those who consume large quantities of imports 
will be largely benefited. The country as a whole will not lose much beyond the 
loss it will sustain on the excess of exports over imports. The foreigners living 
in India who have to send remittances outside India in the shape of pays and 
profits will profit by a 25 per cent, increase. These people will get an unjust profit 
which will ultimately touch the pockets either of the producers or of the tax payers. 
The Grovernment will make a considerable saving on their Home charges as they 
will be released by paying a much lesser amount than they wouldi on the par. The 
Budget will thus be easily balanced, but it will be at the expense of the prodheer 
who will be getting fewer rupees for everything he sells. 

7. In the case of fixing a low rupee, the internal price-level will become 
higher in India and the producer of raw materials will realise more rupees for his 
goods th^ he would on the par. The imports will be dearer and the country will 
be loser in that respect. Again in the absence of any effective competition the 
; prices of Indian manufacturers will be higher and the consumers will nave to pay 
higher prices. But national industries would prosper. Great difficulty might 
however be felt by the Government in meeting their foreign liabilities and they 
might be forced either to effect retrenchment in expenditure or levy additional 
taxes. Even greater hardship will be felt by Britishers employed as Civil servants 
having fixed! salaries. In fact all remitters of savings, dividends and interest 
outside India will lose as a result. 

8. Although in both cases export and import trade will after the adjustment 
of prices revive, yet my Committee consider both the alternatives as highly 
objectionable and inadvisable. Such adjustments cannot be carried through with- 
out great social and industrial disturbances, strikes, etc. It is also very difficult, 
if not impossible, to adjust long term contracts, e.g., mortgages or other debts. 
Therefore any attempt to adopt a higher or lower ratio is higtdy undesirable. 

Again the above discussion presiunes the existence of the prevailing system of 
currency and exchange. But with full Gold Standard as my Committee have 
suggested in the following, and gold being exported or imported from time to time 
as Exchange approaches the upper or the lower specie-point respectively, the 
question will be fost to let the rupee adjust itself to the par of Exchange ; and’then, 
fluctuating within a narrow range influenced by natural world causes and laws of 
Exchange, the rupee will surely maintain itself! In the opinion of the Committee, 
therefore, the question really does not arise as to stabilising a high or low rupee. 

Question II. 

9. Rate of Easchange . — India went over to the gold standard in 1898 and the 
par of Exchange was established at that time. Although the provisional system 
was not allowed to develop into the full Gold Standard, for exchange purposes we 
have since then had Gold Standard in a modified form. The considerations that 
affect the fixing of a ratio of exchange between two countries both having the 
Gold Standard, weighed with the Currency Committee of 1898 and will weigh 
now in considering that question afresh. The simple rule, of course, is that the 
ratio existing between the value of the standard gold coin of one country and that 
of the standard gold coin of another country is the ratio of exchange between 
those two countries. But as in 1898, the sovereign was made the standard coin 
for exchange pur^ses both in Great Britain and India, and the age-old rupee 
continued to be the medium of exchange internally, a ratio of the rupee to the 
sovereign of 15 to 1 was adopted, keeping in view the gold price of silyer and the 
workability of the ratio chosen. The question therefore of selecting a proper rate 
of exchange was solved' for us in 1898. The other consideration is whether that 
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ratio is now easily attainable and easily maintainable or not. The very sucxjessful 
working of that rate for over 15 years should be a conclusive proof of its 
maintainability. 

10 My Committee suggest that the ratio of 7‘53 grains of pure gold to the 
rupee or Is. should be reverted to, that gold should be free for export and import 
and for tender to the Currency Department at that rate and that then Government 
should leave exchange at that, to work its own way. My Committee believe that 
this rate will work to the satisfaction of all concerned. The greatest importance 
is attached by the Committee to India having free inflow and outflow of goM. If 
that suggestion is accepted, my Committee are emphatically of opinion that no 
other ratio will be possible to maintain. If the Government select a higher ratio 
than Is. it is sure to break down at a time of an extremely adverse balance 
of trade. 

11. The decision as to reverting to our pre-war ratio should be taken as early 
as possible. No doubt a sudden decision will upset. the Budget calculations of the 
Government of India and the State £F inanoes will consequently be disturbed ; but 
my Committee do not think that the difficulties of the Government will not be over- 
come without levying additional taxes. The uneconomic expenditures of the 
Government will have to be slightly curtailed and the Budgets will be balanced as 
easily as they used to be at Is. ^d. ratio in the past. There may be import 
merchants who have made contracts at Is. 6d. ratio and who shall be put to loss. 
In the first place, these importers, who had no reason to have absolute reliance on 
the continuance of the Is. Qd. ratio would have mostly “ covered ” their exchange. 
But if there remains some, who did not protect themselves in this manner, all that 
my Committee can say is that whenever important measures for the welfare of 
the whole community are taken, the hardships and losses affecting a portion of the 
community have got to be tolerated. The exact time for taking the above decision 
if for the learned Commission to fix so that steps may be taken to ensure the least 
possible disturbance and trouble to all concerned. At the same time, my Committee 
venture once more to emphasize the necessity of taking action at the earliest hour 
possible. The Committee feel sure that if the gold price of the rupee is fixed as 
suggested and gold is made freely convertible into notes or sovereigns, an immense 
amount of gold which the country has taken in at Is. 6c?. will be released and will 
become available for trade purposes. The net effect will thus be very beneficial to 
general trade. 

Question IV. 

12. Gold Eo)chang,e Standard or the Gold Standard . — It is the deliberate 
opinion of my Committee that the existing system of our Currency and Exchange 
— ^the Gold Exchange Standard — is defective in principle and has fully proved in 
practice its inherent weaknesses. It was put to a severe trial in 1907 and 1908 
and was saved from a total collapse almost by a chance. Its working during the last 
5 or 6 yeiars, in spite of the expert findings of the Babington-Smith Committee, is 
its own condemnation. At the end of the War, India was economically one of the 
most favourably situated countries in the world. She should, therefore, have been 
able to tide over the natural reaction that subsequently overtook the whole world, 
including India, much better than she has done. She should have been able to 
place her industries, commerce and general trade on a sound and prosperous basis 
by now, if not mucffi earlier. Eacts prove the contrary. National industries are in 
a precarious condition. Trade is slacker than even in the almost bankrupt States 
of Europe. The agriculturist has got very poor purchasing capacity left. Neither 
imports nor Indian manufacturers are finding a good market. It is true, it is 
neither possible nor proper to trace all this to one cause. There are various 
complex factors and forces that have combined to bring about tb^ present 
deplorable state. But a fairly large share of the responsibility for our existing 
and persisting difficulties will go to the mismanagement of a defective system of 
currency and exchange. 

13. The Fowler Committee in 1898 made the very sound recommSndation 
that India should be placed on the Gold Standard. The Government seemed to 
accept it and the people welcomed it with one voice. The preliminary important 
measures, which, it was expected, would as a matter of course lead to the establish- 
ment of the full gold standard, were adopted. India’s standard coin for 
international purposes became the gold sovereign, for the coinage of which the 
Currency Committee recommended the establishment of a branch of the Royal 
Mint in Iii<Ha. For internal circulation the rup^ was retained as a token, and 
allowed to circulate as unlimited legal tender till other conditions necessary for 
adopting the ^Id standard were fulfilled. 
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14. Gk)ld standard reserve was forraed. Profits of the rupee coinage were 
year after year set apart and a substantial reserve of gold thus accumulated in a 
few years. Exchange which in effect was legally fixed at Is. ^d. worked smoothly 
and successfully for a number of years. When thus time became ripe for the 
promised introduction of the full gold standard, theorists stepped in with their 
theories. Their argument was that the gold exchange standard was as good as 
gold standard so long as the rupee was convertible into gold at will for export, that 
gold currency in a country like India would be highly wasteful and increase the 
already great absorption of bullion in India. People who considered gold currency 
essential to the gold standard were ridiculed. 

15. The Currency Commission of 1913-1914 that sat under the Chairmanship 
of Right Honourable Chamberlain considered the whole question again and gave 
their verdict in favour of retaining the prevailing system with certain modifica- 
tions. The idea of India’s going over to the full gold standard was thus finally 
given up. That was, in the opinion of my Committee, when we took a wrong turn. 
The Committee believe that the real gold standard was the only permanent remedy 
of India’s as it has been of every other country’s currency and exchange troubles. 
Let their meaning be not misunderstood. My Committee accept without reserva- 
tion the expert’s view that the best currency system is the one which has gold for 
international payments and the paper backed by gold reserve for internal 
circulation, silver supplying the needs of subsidiary currency as token coins. But 
they do not subscribe to the position of the supporters of the Gk)ld Exchange 
Standard, who maintain that it is as good as the gold standard. The former can 
with special circumstances behave almost like the silver standard. In fact, the 
difficulties connected with the silver standard had to be faced during the abnormal 
rise of the price of silver in 1918 and 1919. The rupee then became more valuable 
as bullion than as coin. The exchange, therefore, fluctuated with every rise or fall 
in the gold value of silver. It was to remedy this defect in the system that the 
Babington-Smith Committee suggested the adoption of the impossible ratio of 2s. 
from the mistaken belief that the prices of silver and of commodities would remain 
very high for many years. 

16. Besides this, my Committee believe that the Gold Exchange Standard 
has given birth to an elaborate and complex machinery wholly controlled by the 
Government, and the working of which is little grasped by the layman and can be 
less influenced by the financier, the business man and the publicist. It necessitates 
the keeping of reserves of bullion and securities simultaneously in London and 
India for facilitating the adjustment of international accounts. The worst part 
of it is that the exchange operations are not automatic but have to be managed by 
the Government. This power is liable to be misused. In fact it was misused, 
mostly owing to the inherent defects of the system, in the course of management 
of the notorious sales of Reverse Council.Bills up to 1920 resulting in great losses 
to the State and depletion of the Reserves. Further the rupee — ^the note printed 
on silver — has not been convertible internally into gold. The rupee has been 
compared to a note, but a note under the gold standard system should be convertible 
into gold, not silver. Even a greater objection lies against the Paper Currency 
being redeemable not in gold but in rupees which are token coins. 

17. Under the circumstances, my Committee suggest that effective steps 
should be taken immediately to ensure India’s going over to the full and real gold 
standard at an early date. The time considered necessary to intervene in order 
that precedent conditions be fulfilled before the gold standard is established, will 
be decided by the mealsures taken and their ultimate success. My Committee have 
after fuU consideration come to the conclusion that for full gold standard to obtain 
a permanent footing in India, we will have to impose a limit to the amount for 
which the rupee shall be l^al tender. Let the amount in the beginning be as large 
as possible, so that people should not feel the discomfort of a sudden change and 
prepare themselves for the ultimate stage. If the effect of the said imposition of 
! imit be, as it is expected it will, to replace the rupee by notes and sovereigns for 

arge nayments and if as a result the sovereign is extensively used it would not 
be difficult to further limit the amount for which the rupee ^all be legal tender 
and ultimately to make the rupee legal tender for not more than 100 rupees. The 
object of the CJommittee is to limit the circulation of the rupee. But they are, at 
the same time, of opinion that gradual steps should be taken to achieve that object 
in a number of years. As a first step in the direction, my Committee 
suggest that fresh rupees should on no account be coined hereafter, and 
that fresh currency should be issued only- against gold. It is expected 
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that in course of time the circulation of the rupee will decrease to a 
considerable extent. Time may then come for what is termed the 
“ Demonetisation ” of the rupee. No doubt, the declaration to demonetise silver, 
whenever it comes, will have the immediate effect of depressing the price of silver. 
But if it be considered in the best interests of India to limit the circulation of the 
rupee, this difficulty cannot stand in the way. My Committee however will be 
satisfied if the principle underlying their suggestion is accepted. When and how 
to translate it into action may rest with the Government of India. 

18. From what the Committee have said above, it should be clear that the 
stability of the rupee will henceforward rest entirely on the reserve of gold that 
India will have. Therefore the first efforts will have to be directed towards 
having a strong reserve. The Committee also believe that as a result of free 
minting and free inflow and outflow of gold a very large amount of gold which 
the people have recently purchased will come to the currency reserve. India will 
in settlement of her favourable balances of trade also secure gold in a fairly 
large quantity every year. That portion of the gold standard reserve which is 
kept in London should be kept in India. Besides, other means that the experts 
may be able to devise should be practised. Moreover, my Committee advise gold 
in circulation and venture to point out that gold currency in circulation will 
constitute a very strong support to the Exchange. 

19. The Gold Standard Reserve . — ^As regards the composition of the gold 
standard reserve, my Committee are of opinion that the whole of the reserve should 
be kept in gold. It is difficult to suggest a definite figure for the size of the 
reserve. The reserve will be required (I) to liquidate an unfavourable balance 
of trade to the extent necessary to prevent exchange falling below the specie 
point, and (2) to provide for maintaining the convertibility into sovereigns of 
notes of rupees in circulation. It is obvious that the present size of the reserve 
will be insufficient to meet the requirements mentioned. The reserve will there- 
fore have to be considerably added to. The exact limit will be decided by 
experience and circumstances. As to the location of the reserve, my Committee 
are unequivocally of opinion that the whole of the gold standard reserve should 
be held in India. 


Question VI. 

20. Policy as to minting of gold in India . — ^My Committee suggest that a 
Gold Mint should be opened in India at an early date and that it should be thrown 
open to the unrestricted coinage of sovereigns or Gold Mohurs of the same weight 
and fineness as the sovereigns. We see, nowadays, trade constantly complaining 
against stringency of money and consequent high rates of interest. When the 
Mint is established everybody will have the opportunity to take his gold to the 
Mint or the Imperial Bank of India, as the case may be, and get notes or sovereigns 
instead. Gold is imported in enormous quantities every year in settlement of 
India s favourable trade balance. Even after deducting the amount of gold 
required for consumption as bullion, there remains a large surplus floating in the 
Bazar as Jong as the season is in its full swing. Thus instead of facilitating 
trade the imported gold blocks up even the existing supplies of currency and thus 
acts as a great hindrance to the general trade of the country at a time when money 
IS gre^y ne^ed. All this gold at present lies unproductive, but if there be free 
^Id me public being sure of getting gold at any time, will willingly part with 
their hoarded gold in exchange for notes by delivering the same to the currency 
department of Ihe Imperial Bank. Thus circulation will adapt itself to the needs 
of trade and industry. 


second point whether obligation should be undertaken to give 
gold for rupees, my Committee have suggested that the rupee should be madfe a 
Imited legal tender. If this proposal is accepted the question will lose much of 
its terce. My Committee, however, are of opinion that before imposing a limit 
on the ^ount for whi^ the rupee should be legal tender, it should not be declared 
invertible into gold for internal use. But whether the rupee remains unlimited 
legal tender as now or not, for bona fide export purposes gold should certainly 
^ issued against rapees, but only at gold export point. My Committee want 
aat the ^productive gold should come to the Mint and the place of rupees should 
be taken by the Currency or Bank notes. It would be, in the Cofnmittee’s opinion, 
V6ry undesiraDl© to substitut© all at one© tiie wliol© of tli© rupe© curronev witli an 
equal volume of tn© gold circulation. ^ 
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Question VII. 

22. Remittance (yperations of the G-overnment of India. — These o;perations 
diould in future be conducted either by the Government or the Imperial Bank 
of India buying exchange from the Exchange Banks in the market in the same 
way as other private agencies. In nine years out of ten the Home Charges will 
be set off against the payments that India will be entitled to receive for the excess 
of her exports over imports. In the event of failure of crops, and' there being 
consequently an excess of imports over exports, or in case of accoimts being 
balanced, the Government or the Bank may create temporary credits in London 
by taking loans. But ultimately gold will have to be exported for the Government 
as well as for trade remittances. My Committee are in favour of the Imperial 
Bank managing the remittance operations. The Bank will be in a better position 
to conduct these operations to the best advantage of the country. 

Question VIII. 

23. Elasticity of Currency. — See the Committee’s answer to Question VI. 
Besides that, in order not only to meet small seasonal demands but also even those 
large demands from the public which, with the development of concentrated 
industrial and banking enterprises, will become irresistible, a greater elasticity 
may be provided for by granting to the Imperial Bank, if and when it is entrusted 
with the function of issuing notes, a power to issue notes to a fixed maximum 
figure against reliable bills of exchange and also against Hundis discounted by 
reliable Banks. The Government of India may also be empowered to issue 
emergency currency on their own responsibility on occasions of serious financial 
crises to a certain extent, the maximum limit of which must be fixed. 

Question V. 

24. Transfer of management of currency to the Imperial Bank of India. 

My Committee in this connection are of opinion that it is the best policy to entrust 
the issue of notes to an agency which can command fullest confidence, has unim- 
peachable credit and which should be considered to be the least liable to succumb to 
the temptation of misusing its powers. The Government of any country does not 
possess all these qualities, and that is why almost all the countries have entrust^ 
this function to their respective State Banks. The Indian Government as it is 
at present constituted is not expected to command even as much confidence as 
others do. It would therefore be very desirable to transfer the control and 
management not only of the note issue but of the whole execution of the currency 
policy of India to the Imperial Bank of India. But before doing so, the 
Directorate of the Bank must be made fully representative of Indian interests in 
order to be able to deserve the national confidence. The Bank should not be allowed 
to do foreign exchange business on its own account any longer. This arrangement 
will, in the Committee’s opinion, enhance the prestige and reliability of the State 
Bank. The Issue Department of the Bank must be kept entirely separate and 
distinct from the Banking Department. Reasonable remuneration may be given to 
the Imperial Bank for the management of the Issue Department. The_ detailed 
terms of the transfer will be better suggested and drawn up by the specialists in 
the line. 

25. As to the backing of the note issue, my Committee are of opinion that at 
no time should the gold reserve against the Paper Currency be less than 50 per 
cent, of the total note circulation. Even a higher limit may, for the sake of safety 
and security, be kept. The securities should be such as to be easily realisable in 
times of sudden needs. 

26. The Imperial Bank of India should open its branches all through the 
length and breadth of the country not only in districts but also in small country- 
towns. Before this is done the net work of treasuries may be made use of for this 
purpose. AU “ universal ” notes should be easily convertible into sovereigns all 
over India. In the opinion of the Committee it is very undesirable to re-issue one 
rupee notes. The public sentiment is decidedly against its re-issue. The 
experience that the public had of the previous small notes which were worn, soiled 
and spoiled in a very short time and which caused great loss to the holders, has 
discouraged the people. 

27. In this connection when the Committee have expressed their views on the 
transfer of the control and management of the currency, they consider it to be 
their duty to lay all the emphasis that they can command on another very 
important side of the question. The currency policy of India has been controlled 

66698 ^ * 
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by the Secretary of State and his advisors in London. It is unfair to expect the 
Secretary of State ?vho is dependent for his existence on British votes and who 
would naturally be anxious for the protection and profits of British interests, to 
consider Indian interests first and foremost on any important question, the 
decision of which may affect unfavourably or otherwise the interests of his voters. 
Without seeking to import politics in the discusson of a purely economic question, 
my Committee want emphatically to urge upon the Commission the immediate 
necessity of transferring the power from the hands of the Secretary of State to 
the Indian Government controlled by the Indian Legislature. Human nature is 
such that the very same measures which are sometimes criticised by the public at 
present, would meet with better reception if the final power and responsibility to 
execute the currency policy of the country were in the hands of the representatives 
of the peoples. Taking everything into consideration, my Committee hope that the 
Royal Commission will be pleased to give their earnest consideration to this most 
important aspect of the problem before them. 


APPENDIX 31. 

Statement of evidence submitted by Mr. Ohunilal B. Mehta, Cotton and 
Bullion Broker and Commission Agent. 

The time is fully ripe for solving the problems of Indian Exchange and 
Currency by active measures leading India to Gold Standard. 

Though the Government of India were able to maintain a Gold Exchange 
Standard' for about 20 years during the world war crisis, the same was loos^ed 
by aU its screws. And since then, it has been admitted and accepted throughout 
the world that Gold Standard is the only ideal Standard. 

At present in many civilised countries there is Gold Standard* without Gold 
Currency. But in India until the people are more educated and civilised. Gold 
Currency is a necessity. 

Other countries have taken 10 to 20 years for reverting to the Gold Standard. 
And the period thus required is called “ Transition Period ”. 

It is quite certain that besides the Transition Period, India shall have to pay 
a very h^vy price for coming to Gold Standard with Gold Currency. 

During the Transition Period three things shall have to be done : — 

1. To fix the Exchange Value of the rupee during Transition Period. 

2. To acquire necessary amount of gold gradualfy. 

3. To dispose of excess silver rupees gradually. 

, Since about a year rupee is well steady at a certain level, and in view of the 
other circumstances, rupee can be fixed and maintained. 

Secondly, gold can be secured gradually without increasing its price. 

But the problem of disposal of vast amount of silver is very difficult and 
complicated If we go to the world markets for selling the silver, it is quite 
^rta^ that it would fetch a very low price, so low it would be that we wuld 
not afford to sell at the price. 

certain that India does require a substantial 
amount of silver for her internal social and industrial purposes. 

In view of the above my suggestions are as follows : — 

TransitiorieHo? coins, etc., be prohibited in India during the 

of iMrSSg “““ -q--emonts 

yeaf ‘ orores should be 

^ to the public at the rate of about Rs 80 per 100 
tolas. It would realise Rs. 9 crores. The deficit of Rs. 3 cror^ ev^ vea?should 
be met by the Government either from the Revenue or from the inteSs received 

For 80 read 71, for 9 read 8, for 3 read* 4, for 9 read 8,' for 3 read 4 




APPENDIX 31. 


247 


on the securities in the Gold Standard and Paper Currency Reserves. (The 
deficit cannot be called loss, as the profits made by minting bullion into rupees 
have already been earned or taken by the Government, and now the same are 
required back for reversing the transaction.) 

Rupees 12 crores (Rs. 9 crores by the sale of silver bullion and Rs. 3 crores 
from the Government) thus secured should be utilised in buying gold every year, 
and minting the same into gold rupees. (Details of the gold rupee given here- 
after.) 

Present Bombay price of silver is Rs. 72 per 100 tolas. And present London 
price of silver is ^2d. per ounce. It is quite likely that London price might 
decline if silver imports in India are prohibited. Yet the price of Rs. 80 per 100 
tolas suggested by me for disposing Government silver cannot be called unreason- 
ably high as till recently there was an import duty on silver amounting to about 
15 per cent, on the value. 

In case there is a greater demand than 40,000 bars a year. Government 
should supply the same by melting more rupees. In case the Government cannot 
meet all the aeficit, I suggest that the balance of the deficit not met by the Govern- 
ment should be made good by the cancellation of currency notes to that extent. 

3. A gold coin having gross weight 180 grains troy, and having 165 grains 
fine gold should be minted from Rs. 12 crores mentioned above every year. 

It should be made exchangeable for 20 (twenty) silver rupees. It should be 
named or called a gold rupee. 

It should be declared a legal tender in any amount. During the Transition 
Period, the Government should' not undertake the obligation to give gold rupee 
in exchange for silver rupees or currency notes. But the Government should 
undertake the obligation to give silver rupees in exchange for gold rupee. 

Gold rupees thus minted should not be issued to the public for circulation for 
first two or three years. But after that a beginning should be made to issue every 
year a certain number of gold rupees to the public, increasing the quantity every 
year. 

If more silver is sold, more gold rupees should be minted to that extent. 

4. Present silver rupees should not be minted' any more. 

5. All future Currency Notes should be issued with the provision — “ Pay- 
able either in Gold Rupees or in Silver Rupees at the option of the Govern- 
ment ” — . 

6. All future loans of the Government as well as public bodies should be 
issued with the same provision as mentioned above in No. 5. 

7. During the period present silver rupee value should be fixed at Is. Qd. 

gold. 

8. After a period of about 7 to 10 years, when the Government have 
disposed of sufficient excess silver rupees and have sufficient gold rupees in 
reserve and in circulation, present silver rupee should be declared a subsidiary 
coin limiting its tenderable quantity and abolishing its fixed exchange value. 

9. Restrictions on silver imports, then, should be very gradually relaxed 
and finally entirely removed taking care that wide fluctuation does not follow. 

It is quite clear that my suggestions ask for a heavy price from the Indian 
Government as well as Indian people, but I think there is no way out of it. It is 
. a bitter pill for both, but the disease is there and earlier the remedy the better 
for all. 

This is the time and the opportunity to inaugurate the Transition Period with 
a well-fixed programme for reaching to the goal of Gold Standard. It is certain 
that if a beginning is now made, it will take at least 10 years to complete the 
programme. But if this opportunity is lost it is also certain that the question of 
Gold Standard for India will be shelved — ^at least for the present — ^for ever. 

Finally, to fix the Exchange value of rupee at 18<f., or at 16c?., or at any other 
point, without putting into operation the workings of a well-fixed programme for 
Gold Standard — and with the sweet talks that India should get a Gold Standard 
with gold currency — will mean nothing but despair and disappointment to the 
Indian Nation, making her hopelessly await for more Royal Commissions. 


Q 4 


seeoe 
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Statement of evidence submitted by the Honourable Mr. H. S. Lawrence, 
C.S.I., I.O.S., Finance Member of the Government of Bombay. 

The Austen Chamberlain Committee of 1913 made the following important 
recommendation : 

“ But while educating the people of India in the use of more economical forms 
of currency, it is important that Government should continue to act on the 
principle of giving the people the form of currency for which they ask (para. 74). 

“ Any attempt to refuse gold to meet these legitimate demands would be 
unjust and foredoomed to failure, and could only cause alarm and instability 
(para. 75).” 

2. The Babington-Smith Committee of 1919 in para. 66 accepted in principle 
the recommendation of the Chamberlain Commission regarding the provision of 
such f orin of currency as the people of India might demand, whether rupees, notes 
or gold. 

3. The International Conference in 1922 were alarmed lest the uncontrolled 
resumption of gold standard might lead to catastrophic consequences. 

Authorities seem to be very strongly divided on the question whether there is 
likeN to be a surplus of gold or a shortage of gold. The Genoa Conference con- 
sidered the risk of the shortage of gold as the more serious. Representatives of 
various countries were prepared, it is understood, to accept a gold exchange 
standard which imposed on certain countries, notably the United States and 
United Kingdom, the responsibility of maintaining stores of gold, while they 
hoped to secure the advantages without paying the cost. 

The demand for a gold standard together with a gold currency has many 
advocates in India. The view is widely held, particularly in political circles, that 
a gold standard and a gold currency are more appropriate to the dignity of a 

g reat country : but the advocates of tliis view do not refer to the discussions of the 
renoa Conference : and are possibly not acquainted with the contrary arguments. 


4. A Currency Policy may in theory be considered apart from itg. reaction 
upon trade and industry; but if a policy be adopted which creates a revolutionary 
disturbance of the established position in trade and industry it may, however 
perfect in theory, be the cause of violent disorders imperilling the basis or society. 
For example, such a disturbance may arise from a change in the real value of 
wages. If gold be appreciated greatly by a sudden new demand, salaries and 
wages will not adjust themselves to the new standard of values until some time 
has elapsed. 

Recent similar experience of the Continent teaches us that during the interval 
there must be strikes and upheavals of social relations, which are fraught with 
peril to the social fabric; which bring inevitable disaster to the poor and ignorant, 
and are liable to the manipulation and intrigues of High Finance. 

A Currencjr Policy unwisely adopted may therefore intensify the disruptive 
forces of civilisation and cannot be considered in terms of scientific technique 
alone. 


Stabilisation of the Rupee. 


6 . Since the rupee has remained stable in the neighbourhood of I 5 . 6d., for 
over a year now, there is every reason to suppose that it could be stabilised at about 
that rate. 

6. In' this interval trade in India has been fairly prosperous. The balance 
of trade, other than bullion, has been in favour of India, to the extent of many 
orores, and equilibrium was maintained in 1924-25 by the importation of gold 
approximately 75 crores and! silver 25 crores. There is reason to believe that the 
importation of gold bullion and sovereigns of over 200 crores in the last 6 years 
has supplied the demand which during the war could not be met, and that the 
country is now fairly replete. 

If this be true and if the succeeding monsoons are good, the balance in favour 
of India would tend to raise the rupee to a higher value. 

7. The policy of the Government of India has been recently directed, it is 
understood, to the prevention of a rise of the rupee above I 5 . 6d,. So long as silver 
does not rise in value above the parity of the rupee, it appears possible for the 
Government of India to control the upward movement of the rupee. 
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8- Since there is no clear indication that the interests of the country have 
been injured by the variation in the level of exchange in the last few years there 
does not appear to be any urgent necessity for measures of stabilisation. 

On the other hand, conditions of trade seem to have assumed a degree of 
steadiness; and the restoration of sterling to its gold value removes one of the 
prime factors of instability; and it may be admitted that the time is therefore ripe 
for the execution of such reforms as have been demonstrated to be advisable by 
recent experience. 

9. Stability in internal prices is of greater importance than stability in 
foreign exchanges : inasmuch as the first affects the interests of myriads who 
through ignorance and poverty are unable to protect themselves ; while the latter 
operates primarily on merchants of intelligence and wealth who can utilise 
financial machinery to insure themselves against loss. 

10. A rising rupee encourages imports and a falling rupee encourages 
exports. The encouragement in each case is temporary until wages have been 
adjusted to the new levels. 

11. During the period of transition merchants and other middle men make 
larger profits at the expense of producers or consumers. 

For example, on a rising exchange an importer contracts for £100 worth of 
steel when the rupee is at 15. \d. and expects to have to remit Rs. 1,500. When the 
steel arrives, if the rupee has risen to l5. Srf. he has to remit Es. 1,200 only. 

On a falling exchange an exporter contracts to sell wheat for £100, and in a 
similar case of a fall from Is. 8cf. to Is. in lieu of Es. 1,200 he receives Es. 1,500. 

The advantage ordinarily goes to the middleman, not to the ryot; and the 
advocates of the low rupee will be found not infrequently to ^ the export 
merchants who benefit by the falling rupee. 

12. Some confusion of thought appears to exist on the subject, and while it 
is argued that a low rupee causes the export trade to expand and benefits the ryot, 
yet it the facts are analysed, the expansion of trade may be traced to the advantage 
gained by the exporter during the period of a falling rupee. 

13. Some advocates of this school of thought appear to regard the deprecia- 
ting currency of continental countries as a positive advantage, and have failed to 
give due weight to the strenuous efforts which such countries as France and Italy 
are making to raise their exchanges. When the fall in the franc or the lira is 
regarded as a national disaster in France and Italy, it is difficult to support the 
propaganda in India in favour of a depreciated rupee. 

14. When stable, a high rupee tends to reduce, and a low rupee to raise all 
prices in India. For example wheat has a world price, and the internal price in 
India is governed by the export price. If a ton is sold for export for £10 the price 
in India will be Es. 150 at Is. 4c^., or Es. 120 at Is. 6rf., or Rs-5-6as. per maund 
in the first case and Es.4-5aa in the second. 

The price of wheat reacts on all other food grains and thereby on wages, and 
the cost of production in every industry. 

Every industry in the cost of production of which wages form a serious item 
is in this way assisted by a high rupee. 

15. The problem is of course not free from complications ; for a high rupee 
facilitates foreign competition. For example, steel and cloth may be imported on 
more favourable terms with a high ruj)ee. But here again it is necessaiy to 
distinguish between the effects of a rising rupee and' a high stable rupee. With a 
rising rupee internal costs of production will not have fallen, and the competition 
tends to be unfair, ’^^en the high rupee is stable the costs will fall and the 
industry will compete in a fair field. In the interval the industry has a olflim to 
protection. India has adopted the principle of discriminate protection. This 
principle has not yet been applied to a case of rising exchange : and it is doubtful 
whether the need for this discrimination has as yet been recognised in India. 

16. The principle was accepted in the orders passed last February for the 
safeguarding of Industries in England, and was put into force in Australia on 
March 25 last for protection against the depreciation of Japanese currency. 

Since the Government of India must attach full weight in their currency 
policy to the opinions of Indian politicians, so far as is possible, it is perhaps 
permissible to suggest that the agitation in favour^ of a low rupee has been 
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intensified by the omission of the Government of India to take such meastlres for 
the safeguarding of Indian Industries as are being put into force by the English 
and Australian Governments. If the Indian Industrialists were assured of such 
protection, the opposition to the recent currency policy of the Government of India 
would lose much of its force. 

17. The Currency Commission are not concerned with tariff policy. But I 
venture to submit that they are concerned to know what are the currents of public 
opinion in India which will effect the reception of their proposals. Bombay is 
especially interested in the Industrial development of India ; and the recent 
creation of the Tariff Board was regarded as the first fruits of a new policy. But 
the 'hopes it excited have been greatly disappointed by the rejection by the 
Government of India of most of the proposals made tiy the Tariff Board; and 
where those proposals have not been rejected, they have been greatly reduced. The 
suspicion is thereby aroused that the Government of India were reluctantly forced 
into the acceptance of a policy of protection ; and that they take every opportunity 
of abstaining from implementing that policy. 

18. (While I am attempting to explain the feelings which are at the bottom 
of the present agitation regarding the Currency Policy, I wish to guard myself 
against any imputation that I accept this feeling as well founded). 

These hostile critics allege that when the Government of India assert that 
their policy is directed to protect the Agriculturists against the exploitation of 
the Industrialists, they are. insincere; for the policy is in fact directed to the 
fostering of English Industrialism at the expense of Indian Industrialism. And 
they go further. They allege that this policy is not only insincere but is also 
completely mistaken. 

19. The demand for products of English industry does not arise from the 
agriculturist but from the Indian Industrialist; and any attempt to squeeze out 
the Indian Industrialist between the Agriculturist and the English Importer fails 
disastrously in its object. 

The prosperity of English trade depends on a market for high class goods. 
If Indian industries are prosperous, that market can be expanded to an unknown 
limit. The share of the Indian Agriculturist in imported goods is confined to 
cheap articles imported from the continent and other countries. If this market 
were preserved for the Indian Industrialist he would prosper and his prosperity 
would react on English trade. This theory clearly leads directly to a policy of 
Imperial Preference or rather Preference confined to imports from the United 
Kingdom. 

This is,a brief summary of the economic theory held, if not expressed, by an 
important school of thought in Bombay. 

20. I turn now to take the instance of the effect of a stable high rupee on a 
branch of Industry such as cotton mills and of agriculture such as cotton cultiva- 
tion. 

First I compare the effects of the rupee at Is. and the rupee at Is. 6d. on 
the scale of cotton goods. 

The competition between English imported cotton goods and the Bombay Mill 
prcducts has been stated by the Bombay Millowners’ Association to be negligible. 
The high grade goods of Lancashire affect the richer class of consumers and the 
lower grade goods of Bombay affect the poor class of consumers. With the higher 
rup^ the middle classes in India are able to obtain their cotton clothing at a 
smaller cK)st in rupees. Though the market is broadly speaking different, yet there 
IS a margin of overlapping; and a fall in the rupee price of Lancashire imports 
induces a fall m the rupee price of Indian Mill products. The Min industrv 
therefore secures fewer rupees. 

the other hand the Indian Mill Industry pays out a smaller sum for the 
machinery ^d the Mill stores which are imported, and which represent an annual 
outgoing calculated by the Bombay Millowners’ Association at 7 per cent of their 
expenditure. 

The higher rupee reduces at once the price of cotton, other things being equal, 
tor the large portion of cotton grown is exported. 

Thus in 19^-24 out of fiw million bales of cotton 3^ millions were exported ; 
and on an average some 60 to 70 per cent, is exported. 

The cotton price is therefore a world’s price fixed in gold; and if the rupee is^ 
higher’ the rupee price falls. The cotton mills, therefore, with a stable high rupee 
obtain supplies of cotton at a cheap rate. & r 
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The cost of raw cotton represents 60 per cent, of the outgoings of the mill 
industry ; and the cost of production is therefore largely reduced by a high rupee. 

21. Wages in cotton industry represent 10 per cent, of the outgoings. In so 
far as a high rupee reduces the price of food-grains and the cost of living of the 
mill-hand, it justifies a reduction in wages but there is necessarily a lag during 
the period of adjustment. 

22. On the other hand it is argued that if there is a fall in the prices due to 
a high rupee, the cultivator has fewer rupees with which to buy cloth. This state- 
ment would be correct only if the price of cotton cloth does not fall 'pari passu 
with the fall in agricultural produce. In fact it may be confined to the period 
during which cotton cloth made from cotton bought at a higher level of prices is 
being disposed of. 

23. In regard to the agriculturist’s interests in general, it is sometimes 
argued that the cultivator is injured by the higher rupee inasmuch as his payments 
of Government revenue were assessed on a lower rupee. It may be pointed out 
that the share of agricultural produce taken in Government revenue is often 
exaggerated in public discussions. 

The Land Revenue of the Bombay Government is approximately 5 crores. No 
accurate estimate of the value of agricultural produce can be formed; but an 
estimate was framed by the Government of India which placed the figure at 135 
crores. If it were assumed for the sake of argument that the change in the value 
of rupee from Is. 4:d. to Is. Qd. reduced the value of agriculture produced by 
11 per cent., then the agriculturist would be paying his 5 crores out of a total of 
120 crores instead of 135 crores. His burden will be increased from 3-7 per cent, 
to 4'1 per cent. But since his other outgoings would be similarly decreased, there 
is no reason to believe that he would be injured in any degree as soon as the high 
rate had been stabilised. 

24. There remains the question of National Finance. The figures have 
probably altered little since the Report of the Commission of 1919 that the Home 
Charges on 

Rupee at 1^. 4d. amount to 33 crores. 

Rupee at Is. Qd. amount to 29-3 crores. 

Rupee at Is. Sd. amount to 26-4 crores. 

An economy of 3 to 4 crores a year is worth obtaining, but it is not an argument 
that is by any means conclusive. 

25. To conclude, the arguments above stated may be summarized to 
indicate : — 

(а) That the principal interest of India is in the range of internal 
prices, the prevention of further increases and the gradual reduction of 
present prices. 

(б) That the further course of silver cannot be foretold. The vagaries 
of the China market have never been understood or explained; but unless 
a fresh demand in China should disorganise the market, as in 1919-20, the 
Government should be able to control the rise of the rupee. 

(c) With the balance of trade greatly in favour of India, the rupee if 
uncontrolled would' probably rise to a moderate extent. It is probable 
therefore that the Government of India would be able to stabilise the rupee 
at such moderate rate as they may decide ; but a return to a 2s. rate would 
be unwise. 

(d) The rate of Is. Bd. would probably be possible. But in order to 
avoid unnecessary disturbance in trade and commerce the present existing 
rate of Is. 6'd. between the gold points should be adopted and would be most 
easy to defend. 
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APPENDIX 33. 

Statement of evidence submitted by Dr. Promathanath Banerjea, Minto 
Professor of Economics, Calcutta University. 

The abnormal conditions created in India by the war and its aftermath have 
how practically disappeared. The agricultural situation is quite fair. The 
depression in industrial activity which began a few years ago still continues, but 
signs of a revival in the near future are not wanting. Trade has already made 
considerable progress towards recovery. The financial position of the Goveriment 
is satisfactory, and the era of deficits has now come to an end. World conditions 
are also gradually approaching the normal. Most of the countries with whom 
India maintains trade relations have now stabilised their currencies on a basis 
of gold, and Great Britain has recently returned to the gold standa,rd. Indian 
merchants and statesmen have for some time past been demanding active measures 
for a solution of the problems of Indian currency and' exchange. The time, there- 
fore, seems to be ripe for making an earnest effort to secure monetary stability 
in India. 

2. The question of the comparative importance of stability in internal 
prices and in foreign exchanges need not worry us overmuch. The internal trade 
of India is many times as large as her external trade. Therefore, looked at from 
the standpoint of volume of transactions, stability in internal prices seems 
certainly to be more important than stability in foreign exchanges. But, 
absolutely considered, the foreign trade of India is large enough to merit serious 
attention. If there is one thing more than another wmch disturbs the course of 
commercial and industrial activity it is uncertainty of exchange. It should be 
remembered in this connection that there is not only no conflict between stability 
in internal prices and stability in foreign exchanges, but that the two are, to a 
considerable extent, closely inter-related. 

3. The effects of a rising or a falling rupee are well understood. A rising 
rupee tends to discourage exports and encourage imports. When exchange rises, 
the exporter gets a smaller number of rupees in return for his goods. Exports 
from India consist mainly of raw materials. Such articles as are in the nature of 
monopolies are not adversely affected to an appreciable extent, if the rise in 
exchange is small. But when the rise is considerable, the export trade even in 
monopolies tends to be checked. It should be borne in mind in this connection 
that there are very few articles which may be regarded as absolute monopolies. 
When prices rise very high, substitutes for monopolies are often found and there 
is thus the risk of a complete ruin of the trade in these articles. In the case of 
commodities of which India is only one of many producers, the price in the 
world’s markets does not, as has been pointed out by Professor Jevons, “ respond 
to the rise of the Indian exchange, and the supply of these commodities from India 
may cease altogether, or can only be continued at a lower cost of production — ^in 
other words, wages and profits must fall, or cheaper means of producing the 
cofloomodity must be found, as by introducing improved methods or machinery.” 

4. A rising exchange by reducing the rupee prices of imported commodities 
places the locally-produced goods at a disadvantage. The home industries thus 
find the competition of foreign industries more keen than before. The stronger 
and well-estahlished industries are able to stand the severer test, but the weaker 
and nascent industries may perhaps find the strain too heavy and may even 
succumb to it. When this happens, the industrial development of the country is 
necessarily retarded. The effect of higher exchange is thus injurious to industry 
as well as agriculture in India. 

5. The different classes of society are differently affected by a rising 
exchange. Consumers gain, while producers incur a loss. Creditors reap an 
advantage, but debtors suffer. The effect on national loanee is beneficial, for 
the Government are able to meet their foreign obligations with a smaller number 
of rupeea But what is gain to the Exchequer is loss to the taxpayer. The 
taxpayer pays the Government the same number of rupees as before, but the 
rupee is now worth more than it was, 

6. The effects of a falling rupee are the reverse of those of a rising rupee. 
Exports are stimulated, while imports are checked. These effects are, however, 
temporary. They cease as soon as wages, profits, etc., readjust themselves to the 
new conditions. But readjustments always require time to be completed, and the 
process is not always smooth. Nor is the period of transition necessarily short. 
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7. Let us now consider the permanent effects of higher exchange. The 
rupee becomes an overvalued coin, and the general price level is lower. Wages 
and profits are in the same relative position as they were before the transition 
commenced. There may, however, be some classes of persons who are unable to 
adjust their position to the new conditions, and they are adversely affected by the 
change. The effect of higher exchange on the country as a whole is adverse, ^ 
fax as its foreign trade is concerned. India’s exports exceed her imports in 
value by a large annual sum, varying from 60 to 80 crores. Higher exchange 
thus means considerable loss on account of this trade balance. As against this 
loss, the Government of India are able to effect a saving in Home Charges, for 
they are required to remit a smaller number of rupees. But, as we have already 
seen, the amount thus saved really comes from the pockets of the people. 

8. The question which presents itself at the present moment is not so much 
the stabilisation of the rupee as the adoption of a sound currency system. The 
gold exchange standard has failed to satisfy the tests of a sound system. It has 
always shown a tendency to break down as soon as there has been a crisis. 
Besides, it has been attended with many evils in the past. The utilisation of the 
reserves for purposes other than those for which they were originally intended, 
the fixing of the exchange rate at a figure which was found impossible to main- 
tain, the method adopted in purchasing silver, and the enormous losses conse- 
quent on the sale of reverse councils are instances in point. Management is not 
a bad thing in itself, but it can prove a success only when the persons entrusted 
with the work are possessed of perfect wisdom and the highest degree of honesty. 
But as is pointed out by an eminent economist, exiperience has shown that the 
control of currency is liable to the ^avest abuses. In India, which is still a 
subject country, the possibility of the occurrence of abuses is much greater than 
in other countries, and management should cease, if for no other reason, in order 
to remove the suspicion from the public mind that Indian currency is often 
manipulated in the interests of England. Besides, India has now developed a 
large foreign trade of her own, and it is very undesirable that her currency 
should continue to be linked with that of another country. It is “ risky,” to 
use the words of Sir Basil Blackett, “ to tie the rupee to the chariot wheels of 
the Bank of England.” Nor can sentiment be altogether ignored in matters of 
tbig sort. The gold exchange standard is regarded as the brand of subjection 
ajod inferiority, and, naturafiy, Indians feel that the system should be altered. 

9. Now, what is the alternative to this standard 1 It is impossible to go back 
to the silver standard. The standards based on index-numbers which have b^n 
advocated by several economists present difficulties which appear insurmountable 
at the present moment. An exchange standard for the whole civilised world based 
on gold kept at a central place will be possible when the League of Nations is able 
to command the confidence of all nations, great and small, and the habit of inter- 
action becomes full established. For the present, the adoption by India of the 

• gold standard seems to be the only solution of her currency problems. This is 
the system which makes the largest measure of automatic regulation possible. , 
Besides, gold has now once more established itself as the international standard 
of value. India’s trade relations are mainly with gold-using countries, and these 
can only be satisfactorily maintained by the adoption of gold as the medium of 
exchange. From the standpoint of stability of commodity prices, the gold 
standard is not an “invariable standard.” But as Dr. Gregory points out, the 
value of gold is not likely to fluctuate widely within short periods of time and 
the gold standard necessarily involves stability in prices over the whole of the 
area in which the standard prevails. The gold standard is thus able to eliminate 
social and international difficulties much more successfully than any other 
standard. An incidental advantage of the adoption of the gold standard will 
probably be that a greater familiarity with gold coins will bring into use such 
quantities of gold as are now kept as a store of value in the shape of ornaments 
or lumps of the yellow metal. The change will also produce a desirable political 
effect. I therefore entirely agree with the view of an eminent person fully con- 
versant with Indian conditions, who says : “ The people of India will be safer 
< with a currency based on gold, although the commodity value of gold is liable to 
fluctuate than with one dependent on the varying opinions of any body of men.” 
It gftftTws to me that the adoption of the gold standard is an economic, social and 
political necessity. 

10. The Tna.in objection, to adoption of the gold standard is that the use of 
gold as currency is uneconomical, especially in a poor country like India. The 
view is quite correct. But the adoption of the gold standard does not imply that 
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gold coins must necessarily circulate very largely. I am strongly of the opinion 
that no attempt should be made to force gold coins into circulation. In fact, 
with a gold currency gold is likely to be used only to a very limited extent. If 
the gold mohur is adopted as the principal coin, the actual medium of exchange 
will consist mainly of rupees and notes as at present. It is also hoped that the 
extension of banking facilities and the spread of education will lead to the 
greater use of cheques and reduce the importance of coins for purposes of 
circulation. 

11. Another objection is that very little gold is mined in this country. But 
India has a favourable balance of trade, and in the usual course she will get 
enough gold for her currency purposes in exchange for comtoiodities. It is 
apprehended in some quarters that the absorption of gold by India will result in 
shortage of the metal in other countries. This cannot be regarded as a valid 
argument for depriving India of her ligitimate share of the world’s stock of gold. 
But, in reality, such absorption, if it takes place, will prove beneficial to the rest 
of the world as it will help to lower the international price-level. Lastly, the 
fear that the adoption of the gold standard will intensify the hoarding habit 
seems to be unfounded. 

12. The question now is ; What should be the relation between the gold coin 
and the rupee 1 Of course, when the rupee ceases to be the principal coin of the 
country, the question of ratio will become far less important than it is under the 
present system. Still, a ratio will have to be fixed. It is perfectly correct to say 
that there is “no ideal ratio.” It may also be accepted without hesitation that 
the ratio shoTxld be such as is “ easily attainable and easily maintainable.” The 
2s. ratio announced in 1920 is neither attainable nor maintainable, and as it is 
no longer in the thoughts of the Government it may be brushed aside. Shall we, 
then, adopt the ratio which prevails at the present moment ? This brings us to 
the question whether the existing ratio is a natural or an artificial one. The view 
seems to prevail in certain quarters that the present rate has been worked up to 
by the Government. In the absence of fuller information than I possess just now 
I am unable to say whether this view is correct or not. But I am convinced that 
the conditions which are responsible for the existing rate are not of a permanent 
character, and I fully endorse the view of Sir James Wilson, who says ; " The 
recent rise in its gold value to 8‘4 grains may prove to be only temporary, as being 
due not only to the general fall in the commodity value of gold which has taken 

{ >lace over the world as a whole, but to exceptionally good harvests in India, which 
ed to an increase in the demand for rupee currency. If the world’s demand for 

f old increases, or the world’s production of commodities overtakes the world’s 
emand, then the general gold price of commodities will fall, the commodity value 
of gold wiU rise, and the gold value of the rupee will tend to fall. If India 
suffers from poor harvests and her exports decrease in comparison with her 
imports, there wiU be less demand for rupees, and the people who hold large hoards 
of rupees may feel compelled to put them into circulation and thus increase the 
available supply of rupees, which would tend to reduce the gold value of the 
rupee. Another fact should also be taken into consideration. The adoption of 
the gold standard' by India is likely to result in a greater demand for gold, and 
consequently its value will rise. This will automatically bring down the ratio.” 

13. If this view be correct, the Government will find considerable difficulty 
in maintaining the Is. 6d. rate. It seems desirable, therefore, to revert to the old 
ratio, namely, Is.^ 4di. to the rupee. It should not be forgotten that for over two 
years the prevailing rate was below this figure, and 'any attempt to maintain a 
hiffiher rate is likely to be attended with much risk. The Is. 4c?. rate was fairly 
stable for about 20 years. The relative price-levels in India and other principal 
countries of the world are very nearly the same to-day as they were before the war. 
-^1 tlies6 facts point to the conclusion that the I 5 . 4c?. ratio seems to approximate 
closely to the natural ratio. 

14:. If this ratio be adopted, measures may become necessary to check any 
downward tendenc^^ of the rate that may show itself. This can be secured by a 
cessation or restriction of the rupee coinage and reduction in the volume of notes 
in circulation. In case these measures fail to maintain the ratio the gold standard • 
reserve will have to be drawn upon to make good any loss that may be incurred 
on this account. ■ 

■ T "Sf of a gold standard means that a gold coin is legal tender 

in India. The advocates of gold currency usually suggest that this coin should be 
the Briti^ sovereign as at present. But it would be better to give it an Indian 
name and call rt-a “ mohur.” In order to maintain the convertibility of the two 
coins at par, the ‘ mohur ” should be of the same fineness and weight as the 
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sovereign. The legal tender quality of the rupee will have to be limited. For the 
present, a high limit, such as Bs. 1,600 or 100 raohurs, may be fixed, but gradually 
this limit should be reduced to, say, Rs. 150 or 10 mohurs. Arrangements will 
have to be made for the free — but not necessarily gratuitous — coinage of gold. 
Although it is not necessary immediately to convert all silver coins into gold, 
yet it will be desirable to declare the convertibility of rupees into mohurs. This 
will secure the confidence of the public in the new currency system and prevpnt 
any great disturbance of the ratio of exchange. 

16. The gold standard reserve should in future be employed in maintaining 
the ratio between the mohur and the rupee. As the coining of new rupees will 
have to be stopped, there will be no addition to the present size of the reserve. 
The r^rve should be held mainly in gold, but a small portion of it may be 
invested in the Treasury Bills of the Government of India. The investment of 
the reserve in British or Colonial securities cannot be justified on any grounds, 
economic or political. With the disappearance of the gold exchange standard, 
the need for holding the reserve in England will completely disappear. The bulk 
of the reserve, if not the whole of it, should, henceforth, be held in India. 

17. For the present the Government of India should continue to control the 
note issue. I am in favour of the establishment of a State Bank in India. The 
Imperial Bank of India holds an anomalous position, and it is very doubtful 
whether it is able to promote and safeguard the economic and financial interests 
of the people of the country. I therefore object to any substantial enlargement 
of its powers so long as its present constitution remains unaltered. If, however, 
it is converted into a State Bank, I would transfer the control of the note issue to it. 

18. As regards the backing of the note issue, the percentage of metallic 
reserve to oirculation is at present about 58. This should be gradually raised 
until it reaches 75 per cent., that is to say, a ratio in the neighbourhood of the 
pre-war average. If this is done, the issue of notes will be absolutely safe and 
be above aU suspicion and distrust. The paper currency reserve should be held 
in its entirety in India where it is required. The investment of a substantial 
portion of it in England is an injustice to India. 

19. The amplest facilities should be given for the encashment of notes, and 
notes should be made available in every town and in the more important villages 
in the country. They should be made redeemable either in. gold or in silver at 
the option of the Government. If the rupee notes are foimd very expensive, they 
will have to be discontinued. The 2^ rupee notes never became very popular, but 
in the absence of rupee notes they may come into greater use. The 6 rupee and 
10 rupee notes should certainly be continued, but rupee notes of higher denomi- 
nations should cease to be printed. Mohur notes should be issued according to 
the needs of the public, and they are likely to be found useful for large payments. 

20. A gold mint should be established in India. It may be either an 
independent mint or a branch of the Royal Mint. This mint should be open to 
the free coinage of gold mohurs and half mohurs. A small charge may be levied 
to cover the actual cost of minting. There should be attached toi the mint a 
Government refinery for refiniag gold. It would be necessary for the Govern- 
ment to undertake the obligation to give gold for rupees, in order to maintain 
title convertibility of the rupee. 

21. The remittance operations of the Government should be conducted by 
means of public tender. For the present, the operations may be in the hands of the 
Government direct, but they will be best effected through the State Bank when 
it is established. There is not much harm in entrusting the Imperial Bank with 
the duty; but I am decidedly of opinion that the Imperial Bank is no substitute 
for a State Bank proper. 

22. The seasonal demands for currency will be met to a larger extent in 
future by the free minting system under the gold standard. But the existing 
method of creating additional currency will have also to be continued. In intro- 
ducing further elasticity into the system, the main principle to be observed will 
be to avoid the two extremes of undue stringency and inflation. This will require 
the exercise by the authorities vested with discretionary power of the virtue of 
sympathy on the one hand and of caution on the other. 

23. The adoption of the gold standard will render urmeoessary the purchase 
of mlver for at least some time to come. If and when the need rises, the purchase 
of silver should be by open tender and not by private arrangement through any 
broker. 
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Statemeiit oi evidence* submitted by Mr. B. Venkatapatiraju, 
O.I.E., M.L.A., of Vizagapatam. 


1 The terms of reference of the Commission to examine and report on the 
Indian Exchange and Currency system and practice, to consider whether any 
modifications arl desirMe in the interests of India and to make recommendations 
are unexceptionable. 

2. My resolution re : Inquiry into the question of Ci^rency and Exchange 

which was adopted by the Legislative Assembly on the 27th January, 1925, though 
worded differently has the same object in view but prominence was given tor the 
predominance of the Indian view point, rtms as follows : This Assembly 

recommends to the Governor-General in Council that a Committee with a majority 
of Indian non-officials on it and with the Indian Chairman be immediately 
appointed to examine the whole question of exchange and currency in the light of 
the experience gained since the date of the publication of the Babington-Smith 
Report, and to make recommendations as to the best policy to be pursued to secure 
a system of currency and exchange best suited to the interests of India. 

3. As the Committee is charged to make suitable recommendations in the 
interests of India, I take it that no other consideration will weigh with t^em 
except what is good in the best interests of India. Of course views might differ 
on the modifications that have been made in the currency system and practice for 
the good of India but interests of India wovH have to be interpreted as one which 
brings about highest good to the largest number of people in India. 

4. I am constrained to make special note of this aspect as I will show later 
on that Indian interests are sacrificed on many an occasion and hence no apology 
is needed to emphasise the point. 


5. Money serves the double purpose of being standard of value as well as 
medium of exchange and standard coin is regarded as one whose value in exchange 
depends solely upon the value of the material contained in it while token coins are 
those which exchange in a certain fixed ratio for standard coins. 

6. In India at the present moment we have g'^owi-standard coins, — silver 
rupees whose value does not depend on the value of the metallic contents thereof 
while they possess unlimited tender quality unlike token coins. The Government 
fixed the statutory ratio at 2s. per rupee, i.e., Rs. 10 per sovereign without any 
obligation attached to the Government to give a sovereign when Rs. 10 are offered 
while prepared to accept sovereign for 10 rupees as the market value of sovereign 
on account of its metallic value is necessarily higher. The Government have no 
misgivings that the statutory ratio would ever be reached unless they are prepared 
to screw up the artificial value of rupee by manipulating exchange to such an 
extent as to create uproar both in the traders and the people. The Government 
have manipulated so far as to raise the exchange value of a rupee to Is. 6^. and 
Sir Basil Blackett has been kind enough to state that the Government did not wish 
to see exchange above Is. Q^d. as the actual level of exchange solely depends on the 
willingness of the Government to continue purchasing sterling at a given rate. 

7. The question arises whether the Government should retain the power of 
manipulating the values of so-called standard coins or leave it to economic causes . 
to fluctuate the values according to the metallic contents thereof and also whether 
standard coins should be in silver or gold or whether the statutory ratio should be 
altered and if so at what ratio to be fixed and whether furtW attempts should be 
made in stabilization at any imaginary figure or whether gold standard and gold 
currency should b’e adopted while treating existing rupees as token coins fi-g-ing the 
ratio at a certain figure for convertibility of the existing coin and rupee 
obligations. 


8. To unravel this tangled web and to understand the history of Indian 
ouirency blimdering, let me state briefly the past history and present complications 
and conflicting interests and future policy what I presume to be fair policy to be 
pursued so far as India is concerned!. 


yea^atapatiraju subsequently submitted a supplementary note (not printed herewith), 
which was however received too late to be considered before his oral examination. 
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9. Tihe Arthasastra of Chanakya mentions Royal mints and 'officers whose 
duty it was to regulate currency as a medium and exchange and as legal tender. 
We read of Indian gold coins of Vedic period. India had extensive commerce 
when half of Europe including even Britain was in uncivilised state. India had 
been exporting manufactured goods, pearls and spices and importing gold so as 
to cause consternation in the Roman Senate in the time of Caesar that India 
had constantly been exploiting Italy and depriving her of her gold. 

10. In the middle of the 18th century even Delhi gold mohur and silver rupee 
was in currency at the stated ratio of 1 to 15^. In Southern India gold coin was 
Pagoda with widest circulation with subsidiary silver coins till the very last date. 
Even now on advocates’ briefs, Mohurs in Bengal and Pagodas in Madras or their 
eq^uivalent value are marked as day fee by the solicitors. Some commodities are 
still valued in Pagodas even to-day. Hence, India knows no gold coin is an 
assertion far from truth. Shaking the Pagoda tree was the common expression for 
exploiting India. 

11. The East India Company to avoid multiplicity of variety of coins in 
several parts of India, coined distinctive rupees for a silver currency but stated 
they did not jivish it to the exclusion of gold. In 1835 silver rupee of 180 grains 
T-^ths fine was made standard coin and gold was demonetised but Government 
officers authorised to receive mohurs at fixed rates with a ratio of 16 to 1 between 
silver and gold. 

12. When gold became cheap in 1853 gold coin was refused to be received 
into Government treasuries in exchange for rupees. Both Indian and European 
merchants memorialised the Government of India for a gold currency and 
Government agreed to make sovereigns legal tender at Rs. 10. Successive 
Finance Members of the Government of India strenuously advocated for a gold 
currency. 

13. In 1866 the Mansfield Commission recommended to make gold coins legal 
tender money but the Home authorities did not approve of the proposal but 
authorised receipt of gold coins in public treasuries at fixed rates as used to be 
done before 1853. 

14. Bimetallic system : Uniform practice in all countries both Eastern and 
Western had been for Government to mint and issue gold and silver coins and 
then to fix their relative values or leave them to be determined by economic forces. 
But in the 19th century some countries followed the lead of England to adopt the 
gold standard when silver value had gone down. Silver value per ounce (480 
grains) in 1872 was in English exchange 60:ft:d. and 53^£?. in 1876 and 60M- in 
1883 and 42|(f. in 1888 and in 1893. 

15. I miay mention that the Coinage Acts 17 of 1835, 21 of 1838, 13 of 1862 
and 23 of 1870 made silver rupees legal tender and coinage of bullion was made 
obligatory that the mint master shall receive all gold and silver and charge duty 
1 per cent, in case of gold and 2 per cent, in case of silver and supply gold mohurs 
of 15 rupee piece and double gold mohur and gold mohur and f gold mohur 
valued 30 and 5 and 10 rupees respectively and thus supply gold coins provided 
under Act 17 of 1835, as well as silver coins also current in British India though 
under Act of 1870 no gold coin shall be a legal tender in payment or on account. 
But it is dear that the Government are bound to supply rupees current in India 
for silver bullion supplied weight for weight on payment of coinage charges. 
The Executive have no power to manipulate the value of the rupee except the 
value possessed in the metallic contents thereof. 

16. As the countries of Latin Union, France, Italy, Belgium and 
Switzerland abandoned the bimetallic system and gave up free coinage of silver 
and as the gold value of silver has gone down and on account of Home charges 
remittances as ■well as Importing English merchants’ troubles and English 
servants’ difficulties to remit to England gold after converting cheap silver 
rupees, the Government of India felt it necessaj^ to seek the help or Bfome 
authorities to stabilise the exchange value, by bringing about Internationl agree- 
ment at the Monetary Conferences in 1878-1881-1892 which were proved abortive 
as England sternly refused to tamper with the gold standard by any Bimetallic 
system. Indian Government pressed for gold currency, but titome authorities 
wanted Indian currency to be rested on a silver basis. 

17. From 1873 to 1878 the Government of India di^^d plans about the 
suspension of rupee coinage. From 1878 to 1892 they wanted to secure Inter- 
national 'Bimetallic agreement at the meeting of Brussels Couference. But the 
Secretary of State for India in 1879 and in 1886 opposed tampering 'with the 

ssGDs n 
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currency and making it artificial. He pointed out very correctly that whatever 
relief the Government would secure, would be at the expense of Indian taxpayer. 
Even the exporting English merchants like tea-planters and jute exporters opposed 
the change, while Importing merchants of foreign goods supported it. Indian 
public opinion condemned the policy of artificial interference with the country’s 
currency as being unnecessary and harmful, advocating the straight course for the 
Government to meet the exchange difficulty by retrenchment and economy in 
expenditure and systematic curtailment of India’s gold obligations. 

18. The Government were averse to follow that straight course for if they 
could not curtail the expenditure they had to increase the burden of taxation over 
the already heavily-burdened tax-payer in India which would be unpopular. Hence 
with the sanction of Secretary of State the first downward course of questionable 
currency policy was begun in 1892 by closing the Indian mints for free coinage of 
silver while accepting Indian currency on silver basis. In January 1893, the 
Government of India pressed to make English gold coin legal tender and Lord 
Inchcape as Mr. J. Mackay then pressed for currency Eeform. 

19. Lord HerscheU’s Committee was appointed which recommended coining 
rupees in exchange for gold at the rate of 16a. to the rupee and gold to be received 
at the same rate in public Treasuries. Act VIII of 1893 was passed prohibiting 
free coinage of both gold and silver but notifications were issued to receive gold at 
16d. per rupee. 

20. In 1897 when India was invited to join France and the United States to 

follow a common policy of free coinage of silver or gold at the ratio of 154 to 1 
Government refused. ’ 


21. In 1898 the Fowler Committee was appointed for making effective the 
policy adopted in 1893. The India Government propoised to create gold reserve out 
of profits of silver coinage to raise the value of rupee to 1 6^?. The reasons urs^d 
for and against the adoption of gold standard were, “ 

For 

(1) need of stability of exchange as a condition of smooth and prosper- 
ous trade, ^ 

(2) necessity of preventing losses which a falling exchange entailed on 

Government, ° 

(3) necessity of ^tablishing same standard as prevailed in England 
and other countries with which India had trade relations. 


monometallism was the best policy of India as it had 
worked satisfactorily on the whole and prices had remained steady under 

(2) gold exchange difficulty could be met by retrenchment and 
HoSTchL^^, curtailment of India’s gold obligations and 

^change had stimulated trade and promoted prosperity, 
currency system was undesirable especially becLse it 
S indirectly to the shoulders 

esflSdanmt declared itself in favour of the effective 

establishment or a gold standard to be accompanied by a sold cnrrencv and 

^ tS*«i tat 

umimiLea legal teader thougli token coins are usually subsidiary coinq. Prnfifq 

Man auti^S^pSHie SSr 

settling India’s balance of fOTSen currency but for 

oam^cy. Lesley Ptobyn su^st^^^n^ iSueS 

the ^ re^ riu^ 
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23. The G-everninent policy begaa to drift froon the ideal recoomnended by 
the Fowler Committee which was ignored and India came to have a hybrid ^stem 
of “ limping standard ” instead of genuine gold standard, named gold exchange 
standard. 

24. The Chamberlain Commission of 1913T914 pointed out how the 
Government departed in several important particulars from the policy recom- 
mended by the Fowler Committee and approved by the Government, namely : — 

(а) Investment of gold standard reserve in securities in London. 

(б) Dropping of the scheme of gold mint, 

(c) Practice of selling Council drafts at something below gold point 
against the currency reserve. 

{d) Establishment of silver Branch of gold standard. 

(e) Diversion from the Reserve for Capital Expenditure in 1907. 

(/) In 1908 for meeting drafts sold by Government in India on London 
to private traders. 

25. This gold exchange standard is anomalous as gold is the nominal 
standiaxd of value. Principal currency is a token silver rupee which is unlimited 
l^al tender without any obligation on the State to redeem in the standard! metal 
gold. Gold is not to lie in circulation in India but to be used for the foreign 
Exchange; rather the sterling drafts is the standard value for the time being. 

26. While wrongly stating that India neither demands nor requires gold, 
the Chamberlain Commission admitted the essential feature being absolute 
security for convertibility into sterling; and of so much of the internal currency 
to meet India’s External obligations. Sir James Begbie dissented from the 
majority and advocated true gold standard accompanied by gold coins in 
circulatioia. 

27. Every country demands that its currency must be legally convertible 
into the standard met^. As Financiers in other countries are alarmed at the 
large absorption of gold in India and wanted it to be blocked this ingenious system 
of Gold Exchange standard was adopted, which India does not want at all 
but enforced on her by political authority. 

28. The Government of India really wanted to start a gold mint in India 
and Sir Chriton Daubdns, Finance Member of the (^vernment of India announced 
in the old Imperial Council that everything was ready for it in 1900 but the 
mint authorities in London raised all sorts of spurious objections and British 
Treasury opposed the project which was necessarily stopped. 

29. One is tempted to ask whether out of love towards India, Home 
authoriti^ prevented opening gold mint in India and prevented import of gold 
into Ladia, when gold was cheap and even at the present moment preventing 
import of gold from Australia and Egypt by purchasing it themselves, if need 
be, than allow it to go to India. On the Slst March, 1925, a shipment from 
America of 16 lakhs of gold dollars by Parcel Post to India was frustrated owing 
to the refusal of the British line of steamers to transmit gold from- Marseilles and 
gold was necessarily returned to New York. The other day Sir Purshotamdas 
pointed out in the Assembly that gold bars of more value than Efe. 300 will not 
be received for internal transit in India even by the Post Office. Gold is a luxury 
and unfitted for poverty-stricken India in view of the Government The f ar-f ^ed 
riches of India beyond the dreams of avarice have disappeared gradually. 

30. To speak of past events, in 1912 when Sir Vithaldas Thakersay urged 
in the Imperial Council the necessity of maintainii^ gold coins in India even 
when the Government of India urged the same view strongly and when the 
Secretary of State suggested minting gold coins of Ea. 10 denomination, British 
T3?easury opposed it. 

31. The Chamberlain Commission (1913-14) recommended 
sovereigns only but stated that the gold reserve should be kept in England alone 
Ignoring the advantage of having it in India for the ben^ of commerce and 
industry. 

During the period of War when gold coins were neoegsafy to be minted in 
ladia for War purpose a Branch of Boyal mint was opened m Bombay m 191&, 
gold mohurs of sovereign weight and fineness were issued. 

smsai 
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32. During the War period and thereafter there was complete breakdown 
of gold Exchange standard system. This ^stem gave 1/15 value of a sovereign 
to a rupee which means value of 7 5 grains of gold out of 113 grains oif pure gold 
in a sovereign. 

In 1918 severe silver crisis arose on account of the huge demand for rupees 
and the United States agreed to sell to India 200 million ounces of silver to 
conserve the gold supply of the United States and to permit the settlement in 
silver, of trade balances adverse to the United States. But the stability of 
Exchange has broken down and the exchange soared to giddy heights. 

33. The Babington-Smith Oommittee was appointed in 1919 as the chaotic 
condition of the system of Currency and Exchange called for an enquiry and 
suitable remedy. Sir Sankarnair complained! that subordination of India to 
English coimmerGial interests has been the general policy of the Government. 
Even Babington-Smith Committee condemned the policy % stating “ The com- 
mercial coanmunity are prepared to deal with fluctuations in exchange as well 
as with fluctuations in the other elements entering into a transaction and to 
provide against any risks that may arise,” but they feel that if official action 
intervenes to intermpt the play of natural forces and to give effect to them, an 
element of uncertainty is introduced which is beyond their reckoning. But the 
Committee by the terms of reference were bound to suggest means for ensuring 
a stable gold exchaaige standard but not gold standard. The question of 
monetary standard was noit kept open as the exchange standard was to be 
assumed and the discussion of a true gold standard was not to be revised, atiH 
what was desired then was the stabilising of the exchange — ^value of the rupee 
of a ^itable rate. Sir Basil Blackett might say to the unwary that there is no 
practical difference between the two. The Committee suggested raising the 
Exchange value of the rupee on the following grounds, namely : — 

(а) Cost of imported machinery will be decreased encouraging the 
establishment of new industries. 

(б) European cost of production has increased greatly since the period 

of War. o tr 


(o) High rate of Exchange lower prices in India while benefiting the 
consumers it will also reduce the cost of raw materials to manufacturers 
m India. 

The Co;^ittee suggested fixing the rate of exchange at 2s. per rupee, i.e., when 
rap^ silver w^ worth 9 annas or thereabouts the coined rupee should be valued 
at 16 annas. The burden would be increased by 78 per cent bv the change of 

® ^ to 

Efter equivalent value of goods till 1921 and there- 

alter 1,550 of silver and by this proposal 1,780 rupees weight of 

gver in payment of Es 1,000. In other wofds the public revenue (InfiriS 
Prpvmraal and Lo^) of 300 crores of the present day is 300 per cent lusher 
^an before the artificial exchange and 200 per cent, hi^er than before the War 
the We were ^ually made topay 450 cr^^ qf silvef S^or eq wSt ^lue 
of goods or services to meet 300 crores of artificial rupees. 

34. The Babington-Sinith Committee recommended that both the rupee and 
t^sovere^ aro to remain legal tenders and current coins and so their interrela- 
fixed and further recommended free import of anrl aiiT 7 »T» onri 

receipt Gevermr^nt bat ajeo far tie 

<xf rupees migbt^TO' ototL™?** thougb 2t7 crores 

Govecnment. The plea of the Gf»vAT*nm 4 »nf- * orores of rupees coined by the 

is much ex^gerateS but the real reason r^n ‘thl'^^wA ® 

o foreign balances from gold to 

tj^ of debtors aid ^ 
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helping the creditors at the expense of the debtors. All this artificial rise ^ust to 
meet Home charges not exceeding 50 crores which at natural and economic rate 
will not exceed the cost of 20 crores whereas the country is being mulcted to the 
tune of 100 crores annually by this artificial rise. 

36. If to meet the additional loss of 20 crores no retrenchment can be effected 
and raising taxation was the only course open to the Government, even then the 
agriculturits would be benefited to the extent of 80 crores all round after meeting 
additional reserve wanted. It is true that the consumers have to pay more rupees 
for imported article but the balance of trade being naturally in favour of India 
and most of the imported articles are used by the comparatively richer section, poor 
would not be at a disadvantage if taxation and fiscal system is properly and 
equitably adjusted. 

37. Sale of Reverse Councils in 1921 is gigantic blunder causing loss to the 
tune of 35 crores by selling 55 million sterling assets to help persons to send their 
savings to England by giving unduly cheap pounds and partly to help the 
speculators to make a profit of 5d. per rupee and sometimes even more. No one 
can support the wisdom of these sales carried on in spite of strong opposition all 
round. Sir Malcolm Hailey had to admit that the blunder was committed. He 
stated that if other methods of selling reverse councils had been adopted deletion 
of sterling resources would have been less marked. The Babington-Smith’s 
Committee attached great importance as per terms of their reference to the 
stability of the value of the rupee and fixed it at 24(f. per rupee as suitable rate 
ofExchange though Mr. Dalai exposed the fallacy in the argument of the majority 
and I may state without fear of contradiction that alteration of India’s monetary 
standard by the Executive action of Government and general working of gold 
exchange standard during and after War to suit the administrative convenience 
and to safeguard the interest of Britain and the British merchants have caused 
deep dissatisfaction in India. 

40. If David Ricardo’s system is to be adopted in India, gold reserve should 
be in India for the backing of representative money. If there be gold currency in 
India the Exchange fluctuates only to the specie points unless mere be inflated 
paper currency and cost of maintenance of exchange falls on the taxpayer. From 
March 1914 to March 1919 trade balance in favour of India was 254 million 
sterling. If India is allowed to import gold, we would have lent to England, if 
necessary, or meet aU external obligations whenever needed. On account of 
depreciated rupee there was great absorption of gold. We are clamouring for a 
gold currency since 1835. At present paper currency is expressed in rupees. I do 
not see why it should not be expressed in gold hereafter after settling the rupee 
exchange value for the existing obligations. One is tempted to ask whether the 
Government have any settled policy at all. I am afraid they have no policy except 
adopting principle of expediency irrespective of its morality or otherwise. 
Perhaps they have chosen dtift policy on account of persistent interference of 
Home authorities. Till 1893 the Govjernment had maintained correct attitude. 
The currency of India was on the basis of silver freely minted the gold value of 
the rupee fluctuating with the gold value of silver bullion. 

41. I do not think the present currency polity was adopted deliberately. I 
am at a loss to know what was the goal to which we are drifting. If gold currency 
was their goal as recommended by several Committees and advocated by the Indian 
Gk>vernment, Home authorities never allowed it to India. If a rupee is a token 
coin which is virtually a note printed in silver as contended by Sir Basil Blackett, 
it is ready extravagant as stated by Professor Keynes whose authority Sir Basil 
Blackett respects. 

42. Rupee contents 3/8 oz. of silver of 11/12 fineness. When standard 
silver is 24d. per oz. the cost of rupee to Government is 9T81<f. and if it be 32<f. 
per oz. 12-241<f. is the cost of rupee. The Government made large profit by the 
coinage, for instance, from 1910 to 1912 the average profit was about 42 per cent, 
of the nominal value. 

Lord Meston stated in the Imperial Council in 1910 that we have linked India 
with the gold using countries of the world. We have reacl^ a gold exchan^ 
standard. The next final step is a true gold currency. He added “ I trust that it 
win not be long delayed for when it comes it will obliterate all the mistakes, all the 
inconveniences, all the artificialities of our present ^stem Of course Sir Basil 
Blackett demurred from that view as he seems to be anxious to maintain at all 
hazards Gold Exchange standard. . . 

■ 8?69« ' ' ■ as ■ 
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43. I do not t.Tiink any useful pur^o^ will be seryed in referring to similar 
or analogous system imposed by political authorities over the subordinate 
dependencies, for instance, the United States introducing some such system in 
1903 into the Philippine Islands and in Mexico and Panama under United States 
influence Government of Siam, adopting it. The French introducing it in Indo- 
China, British Colonial Office introducing it in the Straits Settlement and also 
into the West African Colonies and in Java under Dutch influence. Whether the 
system is giTnilar in all particulars and how the subject races' are faring is of no 
consequence when this Committee is asked to recommend what is good for India. 

44. If rupee is a note printed on silver irrespective of the value of the 
metallic contents thereof large economies may be effected by the use of some 
cheaper substitute than silver. Professor Keynes thinks gold currency is wasteful 
and extravagant and it would diminish and not increase the stability of the 
currency system as a whole. His view is not accepted by Britain when it recently 
introduced gold standard in fact as well as in name by removing all distinctions of 
sterling and bullion. British Self-Governing Colonies establimed gold standard. 
After all, during the last 60 years, India absorbed about 300 million of gold. Other 
countries have comparatively absorbed much more. If we have to take balance of 
trade into consideration we notice pre-war period annually 78-27 crores of rupees. 

Crores. Rs. 

War period annually ... ... 76-34 

1919- 20 -f- 125-99 

1920- 21 —77-55 

1921- 22 —20-20 

1922- 23 -1-9001 

1923- 24 +144*62 

Practically in all the years, we have favourable balance of trade in India except in 
the years 1920-21 and 1921-22 to the extent of 97-75 crores. Therefore, -we may 
conclude generally that we shall have favourable balance of trade. We may notice 
that currency notes with rupee obligations are in circulation of 185 crores of which 
160 crores of notes only are under active circulation. 

45. We would naturally expect the State to provide means when there is 
demand for currency that demand will have to be sullied automatically and not 
at the discretion of the Executive authority. The Grovernment should take the 
final step of announcing ^Id as the standard coupled with the correlative obliga- 
tion to give gold for silver coins at the rate fixed by them. When coin is a 
circulating media certified by authority, any arbitrary ratio fixed which is 
divergent from the market ratio of the day will never have stability, unless the 
Executive keeps the power in their hands to manipulate the excltange value by, 
artificial rise of the value of the coin by creating scarcity. No self-governing 
people would tolerate such interference by the Executive except on occasions of 
emergency such as vrar. Since 1893 exohan^ value of the rupee has been at the 
mercy of the Executive in India. So long as the country is ruled by alien authority 
it adds to the burdens of the people. 

46. Why should anybody suppose that what is good to every other country -is 
bad to India alone 1 Has any country attempted to stabilise the prices of com- 
modities by manipulating the exchange price of standard coin ? Why should tour 
Govemm^t alone be so solicitous as to prevent the rise and fall of the prices of 
ccanmodi'tdes 1 Prices are simply the numerical expression of the ratios of 
'^char^ between every other commodity and the standard commodity. Whenever 
the worth of either commodity changes, ratios -will change, i.e., prices fluctuate 
If an element of uncertainty m value is introduced into me standard commodity 
not on account of economic causes but at the sweet will and pleasure of the 
Executive, greater uncextaimfy would be the result. It is -true, stable standard is 
yeiy difficult 'of attaipoaent.^ when we adopt the same standard which is adopted 
in other Kmhmerca^roonntries, -uncertainty is miaimised to a greater extent. Of 
course, market price of any commodity .depends not only on the demand and 
supply of that commodity as well as the demand and supply of the s-taoidard -oom- 
m^ity say of gold 'which is utilised for the p'urposes of art and currency. If we 

to this uncertainty another cemmodity as secondary standard such as credit 
tetewments or sterling drafts or Wkm coins of unlimited Itogsd -tender, its 
■de^a^mtion adds to the price.. ^ Statirtics of average prices 'indicates changEiS-in 
fihe pnrifiiasiing power of the unit of value brought ajbout by Vaiflous causes as well 
as -derrMHiS a®d supply of commodities whose prices are 'enumerated.' 

47. It is time Professor Keynes is fond of " onanaged eurr®iey ” of jrehicii 
gold exchai^ standard is an example. The Currency Committee appointed in 
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England unhesitatingly declared against it. The alternative for the gold standard 
of substituting price level of commodities in general for gold as the regulating 
principle of the currency is condemned as being impracticable. As Mr. 
MoKenna has pointed out that the gold standard was itself the best regulator 
of prices that it was an international measure of value common to all and 
mutually and universally accepted that it was automatic in operation and that 
it relieved the central currency authority of responsibility which might not always 
be discharged with the knowledge and judgment indispensible for the prosperity 
of the national trade and Mr. Goodenough of Barclay’s Bank also stated that a 
free gold market for London was the surest guarantee for stability in world prices 
and for confidence both of which were essential to good trade. Let us not play 
the part of King Canute to stem the tide of ocean waves as to stabilise the prices 
of commodities by financing expert’s magic wand. Let us follow the example of 
others of adopting genuine gold standard instead of adopting any spurious 
imitations thereof. 

48. Mr. Arthur Kitson, in the September number of the 19th Century under 
the heading of the gold standard experiment, condemned in scathing terms though 
not convincingly, of the introduction of the gold standard. As pointed out by Mj. 
Frank Morris in October Number of the same journal, the Government of Britain 
did not solely depend on the recommendations of the Cunliffe Commission but 
their views were reinforced by the unanimous reports of the Brussels conference 
and the International economic conference at Geneva together with the support of 
leading European economists such as Professor Charles Gide, Gustav Cassel and 
A. C. Pegore. Mr. Kitson seems to be in the wrong in asserting that those who 
advocate gold standard try to stabilise absolutely monetary system by tying money 
to gold. As I have stated above absolute stability is impossible but uncertainty 
is minimised as all commercial countries are adopting gold standard and henM 
there would be minimum of exchange difficulty so long as honesty and accuracy is 
guaranteed in minting the standard coin. I fail to understand the scientific 
currency spoken of by Mr. Kitson. He wants that money may be regarded as a 
scale on which the values of aU commodities are indicated and compared. As 
Mr. Morris puts it that it is a scheme for relating the “ paper ” pomad to some 
index-number representing the average value and price of certain essential 
commodities such as wheat, clothing house-rent instead of gold. For a layman 
like myself it is difficult to understand how foreign exchange troubles would be 
avoided by use of paper money regulated by index numbers for securing stability 
of internal prices. Whether prices of commodities can be stabilised at all, is a 
moot question, when prices depend generally on effective demand and copious 
supply. I regard this scientific currency as scientific frontier advocated by 
military experts which is utopian in the extreme. As Mr. Morris puts it, it is 
unstable in itself and non-intemational in practice, if paper money is to be 
regulated by index number of prices which we are told “ are never accurate in 
their decimals and rarely in their units 

We need not worry ourselves with this academic discussion when Britaim 
refused to follow the guidance of these Financial experts. Gold is a precious metal 
universally acknowledged and adopted for exchange purposes, in all civilised 
countries at the present moment. I have great doubts about the utility of managed 
currencies but am quite sure of its dangers when the Government which manipu- 
lates the currencies is not responsible to the people who will be affected therely. It 
is too late in the day to place Indian currency on silver basis when India has export 
and import trade to the extent of 700 crores annually besides large large amount .of 
several hfcaadred orores -of rupee dbligations and coins whose value, if fixed lom the 
market price of silver bullion, would cause consternation and if fixed nt the 
artificial manipulated value it would be ruinous to several parties concerned. 
Hence, I have no hesitaticm to recommend genuine gold standard accompanied by 
gold ourisency with subsidiary silver token coins at the fixed rati®, which should 
never have uMimited legal tender. 

49. Our troubles will not end by the adoptiion of gold standard merely. OBIven 
if we adopt sovereign or mohur of equal weight and fineness as our isKsaadard unat 
and receive gold bullion into the mints in India for free coinage, adter itaknag say 
1 per ‘oent. of seigniorage chargeai of stand^d coins, as the existing ourrency is 
practioally based on silver we have to provide for the oonvertibility of existing 
nlver obligations. There will be no difficulty of sterling debts as sterling and 
Bullion is at par now we have to pay both the principal and interest in gold. 
What should be the ratio to be adopt^ for convertitog rupee obligations suih. as 
Governioent rupee bonds as well as ourrency notes and rupees and half-rupees in 
nmn B « , 
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circulation. If we have to adopt the standard prevalent prior to 1893 of giving 
market value of silver of equal weight per every rupee obligation or coin, there 
would be uproar throughout India as contractual obligations entered into within 
the last thirty years will have to be radically changed to the detriment of 
cieditors. If on the other hand we have to adopt for convertibility the present 
artificial value of the rupee we are unnecessarily adding to the burden of tax- 
payers and debtors without any sound reason whatsoever. The only feasible 
course seems to be of issuing currency notes of a £ and 2^ and 5 and 10 and £100 
and £1,000 by converting rupee notes at Rs. 15 per pound. In case the Home 
authorities object for any reason whatsoever of minting sovereigns of the same 
weight and! fineness in India, I would suggest minting gold mohurs of the weight 
of sovereigns with the same fineness of gold and then currency notes have to be 
issued instead of in Pounds but in Mohurs of the same value at Bs. 16 per mohur 
of weight and fineness' of a sovereign. 


50. Similarly Government Bonds in rupees should be converted into Govern- 
ment Bonds in Mohurs or sovereigns as the case may be at Rs. 15 per mohur or 
sovereign bearmg the same rate of interest. About 400 crores of rupees seems to 
be in circulation. About 300 crores of rupees should be gradually converted into 
20 crores of gold coins Mohurs or sovereigns and the remaining 100 crores of 
rupees should be left as token coins bereft of unlimited legal tender W limited 
to the extent of Rs. 100 only by appropriate legislation. It is true by demone- 
tising silver in India, silver price would go down to some extent. It could not be 
helped. Services should be paid in currency notes of gold value. There should be 
universal convertibility in India of Gold Standard coins and silver token rupees 
and half -rupees as well as exchangeability everywhere currency notes of gold 
value throughout India, while Government undertaking to supply gold or 
currency notes of gold value interchangeably. The mints should be opened in 
India to receive gold bullion and supply gold mohurs or sovereigns after realising 
seigniorage charges freely. All direct and indirect attempts of preventing import 
of gold into India should be stopped and duty of 15 per cent, should be imposed on 
on all silver Bullion imported into India for a period of ten years till the new 
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use would be appreciated by 15 per cent, for a period of ten years and large 
quantity woiud be converted into gold. All Government dues should be made 
pa,yable in gold coins and currency notes of gold value at Rs. 15 per standard gold 
coin, sovereign or mohur. These alone should have universal legal tender All 
wntractu^ obligations entered into by all parties, public or private have to be 
dxschMged in Gold Standard coin or notes of gold value at Rs. 15 per sovereign 

of paper and gold should be kept £ India alone 
and BuUlon should be replaoed by gold aa quietly aa posaible aa 

met from time to time by the Secretary 
State issuing gold drafts on India payable by the Government in gold ourrenev 

lOT the credit of the Secreta^ of State by the merchants in F.npr ilaTi d at nar value 

Similarly the merchants in India might be^sirniWly 
afforded trade facilities when gold is deposited m the Public treasuries in India 

Balfc'‘(^ot^cwfSif Banks of Exchange and the Imperil 

T® ^ exchange dMiculties 

JXnufS^^ ^ removed, if it is not necessary for 

revenue purposes. Any deficiency of Government Revenue hasi to he mpt h-tr 

S' ' ^ of to to £ S? 


currenov sUndard' T X adjustment or taxation or fixation of 

etabSto as I am mana^ curtonci^ oh the pretext of 

equality of mtemationaf^rice automatically the 

telanoes in our favour there will be no Hiffionif generally foreign trade 

dtesired. I shall T hanov to m importing gold to the extent 

^Aestever desired. ement my observations by oral evidence 
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APPENDIX 35. 

Statement of evidence submitted by Mr. B. Bamachandra Bau, of Calcutta. 

I. iNTBODtrCTOBY. 

Th.e main reason why the Indian Currency System has failed to give entire 
satisfaction to the producers, consumers and the Government is that the expansion 
of currency, credit and capital, which are primarily the result of an organised 
capital market, does not meet the demands made by the different producers. While 
an industrial revolution is being slowly worked out and large-scales production 
imder a capitalistic regime is coming gradually into existence the needed' cur- 
rency credit and capital expansion is not at a rate satisfactory or conducive to 
the interests of the producers. What is needed is a commercial revolution to 
synchronise with the industrial expansion going on in the country. In the western 
countries the commercial revolution, consisting of the improvements in com- 
munication and credit machinery, came at about the time when industrial 
organisation, based on a capitalistic regime, was establshed as the main feature 
of social economy. Between 1840 and 1880 a great commeraial revolution, 
annihilating distance and expanding credit machinery to suit the growing needs 
of the expanding industries, took place. It is the lack of such an expansion in 
this country that is sometimes felt as a handicap by the producers. The cotton 
mill-owners do not complain of the excise duty alone, but many others, one of 
which is the lack of cheap credit. The expansion of capital, credit and currency 
to meet the effective demand for them is one of the chief features of a good cur- 
rency system, and this feature is entirely lacking in our system. 

The currency problem of any country is essentially an international problem. 
An effective solution can be reached only out of international co-operation. The 
prices ruling in one trading country cannot but be influenced by the prices pre- 
vailing in the other trading countries. In India the price of steel is subject to 
the competitive influence of steel produced in Belgium, England or the United 
States of America (custom house barriers and transport costs being taken into 
account). Of late there has been a strong tend'enoy towards a common level of 
prices in all the trading countries, due allowance being made for differences in 
tariff and cost of transport. Even in the case of those countries which have not 
the same standard the link tends to be established, though perhaps it may be less 
direct. Bearing this in mind our currency policy should be so framed as to allow 
the free play of these world influences in the sphere of currency. 

II. — The Pbesent Ctjbbency Situation. 

A. The silver rupee contiinues to be a note printed on silver. As regards its 
convertibility iijto gold for internal purposes there is no law assuring the people 
that it would be converted into gold at any fixed ratio. Owing to the fall in the 
price of silver the silver rupee has once again become a token coin. It is unlimited 
Ifegal tender. It is still the preponderating medium of exchange. 

B. The English sovereign is unlimited legal tender at the rate of 2s. gold to 
the rupee. This fictitious ratio is not, however, effective, i.e., no one would take 
sovereigns to the Government and take 10 rupees in return for the same. In the 
market roughly rupees 13 odd would be obtained for it. 

C. The paper currency convertible into the silver rupee is strictly regulated 
and issued by the Government according to the terms of the 1861 P.C. Act and 
the various amendments passed since this period. Some amount of elasticity 
has, however, resulted by the recent amendments of 1923 and 1925. 

p. Bankers’ cheques, drafts and bills of exchange, national and international 
credits and other- negotiable instruments that might be created are not circulating 
outside the Presidency towns and the port cities. The banks are not endowed 
with the privilege of issuing notes. 

E._ The expansion and contraction of currency can be brought about by the 
discretion of the Government alone; the banks’ power in this matter is very 
liimted. The only amount of elasticity which the banking system under the 
guidance of the Imperial Bank can bring about ' is limited according to the 
provisions of the* P.C. Ammadmeht Act. As the fiduciary basis of the P.C. can 
be expand^ from the 85 Crore (Rs.) limit to 100 os. by the Government, thia lies 
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purely in the hands of the Goyernment. More rupees can be released in India from 
the P.C. Office against the British securities placed in the P.C. reserve. Thus the 
Government is at present managing the system according to their ideals. 

F. It lacks, however, stability of purchasing power, though, of course, our 
price oscillations are not so varied in nature as in the case of the western countries 
that have not returned to the gold standard. 

G, A word is needed as regards the position of gold in our currency system. 
Gold is used for hoarding purposes. The use of the token rupee with its low 
intrinsic value, combined with other causes, has led to the hoarding of wealth 
which ought to have been released as industrial capital. Any currency system 
that is to Ite devised in the near future should facilitate this purpose of con- 
verting the savings into industrial capital. 

III. — T Tm Intermingling of Exchange Problems with Currency. 

Economically speaking, the stability of exchange is not of such far-reaching 
importance as the stability of prices. There are several advantages resulting out 
of stability of prices. The stabilisation of the labour market, the maintenance 
of a steady output of industry, and the encouragement to the investors are some 
of the prominent advantages resulting out of comparative stability of prices. 
Without this stability in the price level of the country it is difficult to attain a 
stable level of exchanges, for, as Professor Cassel has pointed out, the level of 
exchanges corresponds to the purchasing power par. Frequent changes in the 
price level of the country cannot but influence the level of the exchanges and make 
it impossible to make any accurate forecast of economic and business conditions. 
But in the case of India the Government has undertaken the management of the 
exchange value of the currency, considering it to be more important than the 
stability of the commodity value of the rupee for internal purposes. ‘Since the 
fateful years 1872-1892, during which period the Government sufiered so much 
on account of the vagaries of the falling exchange, the exchange value of the 
rupee is declared to be of tremendous importance to the country. The Chamber- 
lain Commission has been voicing a similar opinion. It was only the recent 
Babington-Smith Committee that reversed this opinion, and declared that 
exchange stability is only an important facility and not an absolute essential. 
Exchange stability can be secured aSs a bye-product if we secure price stability 
in the first instance, exchange being the result of the relative price level of the 
different trading countries. State control of exchange without controlling the 
price level would lead to several defects, as has been noticed in the case of India. 
From 1900-1913 India enjoyed stability of exchange (barring 1907-08), but this 
has been accomplished by placing more rupees and inflating the Indian price level 
at the ports to the level prevalent in England. Thus has the rise in the exchange 
level has been checked by creating more rupees or currency. The Goyemmeirt-(mly 
failed in this tads: during 1917-20, as the rise in the price of silver was quite 
unprSoedented in the annals of the history of silver. Even if the Government 
mcoeeded in placing rupees at the old rate they would have disappeared, and the 
ultimate raising of the value of the rupee was inevitable. Stability of exchange 
means also that the Government should be in a position to prevent -the exchange 
value of the rupee from falling below the accepted rate. This they failed to do 
during the days of 1920-21. Thus a rise or a fall in the exchange value of the * 
rupee is possible under certain circumstances, and this has to be reckoned, as 
India would not always be in a position to enjoy a favourable trade position. In 
spite of the massed reserves behind them the Government might 'find it an impos- 
sible task. What is required is a sacrifice of this ideal, i.e., that exchange 
stability is more imfportant than the stability of the price level. With the follow- 
ing ordinary checks tolerable stability of exchange can be obtained. (1) Afbitr^e 
carried on by international bankers and financiers. (2) Stradffiii^g, i»e., taking • 
advantage of differences in the rea:l value of long-bill and short-bffl quotations. 
(8) Forward exchanges spreading the demand for funds over a longer and AeJie- 
fore stabler period. (4) Finance bills. (5) Prudent manipulation of the Bank 
Bate. Thus exchange can be safely allowed to rest in the hands of the exchange 
fetukers, whose main duty would -he to impart a toleraMe of certainty 

to the exchange value of the currency unit. From the stsandpiniit of obtaiiihig 
capitsdia^ the stability of exchange ds not so important at present, as the foreign 
capitalists weuld be too 'busy with plans 'of economic Feoonsteitiotiesi -of th^s* own. 
country, an)d ■wsiddhave little to spare. Stability »®if eKchange is danpbiteat oiifly 
from st i BM i yflWWttof Ihe ’Gcweimmegnt , asdtijsisa^dled wifhthe’tai^ -of 
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the home charges, and a fluctuating rate of exchange would introduce uncertainty 
in the matter of framing the Budget. An uncertain exchange situation would 
make the Budget a gamble in exchange. But it is not an impossible task for the 
Imperial Bank to lay down the requirements of the situation in England when it 
is allowed to handle general foreign exchange as a part of its routine business. 

IV. — Other Defects of the Gold Exchange Standard. 

(1) It has been already pointed out that there is less stable purchasing power 
attached to the rupee. The rise in prices is inevitable if a rise in the exchange 
value of the rupee is to be prevented. The Gold Exchange Standard has thus 
an inherent tendency to inflate the price level. This creates specific depreciation 
of the rupee in terms of gold and tends to affect the level of the exchange value 
itself. It is one of the axioms in the economic field that the standard coin should 
have stable purchasing power over commodities. This the rupee fails to possess. 

(2) It leads to an accumulation of the r^erves in a foreign centre for the 
purpose of its being used once in a decade when the unfavourable balance of 
accounts has to be liquidated. As there are other means to do the same thing 
it is uneconomical to hoard so much of the different reserves in a foreign country. 

(3) It encourages hoarding on the part of the people, as the standard coin is 
a token one, possessing very little intrinsic value, and is itself not convertible 
into gold. It has tended to keep gold out of employment. 

(4) The sale of Council Bills releases rupees in India, and this expansion of 
currency takes place after the event of financing the exports. The gold standard 
reserve is the only reserve for expanding the currency. Quite recently some 
amount of elasticity has been imparted to it. 

(5) There is no automatic contraction of currency under this arrangement. 
The rupee is not only a national coin circulating in India alone, but it is neither 
meltable nor freely convertible into gold. 

(6) It has often been designated as a managed system. Although there is 
nothing wrong in the mere fact of management everything depends on the fact 
that it impedes the automatic working of the natural forces. Suppose England 
is indebted to us and pays it in the shape of sterling to the Secretary of State for 
India. Rupees will be issued here, and there is an expansion of the price level 
in this country. The price level of England suffers no change, as gold has not 
left its ^ores, but allowed to lie in the hands of the British bankers. 

(7) It impedes the people from obtaining gold to the full extent of the 
favourable balance of accounts. The unlimited sale of councils to liquidate the 
balance forces the country to absorb it only in the shape of silver. 

(8) The locking up of the reserves in separate vaults for different objects 
only tends to withdraw these much-needed fxmds from the capital market of the 
coimtry. The credit structure that can be raised on reduced cash holdings is 
accordingly of a smaller magnitude than it would have been possible for the 
'hanking system to raise if these had been amalgamated. 

(9) It renders possible the spiriting away of reserves from the countiy <by 
the sale of unlimited councils. The cash balances of the country can thus bie 
transferred from the country on the pretext of strengthening the hands of the 
"Secretary of State for India in the ore^t market. 

(10) It has unforttmately created a feeling of class hatred among the different 
members of the community. The exporters always considering a low exchange 
and staWe exchange as the sine qua non of their very existenoe blindly oppose a 

or higher exchange which the consumers might require in order to 
-sam them from the disastrous effects of rising prices. The general taxpayers 
also would obtain a relief from taxation to a certain extent by pitching upon a 
higher rate for the rupee than a lower one, as the 'Govemment has to cotsmat its 
rupees for paying its sterling obligations in En^and. 

‘(11) The *Grold Exchange Standard system is after all a half-w^ay ideal, and 
•the real goal of the I.C. system is to have an effective gold standard with gold in 
{ewreulatiooa. (See Sir J. Meston’s Budget speech, 1*91!0; see also the Govemment 
iBttdiafe Despatch to the Becretaiy of State for India, Wth Sfnj, 1912.) 

Evem the si^posed advantages of ecenoiBy, cchwaweiDioe in transport, oheap>- 
urns and stsjbility of , exchange conditions are serions^ disputed by -some fof the 
•ctMcs off System. , 
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• (1) It is not economical, as it necessitates the laying down of reserves, and as 
these are being frittered away at some time or other in the vain endeavour to 
make their rate of exchange efiective. 

(2) The addition of interest to the reserves is considered as an advantageous 
thing. But these lie in an unproductive manner by being compounded in the 
reserves. 

(3) The so-called stability of exchange is liable to break down under certain 
conditions. 

(4) It is considered as eminently suitable for the debtor countries like India 
to discharge their obligations by this method of concentrating their gold for 
international purposes. India is now a creditor country even after paying the 
home charges and liquidating the debits against it. 

If the Gold Exchange Standard system is not after all an ideally devised 
and scientific system it has to be discarded, and the other alternatives have to be 
briefly considered. The possibility of re-establishing the silver standard, the 
possibility of establishing a managed standard as recommended by Fisher or 
Keynes and the resumption of the gold standard has to be examined at this stage. 

V. — ^Alternative Standards. 

(A) The Silver Standard. — Though silver eminently suits the requirements 
of the j^pulation, still it is too late to think of reverting to the silver standard 
for the follojying reasons : (1) Silver production is apt to be restricted in the 
future. From 1914 the production of silver has been steadily falling. (2) All 
other countries have selected gold as the standard, and the liquidation of the 
balance of accounts would become complicated, specially during the years of 
unfavourable balance of accounts. (3) It would involve a change in the standard, 
for, officially speaking, the gold standard has been supposed to be in existence in 
India already. (4) In the purchase of silver the India Government would become 
a prey to the ring of silver speculators in England and Almerica. 

(B) The Fisher Ideal. — ^Adopting the fixed monetary stick as the desirable 
ideal that a country has to achieve he proposes to obtain it by calculating an 
official index number of prices and adjusting the official weight of the currency 
unit at which the Government would issue gold certificates to miners or redeem 
them for jewellers. That this system can be applied to this country has been the 
opinion of a few thinkers, but unfortunately the Indian people, who do not under- 
stand the measure, would consider that the index number is being manipulated 
by interested parties, and after all the alteration of the supply of money would 
take place after a change in the price level. 

(C) The Pro'posal of Keynes and other Cnrreney These 

reformers propose to attain the stability of prices by influencing the 
monetary factor. Many causes, monetary and non-monetary, exercise their 
influen^ on the price level. They wish to control the price level by 
exercising pressure on the monetary situation. Prices generally depend 
on the relationship between money and goods. Money being understood 
not in the sense of metallic money alone, but in the sense of total pur- 
chasing power, and may consist of metallic money and of credit acting as substi- 
tutes for metallic money. The real meaning of stability of prices is to 
stabilise the relationship between money and goods. If the stream anfl flow of 
goodsentering into the market is ascertained, and if the volume of money is madfe 
to correspond with this stream of goods; the level of prices tends to be stable. It 
is a weU-known fact that in our modern industrial society the banks create the 
major portion of the purchasing instruments. The creation and cancellation of 
all purchasing power is done by the banks. If only this policy of creating credit 
or restricting credit can be controlled in the real interests of society the main 
.objective of the refdrmers would be achieved. The expansion or contraction .of 
;Ctedit has to be so devised .that the total stock of money is made co-equal with the 
volinne of goods manufactured by the entrepreneurs of the society. The supply 
■of credit is to be regulated by the bentral bank’s discount rate. ■ The entire 
hanking policy of a wuntry, says Professor Cassel, must have no other economic 
goal than the stabilisation of the price level. Professor Keynes goes a step 
further than Cassel, and saya that “ in countries where a centralised banking 
system does not exist this policy cannot be pursued with advantage. ’ ’ ^ut “ they 
n^d not despair,” says Keynes. They have only to sebure a stable exchange value 
of- their currency in -another country’s currency whose internal valud is stable. 
Mr. Keynes sugg6sts that the U.S.A. and iEngland shoiild Sepatatdty' endeavour 
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to secure internal stability of price level, and other countz’ies might then con- 
veniently use the dollar and the pound sterling as a basis for the stabilisation 
of their exchange rates. Thus stability of their price level can be obtained. 
Only_ if one large country or two large countries were to stabilise their currencies, 
and other countries were to stabilise their exchange rates wdth these countries’ 
currencies, international stability of prices can be obtained. Though Keynes 
has worked out his policy for the stabilisation of prices in an elaborate manner 
the best exposition of this policy of attaining economc stability through monetary 
regulation and credit control is furnished by Carl Snyder. According to him 
there are three definite stages in the policy. Firstly, the stabilisation of the price 
level should be set down as the correct object. A definite norm has to be 
established, and 3 per cent, variation has to be allowed. Secondly, the principal 
means that should be adopted to secure this object are the manipulation of the 
rediscount rate of the F.R. Board, as done in 1923, and the purchase and sale 
of securities by the F.R. banks. Thirdly, satisfactory information as regards 
the price level has to be gathered and forecasting indices have to be constructed 
to permit “ anticipatory ” action to be taken in the application of the above 
measure. This is to enable the F.R. Board to take preventive action instead of 
compensatory action after the prices have changed. To forecast the future trend 
of prices he depends chiefly on the index of the volume of trade and the index 
^owin^ the rate of turnover of average bank deposits. This part of the proposal 
is certainly a definite step in advance which he has made beyond Professor Fisher’s 
suggestion, and inspires one with the fond hope that success might be achieved 
by^ this sort of action. The Bank rate can control credit and through credit 
pri^s. But this monetary brake has to be judiciously applied at the psycho- 
logical time, so as to prevent the boom of which the trade depression is only the 
inevitable reaction. The banks can not only check unhealthy expansion of trade, 
but they can avert a possible monetary crisis and stimulate business expansion 
during days of depression. The banks can give “ castor oil ” to cure the “ con- 
stipation of congested currency.” The lowering of the Bank rate, coupled with 
the policy of pushing the deposits into circulation, would tend to business expan- 
sion. Tnough no absolute stability might be obtained by the Bank-rate weapon, 
still its judicious use would restrict the fluctuations to a narrow limit. 

This bank rate weapon cannot be thought of in this country, as the banking 
system does not control the volume of currency created in the community. This 
requires careful management of credit, and it would be useful only in those 
countries where credit performs 98 per cent, of the exchange transactions in the 
society. 

Thus all the proposals for an alternate standard to the gold standard system 
are difficult and impracticable at the present level of the banking system of this 
country, and unless it has b^n improved to a great extent we cannot hope to 
think of controlling the credit policy of the banks and achieve tolerable stability 
of the price level. 


VI. — ^The Gold Standard System. 

All other countries have returned to the gold standard. By April, 1925, 
England, Australia, New Zealand had returned to the gold standard. Holland, 
Sweden, Germany, the U.S.A. and the whole of the British Empire are on the 
gold standard basis. Gold has once more become the medium through which the 
international payments are being effected. Even the enlightened people of 
civilised countries have no faith in the schemes for managing the currency and 
they have “ no faith in the Treasury activities in the direction of controlling 
the currency standard.” Popular sentiment in this country has been leaning 
more towards the direction of possessing the gold standard and, in the domain 
of currency, i)opular prejudices and popular sentiments have to be respected. 
The economic ideal might be scientific, practicable and advantageous to the com- 
mimity in the long run but an enforced realisation of the ideal against the popular 
current is only to court disaster or failure. The restoration of the gold standard 
system is the only practicable measure that would satisfy popular wishes. The 
irrelevance and the artificiality of the gold standard are well-known to need 
any comment from me. It does not secure stability of the price-level. It leads 
to a- waste of the useful commodity as it is used as money. Against these two 
disadvantages might be placed the following advantages which would result out 
®f the restoration of gold standard system in this country., . It would tend towards 
ah unlocking of the small hoards and their being utilised as industrial capital 
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It affords the needed impetus to industry. It would link this country with the 
gold using countries and establish a limit to the possible fluctuations of exchange. 
It would initiate a parallel movement of prices in our country following generally 
the course of prices in the gold using countries. India’s going over to an effective 
gold standard would lead towards increasing the demand for gold and the value 
of gold would not faU if the Eastern nations are allowed to absorb the annual 
production of gold to a certain extent. If the gold production were to be heavy 
and if industrial production were not to increase there would be a fall in prices 
and it might act as a check to productive enterprise. Even if gold production 
were not to be the same as in the pre-war years still the western countrlies after 
the recent education in the use of paper would certainly economise the stock of 
gold and require lesser reserves for their credit structure than before. This would 
throw a large stock of gold on the market and unless absorbed by the East there 
would be a fall in prices. This is not desirable. India’s going over to the gold 
standard system would tend to balance and augment demand and keep up the 
level of the value of gold. The restoration of the gold standard means literally 
fulfilling a promise which the Government made long ago and in these days when 
the prestige of the Government is at a low ebb this step would go a long way in 
reviving the lost faith of the people in British justice. Gold is considered as 
the sign and symbol of political freedom by our people and when it is easily 
available to them whenever they require it they would give up the hoarding habit. 
The drain of consumption would still have to be reckoned if gold coins are placed 
in the hands of the people. This can be given up only when social advance and 
enlightenment has gone a great way in our society. The insecurity oft the 
individual earnings from being amalgamated or compoimded in the joint-family 
property, the anxiety to make proper provision for the future on the part of our 
women as they are deprived of the means of earning their livelihood and the 
necessity of its use in certain social circumstances have led to the absorption of 
gold to a certain extent., It is not the removal of the token rupee alone that would 
establish the habit of circulating the gold coins, but certain of these other forces 
that conjointly act in making the people lock up their wealth in the shape of gold 
have to be simultaneously attacked. The demand in India is more for the metal 
gold than for the gold coin and hence these would find their way to the meltiutg 
pot or fall into the hands of the bullion dealers. It might be stated that the 
use of coins can be brought about by making it compulsory that gold coins alone 
should be used in the payment of land revenues, excise duties, customs, railway 
and irrigation dues. This has been done by America during the Civil War when 
the Custom duties had to be paid in gold. This would, however, place a great 
hardship on the poor people. Hence there is not much possibility in succeeding 
from making the people melt the gold for their social or religious necessities. 
Like the other gold standard countries India would have to economise the use of 
gold by means of paper based on gold and convertible into gold with the least 
possible delay or obstruction. Cheques as well as bank notes can be relied upon 
for this purpose of economising gold. But this can be realised only under a 
thoroughly organised banking system under the effective supervision of a Central 
Bank. Without this organisation it would be difficult to operate successfully a 
gold standard system making great use of gold coins. The matter would have 
been simple if the gold unit were to be a suitable medium for the country but 
considering the low level of our incomes and the low cost of our basic requirements 
no gold coin can afford to oust the present silver rupee from circulation. The 
problem of the rupee complicates our currency question and as a good number of 
these coins are in circulation or placed in the hands of the people and as these 
possess unlimited l^al tender any change affecting their position would have to 
be serioudy ccmsidOTed. Under a gold standard system, silver or any other 
mjBtal cannot her unlimited legal tender. It might be used as subsidiary coin but 
its status has to be definitely reduced to the one of a token com. It is inevitable 
that the sib<Kr rupee would have to be declared as a token coin and declared limited 
legal tender and just as. the present token coins are issued by the State in limited 
quantities they would have to he issued in the future but any enlarged issue 
would tend to drive out the standard coin. As the possibility of Tnaking profits 
is grea* there would be a tmideiKjy to overissue them; hence the best possible 
course is to stop mining the rupee and maj^ng the existing quantity limited l^al 
tender so that value would not be adversely affected^ Eor coming over to 
the gold standard the present privileged position of the rupee has to be curtailed. 
A country can be said to possess readly a gold standard whenever gold , money is 
available to Ihe prople on demand. Practical conversion aw/i xuere Hieore^al 
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autliorisatioii of its availability is the touchstone of an eflhcient gold standard 
system. The people should possess the right to coin their gold bars or bullion 
into standard money. Whether the state bears all charges under the free and 
gratuitous system of coinage or charges brassage — a cost just enough to cover 
the expenses of minting it is immaterial but it is one of the inalienable rights 
of the people to coin their gold into legal tender money. So far as external 
relations are concerned the people possess the freedom to export or import gold 
out of the coxmtry. They also posse^ the freedom to melt all the gold coins they 
desire for industrial purposes. Until these rights are assured to the people there 
can be no effective gold standard in our country. 

VII. — The Adoption oe the Gold Standard. 

Several writers have commented in great detail on the necessary steps that 
India has to take in going over to the gold standard system. The first essential, 
as has been already pointed out, is to destandardise the rupee. It must no longer 
be unlimited legal tender. Its coinage must no longer be unlimited as at present. 
Gradual demonetisation of the rupee is the thing required and a progressive 
gradual delimitation of the legal tender quality has to be arranged. For the first 
few years the limit might be fixed at a higher figure and gradually the limit might 
be lowered say to hundred rupees. It is not essential to undertake the conversion 
of the existing stock of rupees into the standard gold coin to be adopted. The 
principle of limitation would ensure the steadiness of its value. 

Secondly mohurs and half-mohurs of the same weight and fineness as the 
British sovereign and half-sovereigns should be minted and declared unlimited 
legal tender. The increase of population and expansion of the business needs 
of the co mmun ity require an annual addition of stock to currency and 
this addition in the future would have to be made in gold. 

Thirdly, the note-issue has to be handed over to the Imperial Bank and the 
paper currency reserve has to be amalgamated with the bank reserve. The general 
fabric of the banking system of this country has to be improved on the lines stated 
in my book, “ Present Day Banking dn India,” and if one closely examines the 
recommendations of the External Capital Committee, one would find a dose 
parallel between the recommendations made by it and the outline of suggestions 
that I have drawn. (See Banking Reform, ch. XII — of my book, “ Present Day 
Banking in India.”) 

Fourthly, if the Gevemment were to decide uj)on fixing the exchange ratio, 
the future ratio of exchange between the rupee and the mohur, it has to take into 
consideration the future possibilities of gold and silver production and carefully 
fix the rate. The old rate of Rs. 15 to the sovereign need not necessarily be 
accepted. The recent rise in the gold value of the rupee should not be 
unnecessarily lost sight of or given up for the old rate. 

But for exchange purposes the gold standard system would automatically 
link our standard with the other gold standard countries. By the free inflow and 
outflow of gold bullion and the mohurs the international payments can be affected 
Ismoothly and in the days of adverse balance of accounts the holdings of foreign 
securities held by the Imperial Bank in the foreign centres would have to 
melted as the occasion arises. 

VIII. — Other Incidental Measttees. 

Until the b anking ^stem is perfected and the people have learnt the value 
of the banking habit the operation of the gold standard which is. nothing but a 
goldless gold standard would not function smoothly. An immediate going over 
to an effective gold standard would cause inconvenience to the Government for 
making the necessary gold available, i.e., if paper currency were declared 
convertible into gold there is not the 50 per cent, of gold required as the reserve. 
TW conversion of the silver into gold would involve heavy loss. But if the 
people are educated in the matter of their currency habits by a sound. KartTHTig 
system it would enable the banks to get on with small reserves and depend on 
the “ psychological reserve ” or confidence in the minds of tte people. 

Secondly, the Govemmmit must begin to hoard gold in the reeves and as 
soon asi the reserve position as composed in the gold stock is great the 
free convertibility of rupees into gold can be undertaken. But this, as stated 
ahrea^-, is nqt essential for the present declaration of adopting the gold standard 
and So long as the limited legal tender quality is attached to it. , 
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Thirdly, the question of increasing our sterling obligations has to be curtailed 
in the near future until an effective gold standard has been operating. The free 
flow of gold would be facilitated and the payment of the interest can be easily 
arranged by the Central Bank. 

Lastly, the perfection of the education of the people, the raising of the 
standard of living and the development of banking should have to be undertaken 
along with the attempt to introduce the gold standard with gold in circulation. 
Again, the financial policy of the Grovernment of India should rest solely in the 
hands of the Government of India. There is a shrewd suspicion in the minds 
of the Indian people that the real policy of the Government of India is dictated 
more by the needs for the economising of gold in the L. M. market than anything 
else. Financial autonomy and political autonomy must go hand in hand, and 
with an open declaration of their policy they can seek the co-operation of the 
Indian public and it would not be denied to them if all the cards of their flnancial 
policy are laid on the table. 


APPENDIX 36. 

Statement of evidence submitted by Mr. J. 0. Sinha, Reader and Head of the 
Department of Economics, Dacca University. 

Both the external and internal factors are at present favourable to the solu- 
tion of India’s currency and exchange problems. Most of the European countries 
have return^ to gold standard or at least to gold exchange standard. The most 
significant fact in this connection is the restoration of the Gold Standard in 
England. Even the British Colonies like South Africa and Australia have 
returned to gold. The possibility of the currency condition abroad', disturbing 
the Indi^ monetary system, is now less than it was even a year ago. Coming to 
mternal tactors we find that India has had a succession of good harvests for the 
l^t f ew y^s with a keen demand for her foodstuffs and raw materials abroad 
a smpl^^lmd^^ turned again in her favour from 1922^23. We have also 

^ the ^mparative importance of stabilization of prices and 
,”iay be obseiwed that these two are not always 
wfi’i and external price-levels are stable, stability of 

exchange will follow as a matter of course. But when the price-level abro^ is 

to choose between stabilization of prices and of 
exoh^ge. In such a dilemma, stabilization of price-level is to be preferred in a 

iXoFtL “ ‘I** 

the policy of price stabilization labours under certain difficulties It 

abauddned for the sake^of a’stSile txch£e^ recently 

stabilisation of prices through the exnflTiH 7 /^Ti^a«.i Ap^t from popular distrust, 

is difficult in iSdia in the fa^ of the pe^tent^^S^Th.^ 
engaged in foreign trade who want “ otoiSi®^®c® ^ ®€jtation of the merchants 
TlS^an for tS^diitTon 5^rices and foremost ” in exchange, 

may alsofbe upset by the rise in thd gold vab^. S® manipulation of rupee currency 
intb the melt^ p^ ^® silver which may throw, the rup^ 

abandoned by all civilSed^^ntrieJ^^ Wd haro silver standard which has been 
gold standard and the gol^SSae^arSt therefore between the 

advocate gold standard with gold notes a^ nnin' • .^1^®®® two, I would 

a limitedlegal tender Th£ KSv^^ ^rculation, the rupee being 

tto ^ our yr^t ciroun..ta^«Z I do 
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coins in the place of silver means some extra cost and the cost of conversion of 
silver currency into gold will be fairly heavy. But this cost ought to be paid for 
the final settlement of our currency and exchange problems. 

5. It appears however that the extra cost in the circulation of gold coins has 
been greatly exaggerated by the 'pundits of the Chamberlain Commission. As 
Professor Cannan rightly observes “ the single advantage offered to a ooiuntry by 
the adoption of the gold exchange standard system, instead of the simple gold 
standard is that it is cheaper, in the sense of requiring a little less value in the 
shape of metallic currency than the gold standard. But all that can be saved in 
this way is a trifling amount almost infinitesimal^ beside the advantage of having 
a currency more difficult for administrators and legislators to tamper with.” 

6. Assuming that the active rupee circulation now is what it was in 1921, 
i e., 220 croresj and if one-half of that is replaced by gold coins (the percentage of 
rupees which will be replaced by gold coins, will, in my opinion, be far less than 
50) the additional cost on account of the circulation of gold will not exceed one 
lakh of rupees per annum. § 

7. I do not think that gold coins will form ‘ ‘ formidable rivals to currency 
notes ’ ’ and thus increase the cost of circulation of gold. Such notes are preferrea 
now for large payments and there appears no valid reason to assume that this 
monetary habit will change after the adoption of the gold standard. In fact, gold 
being more easily available under the gold standard, the hoarding of gold coins 
will disappear to a considerable extent. It is true that gold sovereigns are at 
present melted in the mofussil for making ornaments of the Indian ladies. The 
real remedy fotr such a wasteful use of gold coins is not to stop the issue of gold 
coins but to make gold of a definite standard of fineness available in the mofiissU 
in small bars. If the head post-offices in the districts or the district treasuries or 
the branches of the Imperial Bank sell gold, say j-^ths fine, in small lots, the 
melting of gold coins for use in the arts, will be materially reduced. 

8. The circulation of gold coins does not therefore appear to be “ a costly 
luxury which India cannot afford.” It should rather be described as an insurance 
premium which we should pay to safeguard against the currency blunders of the 
Government. It may be noted here that a single mistake in currency policy like 
the sale of reverse councils in 1920 cost the Gtovernment at least 83 crores of rupees 
apart from the losses to the Indian traders and businessmen. 

9. In estimating the cost of gold circulation, we should also consider the 
economic and political advantages of the gold standard. With this standard, the 
country will be set free, at least for a fairly long time, from bitter controversies 
in currency and exchange. The currency will become more automatic so as to 
inspire the confidence of the people. Gold standard without gold currency, will 
not satisfy the Indian public. It is economically and politically unsound to flout 
Indian opinion in this respect. With the adoption of the gold standard, the 
exchange rate with gold standard countries will become quite simple. The 
Gkjvernment would thus be able to give up elaborate management of our currency 
and thus save itself from much pumio criticism. The political disadvantages of 
the gold exchange standard are not sufficiently realised by our currency experts. 
The currency policy of the Government since 1893 has often helped the political 
agitator. Sir Valentine Chirol writes that the sale of reverse councils in 1920 and 
the subsequent fall of Indian exchange were mainly responsible for the success of 
the non-co-operation movement among the Indian merchants and businessmen. 


t The italics are mine. 

} This was Professor Jevons’ estimate for 1921 in his Futut'e of Exchan'je, p. 40. I hare not 
the latest figures at my disposal for calculating the present rupee circulation, but the above figure 
roughly represents rupee circulation at the present time. In fact the circulation now will be 
somewhat lers than 220 crores because the note circulation now is larger than what it was in 1921 
and the present price-level as represented by the index number, is lower. 

§ This figure has been derived from the following calculation. The average abrasion in a 
rupee, according to a note by the Controller of Currency, in the Report of the Indian Retrench- 
ment Committee is 1‘5 per cent, in 50 years. If it is assumed that the average abrasion in the case of 
a gold coin is the same as in the case of the rupee and the wear and tear of the rupee affect only 
two-thirds of its face value because the bullion value of the rupee is generally two-thirds of its 
face-value, the actual cost of the circulation of gold coins worth 110 crores of rupees will be 

110 X 100 X 15 II 

greater than that of the same sum in rupees by dO x 100 x 50 x 3 ID lakhs of rupees. 

The additional cost of gold escalation will be less than I'l lakhs of rupees per annum because 
(1) gold will form a smaller percentage in circulation than we have assumed and (2) the abrasion 
in the case of gold coins which will be of higher denomination than the rupee, will be less than 
1’5 per cent in fifty years. 

6659C S 
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Thouffli a modern Grovernment cannot follow a complete laissez foAre policy in 
cuxr^cy matters, it is desirable even from a purely politic^ pint of view, that 
the Government of India and the Secretary of State shouM div^t tlmmselves of 
the management of currency and exchange as far as possible. The best v^y of 
doing this is to substitute gold standard in the place of the gold exchange 
standard. 

10. The only important argument against the adoption of gold standard and 
gold currency in India from the standpoint of international considerations is that 
this change in our currency policy may cause an alarming drain on the existing 
stock of gold in the world and bring about a serious fall of prices in the Western 
coimtries. This does not appear to be a serious argument for refusing the gold 
standard to India. Dr. Gregory has estimated in his Return^ to Gold that by 1937, 
the world’s output of gold and the addition of required banking reserves would 
about balance and “ before that date there would be a surplus of production avail- 
able for industrial uses and the East, without prices falling or reserve ratios 
declining.” Sir James Wilson is also of opinion that the world'’s available supply 
of gold is now increasing faster than the world’s effective demand for it. It is 
thus to the economic interest of the Western nations that India should adopt gold 
standard and gold currency. 

11. How to bring about this change is the question. The first thing we have 
to do is to determine the rate of exchange between the rupee and gold for the tran- 
sition to gold standard. In selecting this rate we should look not to the special 
interest either of the importers or exporters or of a particular industry or indus- 
tries. If any industry is to be assisted, a better method would be by a system of 
bounty or protection or both and not by manipulation of the exchange rate. 
This rate should be so selected that it can be easily maintained till the establish- 
ment of the gold standard is complete when this ratio between the rupee and gold 
will cease to be of any great importance. 

12. There is something to be said in favour of the present la. Qd. rate which 
has been maintained since October, 1924. But I doubt whether this rate will con- 
tinue for long. Sir James Wilson writes in a recent article in the Asiatic Review 
that the rise in the gold value of the rupee during the last nineteen months is about 
20 per cent. With increased production of commodities in Europe, the general 
price-level may fall there, bringing down at least to same extent the present gold 
value of the rupee. Good harvests in India do not generally continue for a series 
of \ ears. The failure of a single monsoon by raising the price of our exports, may 
reduce the demand for rupeesi from abroad and thus lower our rate of exchange. 

3^ But in spite of this fact there is no immediate possibility of exchange 
going down to 3^. 4<f. Europe’s supply of capital and labour is not unlimited. For 
years to come she will devote a considerable portion of her capital and labour in 
repairing ^e r^ages of the Great War. To quote a single instance, the recon- 
stnmtim of the Eheims Cathedral means diversion of capital and labour from the 
production of food and raw materials of which there is such a dearth in Europe 
A large export of food-sti^s from Bfussia cannot also be expected. It is true 
that she has reo^anised her currency, but her transport system is stiU quite 
disorganised. Her method of production is not likely to attain the pre-war 
standard m the near future. There is thus every possibility that Europe’s 
^ materials will remain keen at least for the next 

fht ^ V® no immediate possibility of a severe deflation policy in 

of Europe, reducing her demand for Indian goods. I think there- 
«?A® J^eces^ry to push down our exchange rate to la 4d. especially 
jid involve so much inflation of currency. I would 

Period of transition from' our present system to 
S tlfl? 4?^^^ less inflation of currencgr^ than in the case 

rate ^ easily maintained than the present la 6d. 

currency wiU not be necessary to make the Is 5d rate 

rate ami tS^wluSe'S.m^^S^f Sold standard at that 

value if mmease, will have their effect 

slightly appreciate in terms of commodities and 
of tlm rupee. In other words, our exchange will fall If fhici fait la tint 
soffici^t to bring down the exchange to la 5d. 

fodia (toth ^ereigns and bullion) at the rate of Rs.l4 for 113 graiim of iim gold 
This will put more money into circulation and lower the excha^o-A Tat? Sf i 
when such purchase of gold will autanaticSy Zp rate to la. 5d. 
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15. The next measure I suggest is to strike a new coin called the gold mohur, 
containing 88'05 grains of gold of the British standard of fineness. The chief 
reason for this innovation is that the gold sovereign will be an inconvenient 
monetary unit at Is. 5d. rate. This new coin, valued at Rs.lO, will be unlimited 
legal tender in the country.. The issue of this gold coin, instead of the gold 
sovereign, will, of course, mean some complexity in foreign exchange but against 
this, there are the following advantages. We shall have a gold coin which will 
be a very convenient unit and there will be no complication with the British 
Treasury which has up to this time stood in the way of gold coinage in India. 

16. The third measure is to reduce the rupee to the position of a token coin 
which will be a legal tender only to the extent of, say, 50 mohurs or 500 rupees.* * * § 
Rupee notes will also remain legal tender up to the same sum till they are finally 
withdrawn. Rupee notes of a higher denomination than Rs. 500 should be 
immediately withdrawn and replaced by gold notes of the same value. All 
further coinage of rupees is to be stopped though a few rupees may have to be 
coined later on from time to time to facilitate retail transactions. But this 
necessity will not arise in the near futiure. 

17. Rupees and rupee notes returning to the Government, should not again 

be thrown into circulation but should be replaced by gold mohurs, preferably gold 
notes of the value of h 1) 100 and 1,000 mohurs. < These gold notes 

should be unlimited legal tender except at the offices of issue, where they must 
be paid in gold.t Thus for a time two kinds of paper currency will circulate 
side by side. But this difficulty will disappear with the ultimate withdrawal of 
rupee notes. 

18. Now, where are we to get gold for the circulation of gold coins and gold 
notes ? This necessitates a brief discussion of the probable amount of gold that 
may be necessary for the adoption of the gold standard. On November 15, 1925, 
the gross circulation of notes in India was 191 crores of rupees. If the total 
circulation of notes and rupees at the time be taken to be 400 crores, the figure 
will certainly not be an under-estimate. On this assumption, the rupee circula- 
tion was then 209 crores. If after the adoption of the gold standard not less 
than 100 crores of rupees remain in circulation, and the circulation of mohurs 
and gold notes be valued at 90 crores and 210 croresJ of rupees respectively, we 
shall require about Rs. 174 crores worth of gold. 

19. How this sum is arrived at will be clear from the composition of the 
Paper Currency Reserve advocated here. Created securities in the shape of Indian 
Treasury Bills should ultimately disappear from this reserve, though they will 
have to be retained during the next five years so as not to increase the financial 
burden of the Government during the period of transition to an effective gold 
standard. The whole amount of notes in circulation should not exceed the amount 
of the metallic reserve plus the securities reserve and the metallic reserve should in 
no case be less than 50 per cent, as laid down in the permanent provisions of Act X 
of 1923. But* this metallic reserve, after the introduction of the gold standard, 
should in the plan advocated, consist of gold and silver in the proportions of 4 : 1. 
Accordingly, we shall require Rs. 84 crores worth of gold and Rs. 21 crores worth 
of silver as the metallic reserve for the 210 crores of notes. Thus the total gold 
required will be 90 crores for actual gold coins -in circulation pZits 84 crores as 
the gold reserve, i.e., 174 crores in all. 

20. Let us now look at the currency assets of the Government which may be 
realised in gold. "We have at present about £40-2 millions in securities in the 
gold standard reserve. This sum, derived from the profits of rupee coinage, 
should be used in the conversion of rupees into gold, we may have gold worth 
55 crores of rupees by abolishing this reserve and selling the securities. We have 
also 22 crores in gold coin and bullion, 7 crores in silver bullion and 82 crores in 
rupees in the Paper Currency Reserve. § If we set apart 21 crores out of these 
82 crores as the silver portion of the metallic reserve for the mohur notes, we shall 


• When the gold standard is effectively established, this limit is to be reduced to 10 mohurs 
or 100 rupees. 

t in the case of -j^th mohur and i mohur notes, gold is to be paid only so far as these notes 
are presented in units of 1, 3 or more mohurs. But for fractional sums in mohurs, the payment 
will obviously be made in rupees. 

J The issue of -i>oth mohur notes which are good substitutes for rupees, is bound to increase 
the total circulation of gold notes. 

§ These figures are taken from the Abstract Account of the Currency Department on 
November 15, 1935. 

s s 
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still have 61 crores of rupees. We may get about 40 crores worth of gold by 
selliuff this 61 crores as bullion. Twenty-two crores in gold com and bidhon and 
7 crores in silver bullion in the Paper Currency Reserve may also fetch us gold 
worth 29 crores of rupees. Ninety crores of rupees which, according to our 
assumption, will be replaced by mohurs, may also be sold as silver bimion and 
bring gold worth 60 crores of rupees. Thus we shall altogether have 
55 + 40 -t- 29 + 60 or 184 crores in gold, i.e., 10 crores more than what is 
necessary for the circulation of 90 crores of rupees in mohurs and 210 crores in 
gold notes. 

21 But against this note circulation we have also to provide for securities 
reserve of 105 crores. At present the total securities in the Paper Currency 
Reserve are valued at 80 crores of rupees. We require therefore an additional 
sum of i 105 - (10 + 80)} or 15t crores of rupees for the adoption of the gold 
standard. This may be raised either by a loan or by providing it out of the 
annual revenue of the Government of India at the rate of 3 crores of rupees per 
annum. I prefer the latter course because already there are 49 6 crores of rupees 
in created securities in the Paper Currency Reserve which are really Government 
debts for which they do not pay any interest. It will not therefore be desirable 
to increase still further the debts of the Government on account of currency 
reform. 


22. The above plan forms only a rough sketch and the figures are given only 
to illustrate the main principles of the currency reform advocated by me. If they 
are followed, il believe it will be possible to have an effective gold standard in 
India by 1930 without any heavy cost. Both the internal and external conditions 
are favourable and the present opportunity should not therefore be lost. 

23. Some supplementary measures will also be necessary during the next five 
years. Active steps should be taken for the increase of banking facilities so as 
to reduce the waste due to the circulation of gold coins. During the period of 
transition to gold standard, the management of paper currency should remain 
in the hands of the Government. An endeavour should also be made to keep the 
exchange rate fairly steady at Is. 5d. during this period, generally by the purchase 
and sale of gold in India. When the gold standard will be effectively established 
exchange rate should be left to follow more or less its own natural course. It 
will then simply be the rate of conversion of one kind of gold currency into 
another. The Secretary of State and the India Office should be relieved as far 
as possible of their work in connection with Indian currency and exchange even 
during the transition period. After the establishment of the gold standard, the 
Secretary of State’s interference with Indian currency and exchange should 
altogether cease. The sale of Council Bills in England should be immediately 
stopped. The home charges may be remitted by sterling purchases through the 
Imperial Bank as is done now. But the money which will be thrown into circula- 
tion as the result of such purchases should be mohurs and preferably gold notes 
and not silver. Such purchases should also be generally confined -to the amount 
necessary for meeting the home charges. Ultimately the work of the Government 
in connection with exchange and note-issue should be transferred to the Imperial 
Bank but only after imposing special conditions on the bank to safeguard the 
interests of the Government and the Indian public. 


Addendum subsequenUy submitted by Mr. J. G. Sinha. 

In my written statement above, the additional sum required as reserve 
for the adoption of the gold standard has been estimated at 15 crores, the existing 
sterling securities and the gold in the paper currency reserve having been valued 
at the statutory rate. But if the rate of Is. 5d. recommended by me be taken for 
this valuation, nothing would be required for this purpose; on the other hand, 
there would be a surplus of 3*60 crores as estimated below. This however involves 
the retention of the ad hoc securities at their present figure, which I cannot 


,j* aasTimed that for every rupee sold as bullion, §rds of its value 'will be realised in 

gold. TwS is true so long as the gold price of silver remains fairly stable at the existing rate. 
Rupeea should therefore be sold gradually so as not to depress much the gold price of silver. 

+ The question of Treasury Balances has not been sepatately considered in the above cmlonla- 
tion b^ause a portion of such balwoes is included in the gross circulation of notes. Of the 
rencmnder, a part at least remains idle and. dcos not reiuire immediate conversion into gold> or 
gold notes. 
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re^mmend. For, a portion of the ad hoc securities had to be “ created ” to 
bridge up the gap between the market value and the statutory value of the paper 
currency reserve. Now that I have recommended to restore these ta parity this 
portion of the hoc securities should be cancelled. The extent to which this 
cancellation should be carried out may be estimated as below, taking the currency 
figures far 15th November, 1925 : — 


Difference between the 
ru-pee equivalents at 2?. 
and at Is. 5d. of 


Amount of reduction 
in ad hoc securities 
in crores of rupees. 


Gold; approx, value £22*32 mil. ... 

Sterling securities ; approx, value £23*00 mil. 


... 

9*19 

... 

9*41 

Total 

18*60 

Deduct ... 

15*00 

Surplus ... 

3*60 
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Statement submitted by the Bengal Chamber of Commerce. 

1 (a) Is the time ripe for a solution of problems of Indian Curt'ency and Exchange 
by measures for the stabilisation of the rupee or otherwise f 

The Committee of the Chamber deem it to be of the highest importance that 
an attempt should be made at the earliest opportunity to solve the Indian currency 
and exchange problems, for they regard the present position as unsatisfactory. 
But although they take this view they do not feel confident that the present is an 
ideal time for the attempt at stabilisation. Nevertheless if the Commission after 
completing their investigation arrive at the conclusion that stabilisation is 
feasible nowi, and that the policy determined upon can be made effective, the Com- 
mittee of the Chamber would support immediate action. 

This is in brief the attitude of the Chamber, but the Committee feel that it is 
also necessary to indicate as shortly as possible : \a) the principal reasons why they 
consider the present position to be unsatisfactory, and (b) why they are doubtful if 
the time is yet ripe for an attempt at stabilisation. 

With regard to (a), it is unsatisfactory that the fluctuations of exchange have 
no automatic upper and lower limits as would be the case if the gold exchange 
standard system, which hitherto has been the foundation of the Indian currency 
and exchange system, were working properly. While the Committee recognise 
that Government have endeavoured to control the variations of exchange, the 
extent to which they were prepared to operate has hitherto been a matter of 
uncertainty, and the possibility of Government increasing or decreasing their 
purchases of sterling has introduced an unknown factor into calculations, which 
necessarily creates a lack of confidence. Moreover, it is entirely a matter of con- 
jecture whether Government could or would take measures to moderate a fall in 
exchange in the event of a failure of the monsoon, or a sudden phase of weakness 
due to some other unforeseen cause. 

Further, the absence of facilities for an automatic regulation of the volume 
of cm-rency has rendered Government liable to criticism in their attempts to 
provide currency for the requirements of the country. A year ago there were 
general complaints that the country was being starved of currency, whereas to-day 
the situation is almost the reverse, and it has been suggested that recent additions 
to the currency have not been warranted by the actual demand for currency. 

With reference to (b) it is of course reccgnised that the return of Great 
Britain to the gold standard has removed one of the main objections to an attempt 
to stabilise the rupee. So long as sterling and gold bear a definite relation to each 
other the fixation of the rupee in terms of ^d -would go a long way towards 
solving both exchange and currency difficulties. But if there were again to be a 
divergence the fixation in terms of gold would result in further fluctuations in 
terms of sterling with all the resultant uncertainty which was experienced after 
the experiment of 1920, 
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The Committee do not feel competent to exprps a definite pinion on the 
various factors bearing on the maintenance of the gold standard xn Great Britain, 
such as the economic situation there, the gold problem in the United States, ^e 
condition of the exchanges of some of the principal European ^untmes, the 
settlement of the international debt problems, and the future of gold prices. In 
these matters they are prepared to accept the decision of the Commission. 1 hey 
feel however that unless the Conunission arc satisned. that there is no iiKCiinooci 
of Britain having to reconsider the question of the gold standard it w'ould be 
advisable to postpone final action regarding the status of the rupee. 

Further, with regard to internal conditions the Committee would point out 
that India has experienced four good monsoons in succession, and it is not un- 
reasonable to anticipate a bad monsoon, or more than one, in the near future 
They are not convinced that in such an event the resour(^s of Governmpt would 
be sufficient to maintain exchange at its present level without undue disturbance 
to the money market. An unsuccessful attempt to support the rate would have 
incalculable effects. 

If, therefore, the Commission are not convinced that Government can make 
any selected rate permanently effective it would be preferable, the Committee 
think, that Government should confine their exchange operations to moderating 
the swing of the exchange pendulum rather than endeavour to bring about 
equilibrium at a rate which would be unsuitable to Indian conditions. 


1 (b) What is the comparative importance of stability in internal prices and in 
foreign exchanges f 

To the merchant, stability in exchange is of greater importance than stability 
in internal prices. He is generally able to deal with the latter in the course of 
business, and if exchange is reasonably stable internal prices will tend to fluctuate 
in sympathy with the prices of the commodity markets of the world. A fluctuating 
exchange however introduces a further imoertain element into his calculations 
which must necessarily impede business. The Committee recall that a point which 
was considered of great importance to the country as a whole in the last Budget 
Speech of the Honourable Finance Member, was that fluctuations in exchange had 
moderated the range of variations in internal prices. From a mercantile point of 
view, however, it is preferable to deal with one fluctuating quantity than with two, 
and the Committee would favour stability of exchange, as against comparative 
stability of internal prices brought about by a fluctuating exchange. 


1 (c) WhM are the effects of a rising and falling rupee and of a stability of high 
or low rupee on trade and industry including agriculture and on national 
finance? 

V. question has been discussed at such length before previous Commissions 

that the Committee feel it unnecessary to recapitulate all the numerous arguments 
for and against a high as compared with a low rupee exchange. 

„ , or falling rupee involves a change in the relationship 

01 debtors and creditors they consider that either is unsatisfactory for the country 
as a whole, as any a(Nantage to one section of the community is obtained at the cost 
of ano^er section Stability at a suitable point is the ideal state of affairs and the 
level ^osen ^ould be sudi that the minimum of disturbance is caused to out- 
T' 7®^'? debtors and creditors. It is a truism that ultimately 
chosen, as prices and wages will in oourse of time 
adjust them^lves to whatever rate of exchange may be made effective but it is 
S"* m reduction of the homeWgis of the Indian GovSnie^t 

^ould be ^sideied a re^on for the enhancement of the value of the rupee as 
that possible benefits to the agriculturist should be made an excuse for iSatine 
the currency and reducing the value of the rupee innating 

stabilised 

%t at m? When should any deoisxon as to stabilisation tSze effect ? 
of exchange the natural inference'is stability in terms 

nave a nxed relation to gold, which is the basis of the currencies of thi^ntries 
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with which India conducts the bulk of her trade. It is their opinion, therefore, 
that stabilisation should be in relation to gold in order that India may come into 
line with the important trading countries of the world. They cannot however 
contemplate with equanimity the possibility of fluctuations in terms of sterling 
in the event of changes in the relation between sterling and gold, and for this 
reason as already stated in their answer to question 1 (a) they would prefer to 
postpone any effort to stabilise the rupee in terms of one unless it is certain that 
the practical result would be stability in relation to both. 

With regard to the rate at which the rupee should be stabilised it would 
appear that conditions are adjusting themselves to the current rate of Is. 6d. It 
seems probable that, in view of the Honourable Finance Member’s assurance that 
Government would prevent the rate rising above Is. 6-^d. there will be no serious 
divergence from the present point while the Commission are conducting their 
deliberations, and the Committee have come to the conclusion that if the rupee is 
to be stabilised it should be at the rate of Is. 6d. They take the view that it would 
be undesirable to force the rate down to Is. 4d. or up to Is. 8d. The rate should be 
sufficiently high to ensure that the exchange value of the rupee shall always be 
higher than its bullion value. The Committee consider that to ensure a sufficient 
margin of safety the rate should not be fixed below Is. 6^?. ; and for this reason 
they do not recommend any attempt to restore the old rate of Is. 4d. A further 
point for consideration in this connection is that deliberately to force exchange 
down to Is. 4d. would involve a rise in the prices of consumable commodities, which 
might cause unnecessary hardship to the poorer classes, and bring about a 
recrudescence of the economic discontent which was a feature of the later years of 
the war. In addition it must also be remembered that the rise in the exchange 
value of the rupee, from Is. 4d. to Is. 6d., has been largely offset by an increasing 
range of tariffs on imported commodities. At the same time they would deprecate 
attempts to raise exchange to Is. 8d. or any higher figure, which" would necessitate 
considerable deflation and re-adjustment of conditions generally. 

The decision to stabilise should take effect immediately on the publication of 
the Report of the Royal Commission, assuming that the rate selected for stabilisa- 
tion is Is. 6d., and that the market rate is approximately at that level at the time. 

3. 1/ the rate selected differs materially from the 'present rate, how should 

transmission he achieved? 

The Committee do not propose to deal with this question for, as they have 
already endeavoured to make clear, they are very strongly of the opinion that the 
rate to be selected ought to be the rate current at the time of selection. 

4. (a) What measures should he adopted to maintain the rupee at the rale 

selected ? 

(b) Should the gold exchange system in force before the war he continued, and 
with what modifications if any f 

Assuming that the rupee can be stabilised in terms of gold the establishment 
of a free gold market in India with Government prepared to buy or ^11 at a fixed 
parity would be sufficient to keep exchange stable between the gold import and 
export points. Under the pre-war system, in order to avoid unnecessary move- 
ments of gold Government frequently entered the exchange market through the 
medium of the sale of Council Bills or Reverse Councils, as the case might be, 
thereby facilitating trade remittances in whichever direction the demand might 
arise. This system ensured stability for a number of years, and the Committee 
would be disposed to favour its reintroduction. It should, however, be modified 
in pne respect. "Whereas by the sale of Councils without limit, or by the purchase 
of gold, the upper limit of exchange was guaranteed, there was no official under- 
taking to prevent exchange from falling below the lower nominal gold point. 
The Committee think that an undertaking should be given in respect of both the 
maximum and minimum rates of exchange in any future scheme of stabilisation. 
"WhTether Government should maintain these rates by operating in sterling or gold 
must depend on market conditions and the state of Government balances in India 
and in London. It would be unwise to lay down any hard and fast rules on the 
subject. 

4, (c) What should he the composition, size, location and employment of the geld 
standard reserve ? _ . 

As r^ards the composition of the gold standard reserve, the Committee of 
the Chamber agree with the Babington-Smith Committee that it should contain a 

S6S9S B 4 
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considerable proportion of gold, and that the remainder should invested in 
short-dated British Empire securities other than those of the Government of 


As to the size of the reserve, the Committee recommend that it should be 
allowed to increase to a much larger figure than £40 millions at which it now 
stands. The profits on coinage should continue to be added to it, together with 
the interest on the investments. No decision should be arrived at as to its 
ultimate size, as it might be permitted to increase until it was large enough to 
allow of the introduction of an effective gold standard. 

Seeing that the reserve is to function in London it should be located there, 
but, as was recommended by the Babington-Smith Committee, a portion of the 
gold held in it should be located in this country, and such gold as is held in London 
should be earmarked. 

The reserve should be employed solely for the purpose of regulating exchange, 
and ultimately for the consolidation of the currency. It ought not to be drawn 
upon for any other purpose, and when it is drawn upon for exchange purposes, 
a corresponding contraction of the currency in India should be made. 


5. (a) Who shovld be charged with the control of the note issue, and on what 
'princi'ples should control or management he transferred to the Imperial 
Bank of India, and, if so, what should he the general terms of the transfer? 

The Committee favour the idea that the note issue and the whole of the 
monetary reserves should be under the control of a central banking authority. 
This would involve the reconstitution of the Imperial Bank of India, as they do 
not think that it would be of any advantage to the country as a whole, nor fair 
to existing banks, to place in the hand of the Imperial Bank of India the respon- 
sibility of managing the note issue as agents of Government. 

The Imperial Bank is at present a trading bank, and private shareholders 
have the principal voice in directing its affairs and policy. Under the new con- 
stitution the shareholders should become consultative and advisory, with a limited 
interest in the profits. 

The Committee suggest, in connection with the proposed reconstitution, the 
necessity of the transfer of the personnel of the Currency Department of the 
Government of India to the Imperial Bank. In the new constitution of the Imperial 
Bank Government should have a large measure of control, and every precaution 
should be taken to prevent the creation of a banking monopoly. The interests of 
the exchange banks and indigenous banks should be carefully safeguarded. Free 
transfer of funds in India to other banks should be guaranteed. It should be a 
clearly-defined policy of the reconstituted Imperial Bank to encourage the banking 
habit throughout India by opening new branches, but, as a. general rule, new 
branches should not be opened in places where other well-conducted banks already 
exist. It should be the duty of the Imperial Bank to re-discount approved hundis 
from other banks. 


(b) What provisions should he made as to the hacking of the note issue? 

The primary function of a paper currency reserve is to ensure ready con- 
vertibility. For this purpose a sufiadently large part of the reserve should be 
helri in rup^s. So long as a sufficient proportion of the reserve is held in this 
form the balance m^ be in such form as is calculated to meet the secondary 

to exchange, and at the same time be 
profitable and without risk With these objects in view it is for the authorities 
controUing the reserve to determine the proportion to be held in securities and 
the proportion to be held in com and bullion. 

(c) What should he the facilities for the encashment of notes ? 

It is the opinion of the Committee that every practicable facilitv should *be 
givOTi for the encashment of notes as and wherever possible. ^ 

(d) What should he the policy as to the issue of notes of smcdl value ? 

^ existence the only small value note the issue 
of which the Committee recommend is the one-ruue/ ^ i®!?® 

decision of the Government to withdraw this note^ which was 
*pp«da.ed to dtotrioto. They 
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confirm, in a letter, No. 1534-1923, dated 29th hlay, 1923, to the Government of 
India, Finance Department, as follows : — 

When the proposal to introduce the note was put forward six years 
ago the Committee of the Chamber, although they wished to support it 
strongly, pointed out that there was a possibility of danger, for the innova- 
tion was being made at a time of great national crisis. The Government of 
India were themselves also apprehensive that the issue might have a 
generally disturbing effect, seeing that a rise had occurred in the price of 
silver, and that silver currency was generally believed to be scarce. But 
the result of the experiment fortunately showed that these fears were with- 
out foundation. The note was readily accepted, and the Government must 
have been relieved to find that it so quickly became popular especially in the 
jute districts. It now seems to be thoroughly well established, and its 
popularity is sufficient evidence of its value to the public. As must be clear 
to everybody it is infinitely more convenient, and less cumbersome to carry 
and to handle, than the silver rupee. 

This being the position, it may be safely affirmed that very great value 
is attached to the one-rupee note by commercial men and the public generally 
in this province. The Committee of the Chamber would be decidedly 
opposed to its withdrawal for they have always been, and still are, advocates 
of the extension of the use of the paper currency. They are consequently 
glad to see that the one-rupee note has so readily found acceptance; and 
they would advise the Government not to throw away the advantages which 
have been thus gained. The situation at the moment is admittedly different 
to that which existed in 1917 when the note was introduced. But the need 
may arise again in the future, and it may be that confidence would not be 
so easily secured a second time. 

The Committee further think that it would be advisable to have one-rupee 
notes in circulation in case at any future date owing to a silver crisis it became 
necessary to restrict the issue of silver rupees. It would obviously be a simpler 
matter to expand the existing note issue in such circumstances rather than have to 
force a new note on the public as was the case when these notes were originally 
issued. It would be difficult to exaggerate the importance of the value of 
educating the public to accept notes instead of coin and the one-rupee note more 
than any other would further this desirable object. 

For these reasons they would welcome the re-introduction of the one-rupee 
notes as soon as this is economically possible. 

6. (a) What should he the 'policy as to the mijitmg of gold in India amd the use of 
gold as currency 1 

The Committee look forward to the ultimate establishment in India of an 
automatic currency system on a gold standard under which the local circulating 
medium would be freely convertible into gold. The question of meeting Indian 
sentiment in respect of issuing legal tender gold coins for internal circulation 
appears to be largely a matter of cost, but the transition period during which the 
public were being educated to use goldbacked notes might be facilitated by the 
issue in the meantime of gold coins of a sufficiently high denomination to limit 
tlieir circulation as the ordinary currency medium. ' Such coins would tend in the 
first place to replace stores of hoarded rupees, thus reducing the liability on these 
when the time came for declaring the rupee legal tender for a limited amount only. 
The danger of issuing a gold coin of small value, such as for Rs. 10 only would be 
that these coins might circulate at the expense of the existing notes of HTwal] 
denomination, and it seems desirable, especially in a poor country like India, that 
the actual circulating medium should be as cheap as possible. With an exchange 
ratio of Is. 6d!. the sovereign and half sovereign would not appear to be suitable 
coins for legal tender in India, and it would be preferable that the gold coins 
should be value for even amounts of rupees. 

Regarding the minting of any purely Indian coin the Committee tbinlr that 
provided the Indian mints can produce such coins at a less cost than they can be 
produced in London, arrangements should be made for them to be minted locally. 

It will be necessary, the Committee think, even when a gold standard is estab- 
lished, to provide a gold exchange reserve, or a suitable proportion of the currency 
reserve, in London to meet any temporary crisis caused % an unexpected weakness 
in exchange. 
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(b) Should the obligation he undertaken to give gold for rwpees f 

As already stated in their reply to ^[uestion 4, the Committee consider that an 
undertaking should be given to maintain exchange at the lovrer gold point either 
by issuing gold, or selling Reverse Councils. Should' it be decided to mint gold 
coins, as suggested in their reply to question 6 {d), the demand for these, in 
exchange for notes, or rupees, should be met as far as possible in the meantime 
pending the introduction of a full and effective gold standard. 

7 (a) By what method should the remittance o'perations of the Jxovernment of 
India be conducted 1 

(b) Should they he managed hy the Imperial Bank 1 

The Committee think that the remittance operations of the Government of 
India should be conducted by the Imperial Bank to the same extent that they are 
conducted by that Bank at present. But the Government should be free at any 
time to adapt themselves to the conditions of the moment. So far, experience of 
the system has been confined to a rising market, and under these conditions it 
appears to have developed into a satisfactory system. On the other hand in a 
falling market it might be advisable for the Government to adopt a different 
method — ^possibly to revert to tenders in India or in London. Ultimately, should 
the Imperial Bank become a Central State Bank it mtight be able, in the ordinary 
•course of its business, to provide for the Government remittances. But for the 
present it seems to be desirable that the Government should retain the 
responsibility in their ovm hands, using the Imperial Bank as their agent. By 
the word Government the Committee mean the Government of India, as they 
consider that the Government of India are in a better position to regulate these 
operations than the Secretary of State. 

The Government will be unable for a considerable time to come to divest them- 
selves of responsibility to the public for the maintenance of exchange at whatever 
ratio may be fixed, and it will be necessary therefore for them to retain full control 
of the management of remittances, though the actual operations might be 
conducted through the Imperial Bank as at present. 


8. Are any,^ and if so what, measures desiraible to secure greater elasticity in 
meeting seasonal demands for currency % 

Should any, and if so whal, conditions he prescribed with regard to the issue of 
currency against hundis? 

In discussing this question last year the Committee of the Chamber expressed 
the opinion, in their letter No. 1943 dated 16th July, 1924, to the Government of 
India, that the existing system of providing an emergency supply of currency is 
probably adequate for the purpose in view.” They are still of this opinion, and 
they would dqprecate proposals for making it too easy to expand the currency by 
these emerg^cy measures. .They do not therefore think that greater elasticity 
in meeting the seasonal demand is required. But they suggest that the existing 
system might be examined with the object of removing any defects that experience 
of Its working may have brought to light. There is a possibility of the system 
being abused, and the Committee feel therefore that provision should be made to 
e^ure that it is operated in the way intended. They think that the use of trade 
bids might be extended by the abrogation of stamp' duty. Further if Govern- 
ment were to ^t the example by insisting on suppliers drawing Bills on them for 
good,s supplied, the practice of drawing Bills would be encouraged, and a great 
many Bdls would thus become available for discounting with the Imperial Bank 
who could, in turn, use them for currency requirements. ^ 


9. Should any change he made in existing methods for the purchase of silver ? 

S Committee that the Government of India should be 

free to purcha^ silver m what they may deemj to be the best market, or in excep- 
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APPENDIX 38. 

Statement of evidence submitted by Mr. B. Chakravarti, Bairister-at-Law. 

1. I think the time has come to have gold curi’ency for India. 

2. The ratio between gold and silver for purposes of Exchange depends 
mainly upon the whole quantity of exports and imports which have to be con- 
sidered with reference to the average of a number of years, say, five years. At 
present the ratio is 1^. 6d. to the rupee. I am, however, inclined to think that 
the ratio for purposes of stabilisation should be fixed at Is. 4:d. for the rupee 
This will involve less grievance. 

3. I think the maximum legal tender of silver should be fixed at Rs. 100s. 

4. For paper currency I am inclined to think there ought to be the minimum 
of Rs. 5, that is, ^rd of a sovereign and frd’s of a sovereign and a sovereign, 
and then the multiples of a sovereign. 

5. The mints ought to be thrown open to the public for coinage of gold as 
sovereigns and that no restriction ought to be placed against such coinage. 

6. The gold reserve against paper currency should be brought back to India 
from London. 

7. In one sense a currency in a country must be considered as “ State 
managed,” but no artificial restraint ought to be adopted to affect the currency 
by any arbitrary method. 


AiPPENDIX 39. 

Statement submitted by the Indian Chamber of Commerce, Calcutta. 

I. — Introductory. 

The Commission by their terms of reference are directed to examine the 
present Indian currency and exchange system and practice and to consider 
whether any modifications are desirable therein in the interests of India. Broad 
and vital as the enquiry suggested is, the Committee of the Chamber are afraid 
that the memorandum issued by the Commission to the intending witnesses does 
not focus sufficient attention to this fundamental aspect of the enquiry. In one 
sense, the broader issues of the Indian currency and exchange problems have 
been entirely obscured in the memorandum and an enquiry invited on the 
presumption of status quo in all its essentials. The Committee of the Chamber, 
therefore, propose first to examine generally the Indian currency and exchange 
system and practice and to arrive at certain general conclusions thereabout, before 
they pass on to offer their views on the more specific and detailed questions raised 
by the Commission in their memorandum issued to the witnesses. 

2. It is necessary in the beginning to pass in hasty review some of the salient 
facts with regard to the historical evolution of the Indian currency and exchange 
system ! Prior to 1893 India had a silver standard, the otnint being open to the 
free coinage of rupee, which was the standard currency. Its exchange value in 
terms of currencies of the gold-using countries depended on the ruling silver prices 
in the world market. A trying period of falling rupee exchange set about as 
early as 1875, which culminated in such a grave financial position by the year 
1893 as to render it absolutely necessary to abandon silver standard. The precise 
measure taken was not the demonitisation of silver currency; on the other hand, 
it was still continued as the principal circulating medium, though not as a silver 
currency under a silver standard. Its free coinage was stopped Vith a view to 
its acquiring a definite gold exchange value— viz., 7*5334 grains of fine gold. It 
is to be carefully remembered that the definite gold value sought to be put on the 
rupee was decidedly higher than what was then Justified by the position and 
outlook of the exchange market. In any case, for five years after the closing of 
the mint no fresh coinage of rupee was made until by the end of 1898, the rupee 
exchange reached the eheri^ed figure of 7*5334 grains of fine gold, or, trandated 
in terms of sterling, a rate of la. 4dr. On the 'recoafimendations of the Fowler 
Committee farther action was taken in placing India more definitely on gold 
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standard; by XXII of 1899. British sovereigns and hrff-sovereigns were 
Stoed egi tender in India at the rate of Bs 15 and Es. 7# respectively, ne.. 
rUv preJisely at the rate of the gold value which was soi^ht to be put on the 
mpT ever since the closing of the mint in 1893. With the , rup^ exchange 
Sing at Is. and a fair volume of gold having flowed into the currency 
reserve m exchange of rupees, it now remained, aTOording to the calculation ot 
the authorities, merely to open a goW mmt in India, and to pass a fair volume 
of gold currency in active circulation in order to attain a full-pledged gold 
standard. The early months of the year 1900 mark the important turning point 
in the monetary history of India. Ill-tiimed as they were, the attempts to pa^s 
gold coin in active circulation met with a miserable failure, and re-acted on the 
currency situation by giving rise to an extraordinary demand for rup^s. This 
single abortive experiment in introducing gold currency iri circula^on s^led 
the fate of a gold standard in India, though, as a matter of fact, it should have 
been construed as an encouraging lesson in the adoption of gmd standard in 
India. From this point began a series of fortuitous measures which resulted in 
giving India by the year 1908 a widely different currency and exchange system 
than what was contemplated by the authorities in 1898. ^ In place of a gold 
currency in active circulation and a free ^inage of gold in this country, gold 
reserves were built up in Lroudou and India in order to niaintain a stable gold 
exchange value of the rupee; in other words, by the beginning of this century 
India received a gold standard not in the sense that gold was a visible coin in 
circulation, or that it performed on its own strength its more important part in 
the adjustment of India’s foreign trade, but in the sense that a stable potential 
gold exchange value of the silver rupee was realisable for international purposes. 


II. — Case against the Present System. 

3. It is not necessary to trace the history of Indian currency further down. 
The principal weakness of the system and connected practice will have been 
obvious from what has been already stated. Before the war and theoretically 
even to-day gold is the real standard of value, the currency medium which passes 
in circulation being a really token coin, or to put in a suggestive way, merely a 
silver note. For a G-overnment to use its currency-issuing authority to pass 
into circulation as standard currency over-valued coins is open to gravest 
exception. The economics of a pure paper currency and a pure token currency 
system are ultimately identical, though their range of ejBEects vary considerably. 
The difference, however, is one of degree, but both, in effect, mean the same, viz., 
a tax on people’s currency. The gold standard reserve represents the accumu- 
lated proceeds of that tax and the fact that reserve has not been dissipated in 
meeting the ordinary revenue expenditure of the Government is hardly a pallia- 
tive of the gravely exceptionable character of the Indian currency system. 

4. There is also vital economic loss to the country resulting from the 
system. India has from year to year under normal conditions, a favourable 
balance of trade. Like other coimtries, she has! a right to be paiS for this net 
surplus of commodities and services by a transfer of gold from other countries. 
Under the Indian system in vogue no actual transfer of specie takes place, but 
India is paid by her own token coins. It may be argued that as the “ profits ’ ’ 
of the coinage are set apart in a reserve no eqonomic loss really results. But the 
fact that financing of export trade either by the exchange banks or the Govern- 
ment does not always entail a new coinage of rupee, the charge remains 
unanswered that for a part of her commodities and services in the international 
exchange, India is being deprived of her commensurate payment in specie. 
The extent of economic loss sustained by India in this respect is obviously large. 

5. The Committee of the Chamber have hitherto examined the defects 
inherent in the Indian system — defects to which the Indian currency, and 
exchange system would have been exposed even if the system as evolved were 
worked ideally.’ But the actual practice has laid the system open to still greater 
and graver criticisms. Herein lies another inherent defect of the gold exchange 
standard, as the Indian currency and exchange system has been designated. 
Tt depends on its successful operation,; not on the automatic working of the 
i^stem, as in a gold standard, but on the judicious operations of the controlling 
authorities. Imving aside the short trying period of 1908, when the rupee 
exchange threatened to fall alarmingly low, the currency and exchange practice, 
of the authorities does not give rise to much criticism until the war, assuming 
no doubt that gold exchange standard was the one system which they, steadily 
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kept in view. Since January, 1917, when the rate of Council Bills was increased 
from l5. ^d. to Is. ^^d., the currency and exchange operations of the authorities 
have degenerated into capricious attempts at expansion and contraction of 
circulating medium accompanied by a continual see-saw of exchange movements 
which knows no law nor any definite policy. The raising of the official rate 
of exchange by executive order since 1917, and the evenatual placing of 2iS. rate 
on the Statute Book, the sale of reverse councils and gold in the years 1919 and 
1920, and the further manipulation of the Government since unfold the hidden 
dangers inherent in a gold exchange system, which worked at all, must be worked 
by the authorities. In fact, warnings against an official management of currency 
and exchange system were too numerous in this period to claim justification for 
its further continuance. It is amazing how the authorities charged with 
currency administration of India have worked to break the system. When the 
rate of the Is. was departed from, it seems to have been scarcely realised by 
the authorities that the rupee was not the standard and measure of value in 
India. The real standard of value being gold, the token gold value of the rupee 
should not have been affected by any consideration, not even the rise in silver 
prices. 

6. It would be worth while to pause here and examine the economic effects 
of the higher rupee exchange in comparison, with the pre-war rate. Prior to the 
war the rupee was valued at 7-5334 grains of fine gold (i.e.. Is. 4<f. gold). In 
dealing with, and talking of, and entering into obligations in terms of rupee in 
the pre-war period, people did so as if they were dealing with, talking of, and 
entering into obligations in terms of 7-5334 grains of fine gold. The defect in 
the system was that there was no regular supply of gold coins to indicate the 
same; but, as a matter of fact, sovereigns and half-sovereigns often passed into 
circulation as equivalent to Rs. 15 and Rs. 7^ respectively. But on account of 
the intermittent supply thereof contracts and obligations were expressed in terms 
not of sovereigns but rupees. Such’ expres^on, however, no less under the gold 
exchange standard system that prevailed, fixed or calculated the obligation in 
terms of gold, viz., 7-5334 grains of fine gold per rupee, than if it were expressed 
in terms of sovereign — in the same way that obligations in England in the pre- 
war period expressed in shillings would mean that each shilling indicated 

of 113 grains of fine gold. During the War, the paper pound in England left 
the pre-war parity with gold in the same way as the token rupee (whether 
printed on paper or silver) left it, the only difference being that in England 
there was depreciation and in India there was appreciation. Subsequently, 
however, while England strove towards attaining the pre-war parity between 
the paper pound (or shillings) and the gold sovereign, the Government of India 
manipulated the Indian currency in such a way as to reduce the number of rupees 
to be equivalent to the gold sovereign. One may imagine how the peopl^ of 
England would deal with a Government if large numbers of contracts had been 
exi)ressed in shillings, and the Government had declared or so manipulated the 
currency that thenceforward one pound would be equivalent to 17s. 6<?. and not 
20s., that obligations expressed in shillings could be discharged only on payment 
of £1-|- instead of £1. Strange enough, this is just what was done in India. 
Pre-war contracts valued' at 113 grains of ^ne gold, which required payment 
of Rs. 15, still require the payment of the same number of rupees, but which are 
equivalent to about 130 grains of fine gold. In other words, all debtors have 
now to give 130 grains of fine gold to discharge their existing contracts instead 
of 113 grains for which they really contracted. Why should the debtors be 
placed under this burden ? it is no answer to ®ay that the contracts were not 
actually expressed in terms of gold, and that as under the present system the 
payment of the same number of rupees is necessary no injustice is done. But 
apart from operation of the law of supply and demand (w-hich is extraneous to 
the present inquiry), to earn the same number .of rupees the' debtor has to part 
’with 12| per cent, more goods than he would have to do if the number of rupees 
ecjuivalent to pound gold had not been artificially reduced. It should not be 
difficult to understand that the contracts in India, having been expressed in 
terms of rupees, the reduction of the number of rupees that go to make a pound 
operates as a great injustice to, and hardship upon, all debtors and all 
producers. 

7. To return now to the Committee’s point of 9ontention — the actual 
operations of the Indian currency authorities in the MC^nt years have had the 
most unsettling effects on the economic system of tjje country. The essence of 
the currency tragedy lay in the instability of tl^gold value of the rupee, or. 
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in other words, in the instability of the standard and measure of value. It is 
no doubt true that currency values have fluctuated rather violently in most 
countries after the war. But there is fundamental difference in the fluctuation 
of currency value under a free monetary standard and under a managed system 
— ^in the fluctuation of the currency medium, which is the standard of value, 
and one which is the t(^3n of value. In the latter case, a stable exchange value 
is a guaranteed pre-srejjposition to which it owes its whole existence. The 
Indian currency administratio'Us in forgetting this simple economic fact have 
given this case away for a gold exchange standard in actual practice. The 
proposition has been firmly established that the scope for management leads to 
the mismanagement of the currency system. 

8. It is somewhat interesting to speculate how far the currency muddle 
of the recent years was a deliberate one and to what extent it was due to a real 
lack of appreciation of the essentials of the system on the part of the 
authorities. At aU events, such speculation throws into clear relief another 
inherent defect of the present Indian currency system, viz., its complicated 
character. That gold is really the standard of value, that rupee is really a 
token coin, intrinsically only worth of its currency value, that it is, in effect, 
a subsidiary coin, are hardly realised by the public. In the Indian currency 
system gold is only potentially present, and that also for restricted purposes 
It is little surprising, therefore, that the public are not often alive to the fact 
that the Indian currency system rests ultimately on a gold basis. Economy in 
the use of precious metal as a circulating medium, however desirable in certain 
circumstances, should by no means be secured in such a manner as likely to 
mislead the public as to the true standard and measure of values. The poor 
rupee limps to and fro, in the mind of the public from silver to gold, in the mind 
of the exporters, importers and industrialists (who understand operation of 
exchange) from Is. to 2s. lid. in terms of sterling, and from about 5 to over 11 
grains in terms of fine gold. The Indian currency system, if thrown in a clear 
perspective, would have probably banished half the misunderstanding about it 
but It IS the operations of the authorities which have made the task different 
and, as one is inclined to say, impossible. 


III. — ^Demand for Gold Standard. 

9. AU the threads of arguments brought forward to the preceding para- 
graphs against the present system of Indian currency point to one and the 
s^e conclusion, VIZ., the absolute necessity for adoption of un effective gold 
standard. The lUusion and obscurity which now surrounds the money standard 
shall in that case be removed; the working of the monetary system shall be 
pla^d beyond the reach of administering authorities to tanker with; the cou- 

circulating medium shall be strictly automatic 
^d respond to the requirements of the immunity; India shall reap full benefit 

exportable wealth in the world market; and, 
lastly, the public shaU be immune from a drastic tax on their currency now paid 
against their will. The question has been asked whether time is n^ rje^for 
Lfi" currency ^d ^change problems of India by stabilisation of 

other measures. The Committee desire to point out that the question 
of time IS not the relevant coimideration in settling such vital problems as those 
of c^rency and exchange The solution cannot be effected too Trly Thl 
tacts of Indian currency history lend piquancy .to such a view A decision to 
abandon silver standard was taken, as eady as 1893," and the adoption of a »wld 
standard was dcMtely .^ded an early L 18»9. sCld the affriUea Sre 
^ven effect to this decision Indian public would not have laboured under 
the currency nightmare they did in the recent years. Probably in fl..sTrincy the 
question the Commission has had in view some piecemeal reform of tiff 
mone^ ^ wMch would enaure a stable 

the Conmuttee of tte Chamber would unheaitatiugly reoS theS rt^’thM 
such measures would result in merely tinkering reform of fho fif j 

exchange system. So far as the system and pracf ice are conperfwi 
to reform them radically. The action uP a goKnSf ff 1 ® necessa^ 

the Indian public sentiment ever since 1898, an^ having reeard 
pre3ndice and suspicion of the public as regards tho^To/^tfr ^ confusion, 
engendered by the working of the Indian cSScf and st^dard, 

last ^ years, the sooner an effective gold standard icj for the 

sudh a step oauuot, o^^^f Ihr'S^ 
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11- Th,e Committee of the Chamber, therefore, suggest that as early as 
possible a gold standard with gold currency be unreservedly introduced in India. 
Free flow of gold in and out of the country should be permitted. The mint should 
be opened to the public, who should enjoy the unrestricted right of importing gold 
in return for goods delivered or eervioes rendered, and of using the same for 
currency purposes to the extent that the economic development of the community 
requires. No artificial check, as is possible under the gold exchange standard or 
any other managed system, should be permitted. Gold being the standard and 
measure of value, there should be an obligation to give gold in return for paper 
notes or silver rupees. It i® certain that after convertibility has been maintained 
for some time the people will of their own accord adopt a habit the result of which 
will be to dispense with the actual use of gold for internal circulation. It would 
not, therefore, be a difficult matter to maintain convertibility of rupee eventually 
if it can be done in the initial stage of the adoption of gold standard. In fact, 
having regard to the large volume of rupee coins and notes that will always be in 
circulation, convertibility of rupee will have to be a permanent feature of the 
monetary system. As to the steps to effect the transition to the new system, it is 
proposed to return later. 

IV. — Qtjestionnaiee Answebed. 

12, The Committee now proceed to deal with the various questions raised 
by the Commission in their memorandum. First of all, the question is asked as 
to what is the comparative importance of stability in internal prices and in 
foreign exchanges. Under a system of gold standard, this question does not arise 
at all. Under this system, the prices in India will be regulated according to the 
law of supply and demand and other factors in the same way as in other 
countries which have adopted the gold standard, e.g., England and America. 
The incompatibility between the stability of prices and the stability of exchange 
will disappear, inasmuch as the exchange will fluctuate only within specie points 
and volume of currency circulation will be determined by the requirements of the 
community, and not the exchange operations of the authorities. The Committee, 
however, yet offer some observations on this aspect of the currency problem as it 
arises under the present system. Stability in terms of inte'rnal prices would 
necessitate the management of our currency, the contraction and expansion of the 
volume of currency according as the index number of prices rises and falls. 
Several difficulties are bound to arise consequent thereon, and in practice there 
will be even more difficulties than in theory. Some of the difficulties may be stated 
to be as follows : — 

(1) The fluctuations in the index number are ascertained onlv after 
they have taken place. Contraction and expansion of currency with a 
view to remove the fluctuations can only be done after such ascertainment. 
The effect of contraction and expansion on the prices can only take place 
after the lapse of some time. In the meantime, other factors may have 
operated to swing back the fluctuation that was being dealt with. The 
process of contraction and expansion would thus redouble the swin g in g 
back. Again, the opposite process will be rendered necessary to nullify 
the effects of the first operation or the effects of the first operation may not 
be sufficient, and it would have to be continued in a larger measure. All 
the time the process of contraction and expansion continue the exchange 
will be subject to artificially created fluctuations. 

(2) It follows from the above that while on the one hand the object 
aimed at, viz., the stabilisation of prices will be difficult, if not impossible, 
to attain, afresh element of uncertainty and speculation is introduced not 
only in exchange, but also in forming an estimate of the trend of prices. 
The price level will be exposed to double set of influences, viz., forces 
operating in the rest of the world as also the Government manipulations 
of currency. 

(3) Even if stabilisation in terms of index number could be attained 
the fluctuation in the prices of individual commodities could not be avoided. 
The index number is arrived at by taking into account a large number 
of commodities, some of which may tend to go up and some go down by the 
operation of the law of supply and demand. In the attempt to stabilise 
prices it will follow that the future trend of prices of any commodity will 
not only depend upon its own supply and demand, but also upon the supply 
and demand of all other commodities which go to make up the index 
number. This will qpcessarily affect future transactions in any com- 
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modity very difficult and risky, and an important factor wHich Helps tie 
movement of crops to the benefit of the agriculturists and the industrialists 
will be greatly disturbed, 

(4) The act of manipulation will necessarily have to be left in the 
hands of some person or set of persons — and even assuming that he or they 
could be so circumspect, foresighted and infallible — ^knowing human 
nature, as it is, it would be too dangerous to vest such unbounded powers 
affecting 320 millions of people in a small body of men who, or ]some of 
whom, may not be able to resist the temptation of utilising the powers to 
their own advantage. 

(5) The effect of manipulation will be not only to involve those com- 
modities which enter to make up the index number, but also all other goods 
and services. This also bespeaks against such manipulation. 

The theory of stabilisation of prices has been correctly described as being 
neither fool-proof nor knave-proof and has recently been rejected by England 
where Self-Government exists. To arm currency authorities with such powers 
will, besides the economic difficulties, be a fresh source for political suspicions 
in India. To adopt the theory here will be to commit a great economic and 
political blunder. 


13. The question is next raised as to what are the effects of a rising and 
tailing rup^on trade and industry including agriculture and on national finance 
Under a gold standard as suggested by the Committee of the Chamber this 
question also does not arise. It is only necessary to decide what the fixed value 
ot the rupee should be Two alternative ratejs of rupee, viz., one at 7-6334 grains 
01 line gold and the other at about 8*5 fine grains are now under discussion The 
Committee are decidedly of opinion that it is the Is. U. basis which underlie a 
very large number of existing contracts. Moreover, a lo-w gold rupee value makes 
for an easier adoption of the gold standard than a higher gold value. The lower 
the rate, the lower will be the aggregate gold reserve required to maintain rupee 
convertibility both initially and eventually. 

moreover favour 7-6334 rate of the rupee, as it is their 
view that the old legal rate was most imwarrantably tamper^ with that the 

artificially screwed up and is not likely to’ steady at 
that rate and lastly they consider it has not been conducive to^the economic 
community. The Committee now pass on to a Med 
S views. During the war if there had been a free supply of 

fold ?Ee 1 n believe the ratio of rSp5 to 

gmd (Ee. 1 J 5334 grains of fine gold) would not have been disturbed. But the 

Gover^ent of India having treated the rupee as the standard coin ^and not as a 

subsidiary coin as it has really l^en for a large number of years— the Indian 
currency systm broke down. Firstly, the prohibition of gold imports and 

rate made it impossible 

bluWs hit they abSS from doing r oS 

continued their programme of mnSaction a? Government 

starved of currency-Avith a vSw to S 

level of exchange Wgests to the ^ level. The present 

cannot ignore the fact that India 'hnotio/if ^ bmng rather precarious. They 

therefoJf l2v^g ou^K^xSt monsoons successively. Even, 

thought of L I nltuLrS.'^irS P- “ »>! 

monsoons. There is already a fear about tbs/i^ftf r^larly count on good 
P««m who reoommend^^M afa ^ ^ 

mitnona to th« iotOTosts of th» coimtrr 

ntuoh ,«s prilt ftiher faroS^l 
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less for his goods while his obligations had to be met on the old basis in terms of 
rupees, (3) the producer’s margin of earning has got thinned and the buying power 
in the country is very much reduced. Moreover, gold and silver having artificially 
been made cheap in terms of rupees, the masses have been attracted to buy the 
precious metals instead of manufactured products. The artificial cheapness in 
terms of rupees is to a great extent responsible for the tendency now operating 
that people put their money in unproductive cominodities like gold and silver and 
other articles of luxury imported from abroad. On account of the diminished 
purchasing power of the people, local industry and trade have suffered extensively 
and intensively, and unemployment has greatly increased. The Committee do 
not think that even Lancashire has really benefited by the high exchange to any 
great degree owing to the reduced purchasing power of the people and the tendency 
towards investment in the precious metals made cheap by the higher exchange. 
Government have after the recommendations of the Fiscal Commission pledged 
themselves to a policy of protection. There are few industries which have hitherto 
received a protective tariff from the Government, but the higher exchange has 
automatically given protection to all foreign producers against India and what- 
ever protection the local industries obtained due to higher duties imjposed during 
and after the war for revenue purposes has been neutralised or reduced by the 
higher exchange. 

15. To discuss now the weight and fineness of the gold coin that should be 
adopted, the Committee cannot forget that it is not possible to begin on an abso- 
lutely clean slate. There is at present in circulation paper currency notes of the 
values of Rs. 5, Rs. 10, Rs. 100, Rs. 1,000, etc. It is desirable that any change that 
may be adopted should be of a nature that may easily fit in with the existing system 
of paper currency and help a clearer understanding of the currency position. The 
adoption of gold standard with gold currency would necessitate that our currency 
notes should be denoted in terms of gold — ^the real standard and measure of value — 
instead of denominating in rupees merely. At the same time, as all outstanding 
contracts and obligations are expressed in rupees, it is desirable that the fixed 
rupee value should also be clearly stated on the paper currency notes, so that the 
man in the street may clearly understand the position. All these purposes may be 
achieved by making the Indian gold coin, containing 75’334: grains of fine gold, 
of the weight of 90 grains; this may be called the mohur. The Committee 
strongly disfavour the coinage of mohurs of higher value than one mohur, as they 
will lend themselves to be easily hoarded. A coin different from the sovereign 
would not present any technical difficulty in the way of its being minted in India. 
The Committee are aware that there is a considerable opinion in favour of 
sovereigns being introduced in India. To such a proposal, they are not opposed 
in principle and their recommendations for coins valued at Rs. 10 is based only 
on the ground of convenience. 

16. Apprehensions are often expressed that if gold coins are allowed to 
circulate in this country there will be a great scramble for gold in the world 
market, that commodity prices would fall and trade and industries in the world 
would suffer. The Committee cannot, in this connection, conceal their feelings of 
resentment that such a question should be raised in the case of India alone. India 
must have the right of her economic self-determination. If she sells to other 
countries more than she buys from them, she has a right to be paid the balance 
in the form of gold — ^the only medium of international payment — and she has a 
right to use that gold either for currency purposes or for art as she chooses. If it 
is intended to prevent the flow of gold to India, which is due to her, it is open to 
other countries to attract Indian capital abroad by offering tempting rates of 
investment. Moreover, a computation of the world production of gold in the past 
50 years shows that India has, in fact, taken much less than Jth of the same, 
though by reason of the proportion which Indian population bears to that of the 
world, she is entitled thereto. But apart from this, there is no ground for 
apprehension that the adoption of the gold standard by India will mean any 
alarming depletion of the gold stocks of the world. Firstly, the circulation of 
gold coins will not increase the quantity of gold annually imported or would other- 
wise be imported into India. The quantity of gold import is necessarily limited 
by the balance of trade in merchandise and by Government’s requirements for 
home remittances. It is only the remainder that can be imported in the form of 
gold If in any year a larger quantity of gold is by chance imported, it must 
be niade up in the subsequent period either by actual import or by less import. 
Secondly, the circulation of gold coins or the right vested in the people to use the 
same for their circulating medium or to obtam gold whenever they want in 
exchange for other currency — would create more confidence in the currency of the 
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country and induce the i)ublio to use paper currency notes and the subsidiary 
rupees as the circulating medium without any heavy demand for gold 
coins. Thirdly, the use of gold bullion will be substituted to a large 
extent by that of gold coins and this will operate considerably to the benefit not 
only of India but of the world at large. At present, those who desire to invest 
their savings in gold have no other alternative than to resort to bullion and convert 
it into ornaments. If gold coins are in circulation, the tendency would be more 
and more to invest the savings in gold coins instead of jewellery, as the former will 
be easily — ^without dif&culty, without any loss of prestige, without having to over- 
come the unwillingness on the part of women to part with their jewellery — avail- 
able for all kinds of uses. As the habit of investing savings in gold coins 
increases, the progress to investment in productive channels will be easy, sure and 
quick. It naturally follows that gold ■‘will be used for productive purposes and 
will ultimately be replaced by paper currency notes, etc. It is difficult to under- 
stand what argument can justly be advanced against the adoption of gold currency 
in India. If it be said that the Genoa Conference preferred a form of gold 
exchange standard to gold standard, it was because deflation was considered too 
risky for most countries. In any case, the Committee’s views in this connection 
are : — 

(1) that India has had painful experience of the former and needs the 

regime of a pure currency system in which there can be no possibility 
of a loophole for manipulation by Government ; 

(2) that when several countries come together including England, United 

States, etc., to confer about the adoption of the gold exchange standard 
by them all, India also may be invited to the conference as a separate 
imit to take part in their deliberations, and with the experience of a 
pure currency system obtained in the meantime, will be able to give 
the benefit of her advice and to adopt such joint action for the benefit 
of the world as may then appear feasible ; but until that time arrives, 
there can be no justification in depriving this country merely because 
of her political weakness from adopting a sound system of currency. 

17. The Committee next turn to the question of the composition, size, 
location, and employment of the reserves, including the paper currency reserve 
and the gold standard reserve. The paper currency reserve on the 22nd November, 
1925, stood as follows : — 

In India. Rs. 

Silver coin ... ... 81,10,47,104 

Gold coin and bullion ... 22,31,74,903 

Silver bullion under coinage ... ... ... 7,13,69,517 

Securities {Purchase Price). Rs. 

In India 57,11,14,946 

In England 22,99,65,167 

Total 1,90,66,71,637 

Rearranging the above according to silver and gold, the position appears to 
be as follows : — 

Silver. Gold. Securities in India. 

81,10,47,104 22,31,74,903 57,11,14,946 

7,13,69,617 22,99,65,167 — 


88,24,16,621 45,31,40,070 57,11,14,946 

That is* to say there are : — Crores. 

of ru'pees. 

Silver •.* ... ... SS'i" 

Gold 461 

Indian Securities ... 57 


, The Committee are aware that the gold position of the securities has been 

at Rs. 10 per Valuing it at Rs. 15 per £, and cancelling Indian 

siwurities to the extent of the increase in value, the following figures are 

obtained : — % ° 

Crores. 

... ... 67i . 

Securities • . ... 34j . . . 
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These figures indicate sufficient gold reserves as a backing against the rupee 
circulation under a system of gold standard. But the Committee would recom- 
mend further augmentation of gold reserves, if possible. On the adoption of 
gold standard with a gold currency the last semblance of any valid reason for 
maintaining any portion of the Indian reserves in London disappears. Under 
the gold exchange standard system, the argument was put forward that to meet 
even the remote contingency of having to draw ‘Reverse Councils, it was desirable 
to maintain a reserve in London, either in gold or in foreign currency. But, 
imder the gold standard system, such a contingency can be met by the actual 
export of gold. The Committee may repeat here, that as the balance of trade is 
seldom against India, there can be no justification for keeping any portion of 
our reserves outside India. The requirements of the Secretary of State should 
be met either by selling Council Bills in London or by purchasing Trade Bills 
in this country according as the occasion therefor arises, and for that purpose 
there is no necessity of keeping any Indian reserves in London. Any extreme 
case of necessity may be made by short-term borrowing in England, as is resorted 
to by the merchants. 

18. The Committee now turn to the question as to whether the note-issuing 
powers should be transferred to the Imperial Bank of India. They consider that 
this should be done and the Bank should be made to carry out this function 
through a separate issue department. As regards the backing of the note issue, 
the first thing to be done is to set the house in order as detailed above by con- 
verting the available resources into gold to be kept in India. That being done, 
or a proper estimate thereof being formed, a provision should be made that at no 
time should the gold portion of the reserve fall below 50 to 60 per cent, of the 
total issue. It is unlikely that so much gold will be required at ordinary times ; 
still the metallic backing should be sufficiently strong to meet ordinary emergency 
so that the confidence of the people may not be shaken on the one hand, and the 
possibility of the failure of the monsoon for two or three successive years may 
be made without difficulty. Any extraordinary emergency such as arose 
during the last European war may have to be dealt with in an extraordinary 
manner when the situation actually presents itself. The facilities for the 
encashment of notes seem to be fairly good at present and a suitable arrangement 
may be made between Government and the Bank for a proper development and 
evolution of the system. 

19. The remittance operations of the Government of India may be managed 
by the Imperial Bank but they should not be confounded or complicated with the 
currency system, as was unfortunately done by Government. Remittance 
operations should be confined to actual requirements, due advantage being taken 
of slack seasons, favourable ready or forward rates, etc. By so doing, trade will 
also be materially helped. 

20. The eighth question of the Commission’s memorandum relates to the 
seasonal demands of currency. Such demand lasts usually from November to 
February. By allowing free flow of gold, and the use of gold as currency, the 
Committee think that a good portion of the demand can be met by the banks by 
the import and export of gold. The expenses involved in the actual import and 
export may be saved by the Imperial Bank buying trade bills in the beginning 
of the season and selling them at the end, and issuing currency against them. 
They however, fear that the Imperial Bank may repeat the mistakes of Govern- 
ment* but if suitable chedks can be provided to prevent wrongful manipulation, 
the operation may be permitted. The Committee suggest a careful inv^tigatiqn 
into the matter by the authorities and the results being placed before the public 
for criticism. But an issue against foreign trade bills may be inadequate, ^d 
there may be still a necessity for issuing currency against internal bills 
of exchange. This should be permitted at an early stage to avoid undue scarcity 
being felt and not after the scarcity has operated to the hardship of the public. 
The scarcity which is felt just when the crops are marketed by the cultivators, 
tends to lower the prices of the produce, thus affecting the agricultural producers 
who constitute at least 75 per cent, of the population. The Imperial Bank 
should be required to pay a royalty calculated at the rate of 6 per cent, per 
armnm on such issue. There is a complaint that Indians did not in the past get 
sufficiont benefit from tbe issue of emergency currency- Proper c^e should, in 
the opinion of the Committee, be taken to see that no room is left for such com- 
plaint The Committee desire also to mention here that the necessity that some- 
times arises by failures of and “ rush » on banks. On such occasions it is not 


56596 



292 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 

only the affected bank that suffers but other banks also get involved and people 
who have borrowed on diort terms or on overdraft accounts are also great sufferers. 
Provision should be made to meet such emergency, though the rate of interest 
to be charged on loans to meet such a situation may be made as high as 7 to 8 
per cent, per annum. Such a provision would materially help the development 
of an Indian banking system the absence of which is a fundamental weakness of 
the Indian economic system. 


V. — Transition. 

21. In the foregoing paragraphs an attempt has been made to answer only 
those of the questions raised in the Commission’s memorandum which arise under 
a gold standard. Such questions as, for instance, the method of silver purchase 
which do not arise under a gold standard or are only of trivial importance there- 
xmder have not been sought to be answered. The views again with regard to 
some other questions, though not specifically recorded, have been suggested in 
various places of this written statement. It now remains for the Committee to 
formulate definite proposals with regard to the transition to the new system. 
The first step necessary to attain this object is no doubt the working of the 
exchange back to Is, 4c?. level, for it will be realised that so long as the market 
rate of exchange rules at anything higher than this, the export of Indian produce 
will heavily suffer if the Mint is meanwhile opened at the rate of 7‘5334 grains 
of fine gold per rupee. It is completely within the powers of the Government to 
reach back the Is. 4<f. figure. All that would be necessary is a further process of 
expansion. The new issue of rupee suggested; under the proposal should be only 
against the delivery of gold, the Government refusing to buy trade bills mean- 
while. In other words, the suggestion is in effect that Government should buy 
gold at competitive rates against issue of Indian currency. The inevitable result 
will follow ; the currency will expand, and exchange will sink back to l5. 4c?. It 
is estimated that a further issue of 25 crores of rupees will be effective to bring 
about the desired effect. 

22. At this stage, it would be the duty of the Government to open the mint 
to the free coinage of gold mohurs and 'pavri 'passu to issue and renew paper 
currency in terms of mohur as already suggested. The Committee, however, 
realise that no system of gold standard! shall be complete so long as the crowning 
measure is not taken — ^namely, the convertibility of rupee in gold is unreservedly 
declared. Though fully alive to the importance of such a measure, it is the view 
of the Chamber that such conversion facilities should not be deferred till the 
Government are in a position to declare convertibility of the rupee without reser- 
vation. There is at present, as pointed out in an earlier paragraph, no less than 
33 crores of rupee worth of gold. Added to this the new addition of 25 crores 
consequent on the exchange operations as indicated in the previous paragraph, 
the Government shall have a total gold bullion reserve of 58 crores of rupee by the 
time they open the Mint to free coinage. The Committee are emphatically of 
opinion that this gold backing by itself would be sufiScient tO' start India on an 
effective gold standard, at any rate, to maintain convertibility of rupee circulation 
to a very large extent. It is, therefore, the suggestion of the Chamber that while 
Government should have the option of converting the rupee and notes either in 
gold or in silver, the option of giving silver should not be exercised until forced 
by a rapid depletion of gold reserve. 

The question i,s still worth an examination as to whether with gold 
backing the Government shall be justified to declare an unreserved convertibility 
of rupee. The Committee do not consider that the drain on gold even in the 
initial stage shall be very heavy. Scattered, as Indian villages are, remote from 
the nearest tr^uries, it is a sheer alarmist view tO' take, that there will be a 
very heavy drain on gold. At the worst calculation, a gold backing of 100 crores 
should sufficient to enable Government to declare convertibility without any 
re^rvation, though so far as the Committee are concerned they would regard 
this figure as greatly over-stated. _ What should the public really demand gold 
exchange for rupees? India being a poor country, it is the rupee which 
will have to continue as a currency medium among a very large section of the 
population and the wealthy classes in the large city, who have their money banked 
up, are not likely to run on the currency for conversion of rupee to any unusual 
case, should the Commission still be of the view that tlie reserve 
of 100 crores of rupees in gold is the irreducible minimum to enable Government 
to declare unreserved convertibility, the Committee would suggest the immediate 
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transfer of the entire sterling securities in the paper currency reserve now in 
London. A transfer of £22 millions of sterling securities in gold to India would 
mean an addition to the gold reserve of 33 crores of rupees, thus bringing the total 
reserve to 91 crores, including the 58 crores already accounted for. It is difficult 
therefore, to imagine why India should not have an effective gold standard from 
the very beginning, even leaving out of account her gold resources in the gold 
standard reserve. After the convertibility has been declared, rupee may be made 
a legal tender within a limit of Rs. 1,000. Pending such step, however, it will be 
necessary to treat rupee as an unlimited legal tender. 

24. It is painful for the Committee to observe that an endeavour should now 
be made, evidently from interested quarters, to establish that India requires an 
appalling amount of gold for adoption of an effective gold standard. In the 
“ Capital ” of the issue of the 10th instant a scheme of gold standard is referred 
to according to which India will have to seek an American loan of 300 crores of 
rupees in order to attain her cherished object. Preposterous as the proposition is, 
the Committee feel it as an outrage on the Indian nationalist sentiment to ask it 
to submit to a foreign loan, India having a heavy favourable balance of trade 
from year to year. It is the height of irony that after denying India for years 
her legitimate share of the world’s gold resources, she should be asked to borrow 
gold from abroad when at last she refuses to forego her share of the gold any 
more. To estimate India’s requirement of gold reserve at 300 crores against a 
total circulation of 450 or 500 crores of rupees is not only to display 
crass ignorance of the economic science but to throw oneself in absolute ridicule. 

25. In conclusion the Committee would invite, where necessary, references 
to Mr. D. P. Khaitan’s brochure, Indian Currency Problem, 1925,” for many 
of the facts and materials underlying the views of the Committee expressed in 
this memorandum. 


APPENDIX 40. 

Statement of evidence submitted by Mr. A. Samaiya, M.A., Vakil, Madura. 

1. The main features of the existing currency and exchange system and 
practice of this country may be briefly stated as follows : — 

(i) The country has what may be called a rupee standard, which is linked 
neither to gold nor to silver, and under which the unit of currency the rupee is 
unlimited legal tendfer within the country. The currency consists of two parts, 
silver coins and paper notes, the latter being issued against reserves of gold bullion 
and securities. The silver rupees contain a smaller silver content than what they 
are capable of purchasing, and are absolutely inconvertible either into gold or 
silver, and the paper notes are also not convertible except into rupees. From the 
point of view of international exchange, there is no difference between the silver 
rupees and the paper notes, the one being notes printed on silver and the other 
notes printed on paper. And for purposes of remittance abroad the value of both 
at any particular time depends largely on their purchasing power parity with 
the currency units of other countries. Having no fixed value in relation to gold 
or silver, the rupee (silver as well as paper) has no utility power outside the 
country. Its value depends purely on the relation between the supply of and 
demand for it on the one hand, and the supply of and demand for commodities on 
the other. Of course, there was an officially fixed rate of Is. 4t?. the rupee before 
the War, and there has been an officially fixed rate of 2s. the rupee since 1920 
But the former could be maintained only during times of favourable balances of 
trade, the latter, being a hasty revision of the ratio at a time when world 
conditions had not become sufficiently settled has never succeeded so far; with 
the result that at the present time tbe rate of exchange depends purely on the 
purchasing power parity of the rupee with the currency units of other countries, 
controlled to some extent by the policy of Government with regard to its own 
remittances abroad and the volume of currency which it chooses to keep in 
internal circulation from time to time. 

(ii) There is no provision of any legally recognised or guaranteed apparatus 
for adjusting the country’s international exchanges without impairing the 
progress of her trade, especially during times of unfavourable balances. ^ Though 
out of the profits of the rupee coinage the Giovernment has been maintaining what 
it calls a gold standard reserve, ostensibly for the purpose of helping trade 
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adjustmeRts, yet the Government has always proclaimed and acted on the 
principle that there is no historical or legal obligation to use the reserve for other 
than the Government’s own remittance transactions. The result is that the trade 
interests of the country are largely left to be governed by the play of international 
economic forces under which the rate of exchange is tossed up and down until it 
assumes a position of equilibrium where the balance of payments equalises itself 
by such TTift ao s as the export of securities, raising loans in the creditor country 
or countries, and so forth It is true that the Government is helping a good deal 
by TUftang of its council drafts and reverse councils, and its control over the 
volume of currency in internal circulation, to steady the exchange rate and 
provide facilities for trade remittances. But its help comes in only at times 
when without such help trade can get on, that is, during periods of favourable 
balances. The country has generally favourable balances of trade, its exports 
exceeding imports. But in years of famine, when exports shrink, there is no 
adequate apparatus for meeting international obligations. The gold standard 
reserve of the Government is applauded as having been useful for the country in 
the pre-War period. But the country had had generally favourable balances 
during that period except in 1907 and 1908, when exports diminished on account 
of agricultural depression in the country. And it is exactly during this period, 
when the trade of the country required Government’s help that the help could 
not be efficiently offered, with the result that the pre-War standard of exchange 
of Is. 4d. could not be maintained during that time. Again, during and after 
the War, the Government has also miserably failed to maintain the exchange with 
the help of its gold standard reserve. The system itself collapsed when silver 
prices ran too high to make it profitable for Government to issue further coinage, 
with the result that the mainspring of the reserve broke down hopelessly. • No 
amount of manipulation on the part of the Secretary of State, nor the change of 
control of the exchange policy from him to the Government of India, and the 
latter’s efforts and devices to manage it, could save the situation. Then the 
adoption by Government, in spite of the protests of the Indian commercial 
commimity, of the 2s. rate recommended by the Babington-Smith Committee, 
and which was intended to secure stability of exchange, led to the most violent 
fluctuations ever experienced in the history of this country’s foreign exchanges, 
and subjected the country to all its attendant evils, besides causing a loss of nmre 
than 50 crores of rupees to the Government in its futile efforts to maintain the 
exchange by sale of reverse Councils. The reason for this failure is to be traced 
not merely to any defects in the reserve maintained by the Government, but to the 
exchange and currency system as a whole, whic'h requires to be radically 
reformed. 

(iii) The Indian currency is an essentially “ managed ” currency, the volume 
of money in circulation in the country being entirely left to the management of 
the Government which, on account of its peculiar position of having to make 
large remittances abroad, its large silver purchases for rupee coinage, and its 
power to raise large foreign loans, has the capacity to control and determine to 
an appreciable extent both the internal and external purchasing power of the 
rupee. The supply of ip.ternal currency is now arbitrarily regulated by the 
Government without any such automatic control as is exercised in the case of the 
pound sterling or the dollar. The people of the country, being governed by an 
alien Power, view with suspicion this power of the Government to manipulate the 
currency in any way it chooses, and consider that the currency policy of the 
Government is directed more in the interests of Great Britain than of India. 
Whether this suspicion is well-grounded or not, yet having regard to the relation 
between the Government and the people, it is eminently desirable that the Indian 
currency system should as far as possible be made an automatic one. Even in 
England, where democracy is so highly developed as to conduce to an identity of 
interest between Government and people, the people have viewed with suspicion 
and rejected the proposals for a " managed ” currency, and preferred the return 
to a more or less automatic gold standard. It may be that there is a good deal 
to be said in favour of a “ managed ” currency — a managed currency, not like 
the one in India, which is arbitrarily regulated, but one which will be managed 
on a scientific method. And monetary theorists may be right in maintaining 
that ae ideal_ system of currency must necessarily be a “ managed one, under 
which the price level of commodities in general (instead of gold or any other 
precious met^) is taken as the regulating principle of the currency in all 
countries. But the time is certainly not ripe now for that. And neither the 
economic condition of tl» world nor human capacity for i^ancial 
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has attained the stage of fitness sufficient enough to be entrusted with such, a 
responsible task. So far as India is concerned, the position is still worse, having 
regard to the political relation between the Government and the people. As Sir 
James Wilson has recently expressed, the currency policy of the Indian Govern- 
ment shows beyond all doubt “ the danger of entrusting the management of a 
currency to any body of men, however capable, honest, and impartial, without 
some automatic checfc, which would prevent even a partisan or doctrinaire 
Government from manipulating the currency in the interest of particular classes, 
and thus possibly inflicting great injury, especially on the poorest of the popula- 
tion. The people of India will be safer with a currency based on gold, although 
the commodity value of gold is liable to fluctuate, than with one dependent on the 
varying opinions of any body of men.” 

2. If the chief utility of money is its capacity to serve as a reliable measure 
of value, then two things are necessary for the successful working of the currency 
system of the country : One is that the value of its monetary standard should 
remain stable inside the country and maintain stability of internal prices. The 
other is that its international exchange value should also be stable. Internal and 
external stability are both important. In India the former has not been seriou^y 
cared for or sought to be maintained at any time. And only external stability 
has been attempted to be maintained by elaborate manipulations on the part of 
the Government. The importance, however, of maintaining a stable level of 
internal prices cannot be over-emphasised. It is unnecessary to eniomerate here 
the consequences to a country of changes in the value of money and the instability 
caused by rising or falling prices. These have been discussed in great detail by 
Mr. J. M. Keynes in his brilliant “ Tract on Monetary Reform.” Instability of 
prices causes fluctuations in trade and industry, leading at one stage to specu- 
lation and easy gains, and at another to business risks and anxiety, bankruptcy, 
Toss, unemployment, and social friction, fluctuations, both of high and rising 
prices and low and falling prices, are evils to be avoided, and are injurious in 
their consequences to individuals and classes, the former set being, however, con- 
sidered less injurious than the latter. Whatever that may be, it is undeniable 
that both are evils to be shunned, and that the maintenance of a stable level of 
internal prices in all countries — stable not in a static but dynamic sense is 
greatly beneficial to human progress and welfare, inasmuch as it guarantees 
certainty and confidence fn our economic relations. 

3. So far as external stability is concerned, this is equally essential for the 
progress of a country’s trade with the outside world. The importance of this is 
very great in the case of countries which have large foreign trade and extensive 
financial interests or obligations outside themselves. So far as India is concerned, 
not only does she have foreign trade of huge dimensions, but she has to make 
large pa 3 nnents annually abroad. The Home Charges of the Government, and the 
interest payable on sterling loans, and profits of foreign capital invested in the 
country all amount to a good deal. Not having capital enough for her industrial 
development the country has to import a large capital from abroad, and this 
means a permanent addition to the annual remittances. Except on the basis of a 
stable exdbange the Government cannot balance its budget here. Without it, 
budget-making is reduced to mere speculation. The Finance Member will have 
only to adopt what may be called a budget rate of exchange in order to calculate 
the probable gain or loss through exchange for the coming year, unless the rate of 
exchange has ^en fixed. If the average market rate for the year should deviate 
widely from his estimated budget rate he may be surprised at the end of the year 
either with an unexpected large surplus or an unexpected large deficit, as the case 
may be. So long as the Government requires to make large foreign payments 
this uncertainty must remain unless exchange is steady. In this country, on 
account of the large foreign remittances that the Government has annually to 
make abroad, a balanced budget will be impossible without stability of exchange. 
Further, such stability to the extent to which it influences the internal prices of 
those goods which enter into international trade has also a sympathetic influence 
on the stability of internal prices. “ By stimulating or restraining exports and 
by determining the prices which must be paid for imports the exchange rate has 
a considerable influence on home prices.” (Mr. J. R. Bellerby, in the Economic 
Journal, 1925,” page 272.) Stability of exchange is not, as Mr. Keynes would 
seem to think, a mere “ convenience which adds to the efficiency and prosperity 
of those who are engaged in foreign trade.” (“ Tract on Monetary Reform,’’ 
page 155.) Instability of exchange results in a worsening of the trade of a 
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country through the want of confidence it creates on account of the uncertainties 
and risks involved. As the Finance Member put it : “ Exchange fluctuations 
introduce into business an additional and extraneous risk which leads almost 
inevitably to a diminution in the volume of trade; even when they are of moderate 
extent (they) have a deeply disturbing effect. In business the breath of life is 
confidence. And what is required for confidence is certainty. In this matter of 
exchange nothing short of certainty is of any use.” (Address to the Associated 
Chambers of Commerce, Bombay, 4th December, 1923.) From the point of view 
of the nation as a whole, a high or rising exchange has a more injurious con- 
seouence for her industries and trade than a low or falling exchange. Further, 
it enables foreigners to carry away unperceived the resources of the country by 
paying a lower price in terms of the country’s internal currency. So far as India 
IS concerned, the high exchange has been disadvantageous to the “ unsheltered ” 
industries of the country by keeping “ unsheltered ” prices low. But it has been 
of advantage to Government in enabling her remittances abroad to be made on 
advantageous terms and in keeping her internal rupee expenditure from 
increasing. And it has also lightened the burden on those who have had to make 
fixed money payments abroad. As Mr. F. H. Lucas, of the India Office, observed, it 
has also probably saved the country from the worst effects of credit inflation result- 
ing from the methods of war finance followed in France, Germany, Russia, and 
Great Britain, and enabled her to avoid assuming a greater share of the burden 
of the "War than she has done. But its effect, though temporary, has been to 
stimulate imports and serve as a bounty on them, while discouraging and checking 
exports. Again, those foreigners who have invested capital in Indian industries 
not on i^ed money rates of interest payable in terms of sterling or other foreign 
currency, as in the case of the sterling loans of (government, but for rupee profits, 
have been gaining a good deal by conversion of their rupee profits into sterling on 
account of the nigh exchange rates that have prevailed. The agricultural 
producers of the country have also suffered on account of the tendency of the high 
exchange to discourage the exports of their agricultural produce by getting them 
lower rupee values. But their suffering has not been a loss to the country as a 
whole, as the poorer classes, including the millions of agricultural labourers, are 
beneficially interested in the checking of the export of the country’s food products, 
and thus cheapening the same within the country. 

4. It is true that every variation in the exchanges has only a temporary and 
transitory effect, and ultimately leads to readjustment ’by setting the necessary 
forces in motion. But these are only tendencies. The purchasing power parity 
never gets restored to its original position of equilibrium. Meanwhile, however, 
a good deal of mischief is done. In this country Government comes into play. 
By its policy of reverse councils it has prevented the fall of exchange to the extent 
it otherwise would, and has maintained for its own advantage the rate of 
exchange at Is. 6^. But for Government manipulation the rate would almost 
certainly have fallen to Is. ., or even lower. 

5', In view of the suggestion I propose to make below it is, however, unneces- 
sary to discuss about the exchange value of the rupee any further. It is sufficient 
to mention that stability of exchange or facilities for automatic adjustment of it 
will be greatly beneficial to any country that has a fair extent of international 
trade. 

6. So far as our own country is concerned, the position is that the rupee stan- 
dard has so far failed to achieve external stability, and with regard to internal 
stability nobody ever cared' to trouble himself about it until now. The manipula- 
tions and tricks of the Government for restoring external stability have also been 
so far unsuccessful, not because they were in Iffiemselves wrong or misplaced — a 
good many people in the country think that the Government were motived by other 
than Indian considerations, and therefore failed — but because the standard of 
value , the rupee, which the Government has persisted in maintaining, is funda- 
mentally defective. Unless the standard itself is changed healthy reform is not 
possible of achievement. All the actions of the Government have been at best mere 
palliatives and not cures of the ills. The fundamental defect of the system is 
that the currency unit, the rupee, is entirely unsexed, being linked neither to gold 
nor to silver. ITiat is to say, India has now neither a gold rupee nor a silver 
rupee. It has only an inconvertible currency, consisting of notes printed on 
silver and notes printed on paper (each, however, convertible into the other), and 
the value of the imit being appreciably determined by the policy of Government, 
not with reference to any principle of automatic regulation, but at its own will 
and pleasure, and to suit what it cdnsiders or imagines to be financially necessary. 
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Whatever may be the motive of Government in its present policy — I for one am 
unwilling to suspect it in the least — it must be admitted that Government is as 
likely as any other human agency to go wrong. If we examine its currency policy 
during the past five or six years we cannot shut our eyes to the hard fact that it 
went hopelessly wrong from beginning to end — in the fixing of the 2^. rate, in its 
ruinous policy of selling reverse councils, in its deflating the internal currency by 
bringing about a diminulsion in the volume in active circulation, and actively 
preventing the return of the purchasing power parity of the rupee to its natural 
point under steadying world conditions. The existing currency policy of the 
Government is really lamentable. The system has no elasticity or principle. It 
is regulated neither with reference to the condition of trade balances nor with 
reference to the general level of internal prices. Both the gold exchange 
standard reserve, which was sought to be maintained out of the profits derived 
from the issue of silver rupees, and the paper currency reserve, which is held 
against the issue of notes, have no relation whatever to the extent of the possible 
international obligations which the country might at any time be called on to 
discharge on account of her foreign trade, except that to alleviate seasonal 
demands, paper notes to the extent of 6 crores of rupees are authorised to be 
issued against short-term biUs by Section 20 of the Paper Currency Act of 1923. 
The result is that we have in this country an utterly unscientific currency system, 
inelastic in its operation and inadequate for its purposes. 

7. The remedy for the currency ills of the country is to be found not in a mere 
change of policy with regard to the issue of currency for internal circulation oi 
the regulation of its external exchange value, but in bringing about a radical 
change in the standard of value itself, and helping the way to the establishment 
of an automatic system of currency. I do not mean to say that an automatic 
system is the ideal system to be aimed at for all time to come, but that it is the 
safest under present world conditions. The goal towards which the whole 
civilised world has been moving is a more or less automatic gold standard. The 
Finance Member, in his address to the Associated Chambers of Commerce, 
Bombay (already referred to), recognised and endorsed this fact. The resolution 
of the Genoa Conference was emph^atically in favour of the “ adoption of a gold 
standard by all coxmtries that can, all the countries that hope to have sound 
currency at all.” Even Mr. Keynes, the most ardent advocate of a scientific 
system of “ managed ” currency, wrote in the Manchester Guardian Recon- 
struction Number of 20th April 1922, that he could find ” no other solution of 
stabilisation (international exchange stabilisation that is) except the traditional 
solution, namely, the gold standard in as many countries as possible.” 

8. The time is also now pipe and opportune for the adoption of the gold sta,n- 
dard in India at the present moment. World conditions, includii^ those of India, 
have now passed the chaotic stage of wild exchange fluctuations and become fairly 
steadied. The country with and through which India has been mainly dealing in 
her international trade, namely, England has now solved the problem of her 
currency by passing the Gold Standard Act, and restoring sterling to gold parity. 
So that the problem as to whether we should stabilise our currency with sterling 
or with gold has now disappeared. It is always safe and good for this country 
to move with the country with which she is mostly to transact all her foreign 
exchanges. Further, the two other main countries with which India has to deal, 
viz., UTS.A. and Japan, are also having a gold standard. The simplest and 
safest method, therefore, of solving the problem of Indian currency and exchange 
is tlirougli the Sbdoption of 9* gold. st8jiid8>rd in this conntrjr 8.1so, ^ Sncli solution 
is greatly facilitated by the circumstance that the commodity price of gold is now 
far lower than what it was in pre-war times, so that the establishment of an 
adequate gold reserve for our currency purposes is now easily achievable. It will 
be seen that the cheapness of gold has greatly facilitated England’s return to a 
gold standard, easily and quickly. When the whole world, at any rate, that 
portion of it which counts, is in favour of a gold standard, and has recognised it 
as the most stable medium for international payments; to adopt or stick to any 
other standard will be a solitary eccentricity. It is always safe to move in the 
generally recognised path, and adopt what the general world has considered to 
be the best and most reliable standard of value. So far as this counti^ is 
concerned, the gold standard is eminently desirable for the following additional 

reasons. 

(i) In the first place, it provides for the automatic, at any rate, a principled, 
expansion or contraction of the currency, and enables the volu^ in circulation to 
adjust itself to trade requiremente. It helps a great deal to do without a purely 
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‘ ‘ managed ’ ’ system, which requires expert knowledge and skill on the part of 
financiers who are too wanting in that commodity, not only here, but in ail parts 
of the world, to be safely entrusted with the task. And more than that, it will 
I'emove here and now the lurking suspicion entertained against the Government 
that they are managing and directing the current policy of the country more in 
the interests of Great Britain than of India. Whether this suspicion has any 
basis or not, it is very desirable that the Government* should try to keep itself 
above such reproach. Within the last four or five years the currency and exchange 
policy of the Government, including the sale of gold from its gold standard 
reserve — even though it is quite certain that Government acted with the best of 
motives — ^has lent support to the suspicion. Under these circumstances the aim 
of reform in this country, at any rate, for the immediate future, must be the 
establishment of a more or less automatic gold standard, leaving little scope for 
Government manipulation in an arbitrary fashion. 

(ii) The difficulties regarding the rate of exchange with the other gold 
standard countries, under which we have been labouring under the present 
system, will automatically disappear with the adoption of a gold standard. 
t)uring past years, the eccentric Eupee Standard, inconvertible within the 
country and unacceptable for international payments, has been the main cause of 
our exchange troubles; and the sham and spurious gold exchange standard of 
the Government regulated not with reference to the volume of the coimtry’s inter- 
national trade indebtedness, but built up on an inadequate and unprincipled 
reserve maintained out of the fluctuating profits of its rupee coinage, failed 
miserably when silver prices ran high. The currency and exchange troubles 
of India in the past have been due, not to world causes, but to governmental 
infliction. The only escape from such infliction is the adoption of a gold 
standard which, whatever its defects, will certainly solve the exchange difficul- 
ties of the country, by providing automatic correctives by means of gold payments, 
for variations in the net balance of our international indebtedness. By its free 
flow, gold wiU be in a position to maintain such a distributioai of itself as to 
preserve everywhere a fairly imiform level of prices in terms of gold (making 
due allowance for transport charges, etc.) and keep the exchange rates stable 
within the narrow limits of the gold points. The capacity of a gold standard to 
give complete stability of exchange will be evident from the following passage: 
“ If both currencies in question (internal and external) are stabilised in relation 
to gold, all individual valuations take a simple form. The reason is that gold 
can be used for paying debts, for buying commodities, and for investing capital 
in any part of the world. It has an international value-in-use. Any demander, 
thereiore, who is buying foreign money redeemable against gold will be able to 
confine himself to a calculation of its ratio to the value of gold. In this simplifi- 
cation of the valuations will be foimd the chief argument for an international 
system of gold standards.” (Economic Journal, 1925, page 231.) Of course, it 
may be stated that this method of adjusting international obligations by the flow 
of gold from one country to another and thus restoring the equilibrium of price 
levels is essentially a pre-war method which on account of its slowness of working 
would not be capable of dealing with such large and sudden divergencies between 
the price levels of different countries, as have occurred recently. It must be 
admitted that the process of restoring exchange equilibrium through gold move- 
ments takes a longish time to work itself out as will be evident from the following 
passage in Mr. Keynes’s book (A Tract on Monetary Eeform, pages 159 and 160) 
where its working under the pre-war regime is thus described : — ‘ ‘ If gold flowed 
out of the country’s central reserves, this modified discount policy and the 
creation of credit, thus affecting the demand for, and hence the price of, the 
class of goods most sensitive to the ease of credit, and gradually, through the price 
of these goods spreading its influence to the prices of goods generally, including 
those which enter into international trade, until at the new level of prices foreign 
goods b^an to look clear at home and domestic goods cheap abroad, and the 
advei^ balance was redressed.” As this method of operation would take months 
to bring about a state of equilibrium in the balance of international payments, 
and as, under the post-war r^ime fluctuations have been sudden and violent it 
is argued that the employment of gold may not help us much in quickly adjusting 
our- international accounts under present conditions. But then world conditions 
tiow become stabilised enough through the return of a good many countries 
to the gold St^dard, for us not to expect any more such rapid and violent 
fiucti^tions in the exchanges requiring a Quick reaction for the maintenance of 
ecmilibrium as- were experienced before. Further,, under' the post-war regime 
when gold was not available for use, a system Has developed of necessity, under 
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wliicli international obligations are almost wholly adjusted by simple changes 
of titles to money, and with little gold movements. As the iiight Honourable 
R. McKenna pointed out in his presidential speech at the general meeting of 
the Midland Bank, Ltd., on 21st May, 1924 : “ Beople often talk of money going 
abroad or of foreign money coming here, but as a fact when gold is not in use, 
money is incapable of migration. The title to money may change. An individual 
may sell his sterling to an American for dollars but the American will then own 
the sterling in England and the Englishman the dollars in the United States. 
If there is pressure to sell sterling, the exchange value of the pound will be 
lowered, and temporarily the burden of British payments in America will be 
increased. But the change of ownership does not remove the money which 
necessarily remains and can only be expended where it was created. No exchange 
transaction, no purchase or sale of securities, no import of foreign goods or export 
of our own, can take money out of the country or bring it here.” This passage 
does not, however, explain the rapid and powerful manner in which the post-war 
method has been shown to work, by Mr. Keynes, in his book already referred to 
(pages 160-161). This is what Mr. Keynes says : “ If at the existing rate of 
exchange the amount of sterling offered in the exchange market during the course 
of the morning exceeds the amovmt of dollars offered, there is no gold available 
for export at a fixed price to bridge the gulf. Consequently the dollar rate of 
exchange must move until at the new rate the offerings of each of the two 
cuirencies in exchange for one another exactly balance in amount. But it is 
the inevitable result of this that within half aii hour the relative prices of com- 
modities entering into English-American trade, such as cotton and electrolytic 
copper, have adjusted themselves ac^rdingly. Unless the American prices move 
to meet them half way, the English prices immediately rise correspondent to 
the miovement of the exchange.” This system of rapidly adjusting international 
payments and restoring equilibrium is sure, on account of its obvious convenience, 
to develop fuller in the near future even though the gold standard might have 
been completely restored in all countries and gold made available for inter- 
national adjustments. But even then, as Mr. Keynes himself admits, the fact 
still remains “ that as an ultimate safeguard and as a reserve for sudden require- 
ment no superior medium (to gold) is yet available.” 

(iii) Public opinion in this country is strongly against the existing monetary 
policy of the Government. It is due mainly to political suspicion. That India 
should be flooded with silver rupees, and that, with a smaller silver content, when 
all the leading countries of the world possess gold standards, and that the Govern- 
ment of the country should persist in maintaining this solitary rupee standard 
are factors which induce the people to attribute motives to the Government and 
thus unnecessarily cause estrangement between the people and the Government. 
Popular feeling in India has always been in favour of a gold standard. In spite 
of the fact that as long ago as 1898 the Fowler Committee endorsed such feeling 
and recommended the establishment of a gold standard the Government has witl° 
out any valid or convincing cause, prevented the adoption of such a standard, 
and in its stead been continuing and applauding its spurious gold exchange 
standard, maintained out of the precarious profits of its silver purchases and 
profits of rupee coinage. The breakdown of this gold exchange standard when 
silver prices went high and the declaration of successive Currency Committees 
that ‘the gold standard reserve of the Government did not exist for the trade 
purposes of the country are a plain confession of weakness and failure. If indeed 
India had had a gold standard, the depression of 1920-^ would probably not 
have happened at aU, Further there is a goad deal to be said in favour of 
placating public feeling in regard to currency matters. Whatever may be the 
higher merits of a more scientific standard founded not on any precious metal 
but on an index-number of general prices, the adoption of a gold standard is a 
concession to human weakness and conservative feeling. After all it has worked 
well in the past. 

9. It will be seen from the foregoing that the establishment of a gold stan- 
dard will be the simplest and soundest solution of the currency problem of this 
country. If it should be adopted, and the existing silver rupee made a subsidiary 
unit o^ value at a fixed ratio with the prirjpiple gold standard unit to be chosen, 
all existing difficulties regarding the rate of ^change between the Rupee and Ster- 
ling will automatically disappear, and a good deal of the controversy as to whether 
the rupee should be fixed at the pre-war level of one shilling four pence or at the 
present level of one shilling six pence, will have only an ac^emio interest. The 
adoption of any thing other than a gold standard — either the Rupee Standard 
nr a Silver Standard — will only create complications as to what ^^1 be the rate 
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of exchange between tJie Indian and foreign currencies, and make the chances 
of achievement of a sound system of currency more difficult and remote. As 
silver has been demonetised m almost all countries, further submission to it in 
this country will indefinitely postpone the adoption of a gold standard to a 
distant date, and make it less and less easy to get at it at any future time. Hence 
nnlftsa the present most favourable opportunity is utilised, we may take it that 
the chances of India ever having a gold standard will greatly dimmish, and the 
cost of adopting it at any future time increase enormously. 

10. The adoption of a gold standard does not mean also the keeping of gold 
coins in active circulation. As Mr. Keynes points out, “a perfectly conducted gold 
standard does not require any gold at all.” The employment of gold coins in 
active circulation is., from every sensible poant of view, clearly imdesirable and a 
waste. The one essential requirement of the actual medium of circulation, 
whatever that may be, is that it should be as convenient and economical as 
possible. The use of gold coins involves a wear and tear which is wholly unneces- 
sary and avoidable. Nowhere in the world is there any desire for the use of gold 
for circulation as currency. It may be that, having teen accustomed to the use 
of such coins in the past, people might desire to return to that habit, on account 
of superstition and conservatism. But there is no need for such use of gold in 
any country. In fact in many leading countries the currency habits of the people 
have so completely changed during the last 10 years that they have now become 
practical^ acoustomed to paper currency and bank notes in the place of metallic 
money. It is imintelligible why Indian economists should advocate not a gold 
standard merely, but one with gold coins in active circulation. For example, 
it is difficult to understand the view recently expressed (without argument) by the 
acting Professor of Economics of the Madras University that “ though the ideal 
system of currency arrangement is paper currency backed by gold, India may 
have to reach that ideal state after passing through a stage in which actual gold 
coins form part of the currency in actual circulation.” The reason why this 
intermediate stage should be passed through is left unexplained. The only reason 
so far as I am able to see for the human desire for gold anywhere, is the employ- 
ment of it as a fine precious metal, for social purposes. In Indffi the desire for 
it is solely on account of its usefulness for ornaments and other kindred purposes, 
on account of the attractions of its smell and colour, as Mr. Keynes would put it. 
For example, on account of its cheapness and when there is no gold standard in 
the country at all, the annual import of gold into this country during the past 
three years purely for non-currency purposes, has been enormous, approaching a 
record limit of the value of nearly 74 crores of rupees during the year 1924-25. It 
may also be noted that already when there is no gold currency, India stands next 
to U.S.A. the largest buyers of gold in the London market. This craving for the 
social use of gold as well as the traditional habit of hoarding are detrimental to 
the employment of gold as currency in this country. Coins intended for circu- 
lation will almost certainly go to the melting pot. And there will be in con- 
sequence imperceptible deflation of the currency with all its attendant evils. An 
imaginary argument used to be advanced by the advocates of a gold currency that 
if only mints would be thrown open in India for free coinage, the hoarded accumu- 
lations of centuries as well as large quantity of what has been idly employed 
in jewels and other ornaments will flow to the mints to be issued back as coins. 
There is however absolutely no basis for this hopefulness. Only if we reflect on 
the situation that when gold prices went so high as to raise the price of the 
sovereign to Rs. 19 or so (in 1919-20) what would otherwise be expected as the 
natural human desire, namely, the readiness to sell at a profit the already absorbed 
gold in the market, was totally absent everywhere in the country, and that there 
was on the other hand, a large effective demand for further absorption evep .at 
such high prioes, we shall find that it is beyond all doubt an idle dream to hope for 
the success of gold_ currency in this country. The silver rupee would also go the 
sanm offiy if silver prices ro^ high enough to make the melting of its contents 
profitable. But for the rupee’s intrinsic value being smaller than its purchasing 
^wer, the melting of it for ornaments and other social purposes will have been 
the general rule. In fact, in 1920, when silver prioes rose high, it was found 
advantageous to melt the rupee, and a good many coins actually went to the 
meltmg pot; so that the subsequent deflation of the currency which has been 
wrongly attributed solely to the Government’s withdrawal of a portion of it from 
circul^ion by means of sale of Inverse Councils, was also in fact due, to some 
rate, to ^e diminution in the volume of the currency caused by the 
for the fear that coins would be melted for social 
purposes is that silver and gold except in the form of coins are not easily available 
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to uhe people in the rural parts who naturally take to coins which are ready at 
hand. Only because the rupee contains a smaller silver content it has proved 
successful as currency in the past. It goes a good deal to the credit of the Govern- 
ment which so clearly understood the psychology and habits of the Indian people 
that it considered it necessary for the success of the silver rupee as currency to 
reduce its silver content in terms of its purchasing power. If gold currency should 
at all be used, then the only way in which it can succeed as currency is through 
the adoption of a similar method of issuing gold coins with a face value larger 
than its intrinsic value. That is why we find at least one knowing currency expert 
in this country, Mr. D. P. Khaitan of Calcutta, recommending the issue of gold 
mohurs with a smaller gold content than what their purchasing power may 
procure. Why there should be such a metallic medium at all for currency purposes 
has not however been explained. 

11. If we c^ have a gold standard with paper currency backed by a reserve 
of gold and securities easily convertible into gold, that would be as effective or even 
more, and certainly more convenient and economical than such a standard with 
gold coins in circulation. Besides being kept as reserve against the circulating 
paper currency the further function which I would ascribe to gold in the currency 
system that I propose here, is similar to what Mr. Keynes would give to it in 
England — that it may be stored up in the vaults of the Central Bank “ to be held 
as a war-chest against emergencies and as a means of rapidly correcting the 
influence of a temporarily adverse balance of international payments ” (A Tract 
on Monetary Reform, page 195). And it is even true that, as the same writer 
elsewhere points out (Economic Journal, 1924, page 171) if only “ those who 
manage the credit policies of banks were to acquire sufficient skill in the manage- 
ment of international adjustments no actual gold would be required at all So 
that what I propose for this country is a gold standard, without gold coins being 
issued for active circulation — what some people would prefer to call an automatic 
Currency Exchange Standard. The existing silver rupee may continue in 
circulation as full legal tender but no more fresh silver rupees should be issued on 
account of the wastefulness and risk involved in the purchase of silver and the 
issue of ru^ee coins, especially having regard to the future course of silver prices 
and the solitariness of the policy when silver has been demonetised almost every- 
where. The Government should no longer therefore purchase silver for fresh 
coinage. Further issue of currency should henceforth be in the form of paper 
notes backed by the reserve to the full extent of such issue. As the people of the 
country are familiar with the pound-sterling and the sovereign, the gold standard 
of the country may conveniently be in the terms of the pound-sterling and the 
internal paper currency may issue in denominations of hundred, fifty, ten, five and 
one pounds and ten and five rupees. The rupee may be reduced to the position of 
a subsidiary monetary unit at a fixed ratio of, say, 15 to 1 with the pound-sterling. 
This or any other ratio between the subsidiary unit and the main unit of currency 
will be imimportant for, and have no influence in international trade, and will not 
affect the course of the country’s industry, trade, agriculture, or national finance. 
Both the existing paper currency reserve and the so-called gold standard reserve 
may be consolidated into a single currency exchange reserve pure and simple, 
against the expansion or contraction of which the whole of the internal currency 
and further additions to it should henceforth be regulated. Some patriotic 
economists may desire that instead of slavishly adopting the foreign currency unit 
— the pound sterling — ^we may have a mohur unit of 1 to 10 or any other ratio with 
the rupee. But the weighty argument against this is that our people are already 
very familiar with the pound and the sovereign and not so familiar with the 
historical mohur; so that to familiarise the people with the mohur will be a fresh 
difficulty. Besides this, the adoption of the mohur will involve the fixing of an 
exchange value with the foreign currency units, especially with the pound ^erling 
with and through which our foreign exchanges have largely to be transacted, and 
the fixing of the exchange at any particular rate will unnecessarily create a 
complication which is avoidable under the scheme proposed herein. So our gold 
standard will be in terms of the pound-sterling. Tne paper notes inside the 
country will have to be entirely inconvertible, but be full legal tender. For making 
gold available for social use, import and export of it will have to be left entirely 
free, its value being determined by the market price. ^ 

12. For facilitating international payments the Currency Exchange Reserve 
of the country will have to be kept not only in the prominent commercial centres of 
the country, Bombay and Calcutta, but in those foreign centres through which our 
international trade, is mainly carried on, viz., London, New York, and Yokohama 
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If world conditions are completely steadied, it will be to the great a<^antage of 
'hirSuntry to hold its entire reserve in the form of international stock exchange 
ScLities easily convertible into gold. But under existing conditions it is safer 
to keep the reserve either wholly in the form of gold or partly in that form and 
partly in the shape of liquid securities, as may be determined— though peponaUy 
1 woidd prefer the latter course. In the foreign centres at least 60 per cent, of the 
rese^e wiU have to be kept, while at Bombay and Calcutta the reniammg 40 per 
cent may be kept in equal proportion. If it should be thought that the leserve 
should consist partly of gold and partly of securities, then the question as to what 
shall be the proportion of the gold portion to the total extent of the reserve will 
hs^ve to be determined with due regard to the extent and nature of our inter- 
national transactions. To my mind fifty per cent, may be kept in the form of gold 
bull ion and the remaining fifty per cent, in the form of securities. 

13. The entire currency system of the country should be entrusted to the Im- 
perial Bank which requires to be first converted into a State Bank and a Bankers’ 
Bank. The Bank should have its branches for exchange banking in the three 
foreign centres mentioned above and should be given the monopoly of exchange 
business besides the entire responsibility for the currency system of the country. 
By compelling all the other Banks to have their exchanges settled through 
this Bank its position as a Central Bank will be greatly strengthened. 
The entire exchange transactions of the country may well be carried 
on more or less in the maimer in which the New Zealand Banks 


are at present carrying on. The New Zealand system is described by Mr. 
A. H. Tocker (Economic Journal 1924 page 561) as follows ; — “ Payments from 
New Zealand on international account are made by buying bank drafts or by 
meeting bills at the Banks in New Zealand. In either case debtors discharge their 
debts mainly by cheques on their bank accounts. Their deposits in New Zealand 
are thus diminished. But the bankers who transfer the funds merely pay out in 
London from exchange reserves held there. The payments made for all New 
Zealand imports thus deplete bank deposits (independent of advances) in New 
Zealand, and deplete to an equal extent the bank reserves held in London. On the 
other hand, payments to New Zealand on international account are made in 
London, where debtors again either buy bank drafts or meet their bills. In either 
case funds are paid into the exchange reserves of the London branches of New 
Zealand banks, and the banlcs transfer these funds to the creditors in New Zealand 
simply by crediting the amounts to their deposit accounts. Thus all payments for 
New Zealand exports, visible and invisible, bring increases in bank reserves held 
overseas for exchange purposes, and subsequent corresponding increases in 
deposits (independent of advances) in New Zealand, while all payments for New 
Zealand imports, visible and invisible, similarly diminish to an equal extent both 
bank deposts in New Zealand and bank reserves held overseas. It follows that the 
excess of deposits aver advances in New Zealand (note circulation, etc., remaining 
the same) must vary directly with bank reserves held for exchange purposes 
overseas, and the extent of the variations of both is determined by the net balance 
of international payments.” 

14. Of course this system requires for its successful working the development 
of a credit system which we do not have in India at present India has been an 
essentially currency using country where monetary regulation consists in expand- 
ing and wntracting currency as the Government from time to time thinks best. 
Whereas in New Zealand exchange banking is so highly developed that the foreign 
exchanges are transacted entirely through credit, that is to say, by the automatic 
expansion and contraction of bank deposits and bank reserves to the extent of the 
net balance of international payments. By strengthening the position 
of the State Bank in the manner indicated in this memorandum and by enabling 
the Bank suflaoient liberty of credit expansion in this country to enable it as far 
as possible to provide bank deposits in In^a in exchange for international money 
paid toi it in its foreign centres and suflBLcient liquid resources in sterling or other 
international stock exchange securities to enable it at aU times to provide inter- 
national money _ in the foreign centres against bank deposits and payments of 
currency in India, such a system can be easily developed in this country without 
much trouble or expense. 


I®* Besides doing exchange business, the Bank should be left in entire charge 
K 1 , remittances abroad and empowered to receive all moneys in its 

behalf toth within^^and without the country. The existing system of Government 
treasuries u^y with advantage be adolished and the Bank made a general 
treasurer and custodian of the entire monies of the Government. This will effect 
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a considerable reduction in the expenditure now incurred by the Government in 
maintaining a costly staff for the collection of its revenues and taxes and for 
making disbursements. 

16. Without an ef&cient Central Bank of the kind described above, a proper 
regulation of the currency and exchange system of the country is impossible. The 
Imperial Bank in its existing condition is wholly unfit for the task. At present 
it works only for the profits of its shareholders and has no public responsibility or 
interest, though it is getting all the advantages of Government deposits. It does 
also little or no exchange banking. In order to strengthen the position of the Bank 
it is first essential that its fundamental aim should be changed from private profit 
making to the discharge of a public function. The profits of its shareholders 
should be limited to 8 to 9 per cent., unwilling members being paid off their share 
monies. The profits of the Bank being mainly due to the prestige and power con- 
ferred upon it by Government, and to social causes, there is no rationale in 
permitting the shareholders to enjoy the whole of the booty. 

17. The Bank’s personnel should also be thoroughly changed so as to divert 
its attention more to public than to private interests. The constitution of the 
Federal Reserve Board of the United States of America may be adopted mutatis 
mutandis to suit the conditions of the country. Both ex-officio and other members 
will have to be nominated by Government, with due regard to their expert know- 
ledge of banking. The foreign branches of the Bank should each have an Indian 
as its Secretary or Assistant Secretary. And the Bank should have an Advisory 
committee of experts in London for advising it from time to time in regard to the 
country’s exchange policy. The present Central Board of the Imperial Bank is 
too weak and powerless ior any constructive or originating action. In all broad 
currency policies the Bank should be made to act in close conjunction with the 
Finance Member, as does the Bank of Japan in that country. In this connection 
it appears to me to be of some use if the attention of the Commission is invited to 
certain changes that have been recently effected in the functions and management 
of the Commonwealth Bank of Australia. The Reform Scheme of the Common- 
wealth Bank Bill which was presented before the Australian Parliament in 
June 1924 contains the following among other provisions which, I understand, 
have since been adopted : — 

(1) The appointment of a Board of Directors representing special 
commercial ana industrial interests to control the Bank (previously, control 
was exercised by a Governor appointed by the Government, but acting on 
his own authority). 

(2) The abolition of the Notes Board and the control of the note issue 
by the Bank. 

(3) The strengthening of the Bank by the provision of further capital. 

(4) The granting of power to the Bank Board to fix and publish 
discount rates. 

(6) The provision that the private banks should settle their exchanges 
through the Commonwealth Bank. 

18. If our proposed State Bank should be made to become a Bankers’ Bank 
its discount rates as in the case of the Bank of England and the Australian 
Commonwealth Bank may be usefully employed for determining the country’s 
international exchange position, as well as for regulating credit at home and 
maintaining the stability of internal prices. 

19. Under the existing system of currency in India the volume in circulation 
is dependent not on any principle of automatic regulation or scientific management 
but on the will of the Government. Under the scheme that we are proposing in 
this Memorandum the Bank being given full control over the currency system 
should be made to regulate the volume of internal currency with reference to the 
extent of the trade balances the net expansion or contraction of which (remaining 
after adjustment through the expansion of credit at home, that is, bank deposit^ 
should be made to govern the expansion or contraction of the volume of currency 
Thus when there is a favourable balance, to the extent to which it remains 
unadjusted by means of the creation of credit, i.e., bank deposits, the Currency 
Reserve will increase; and to the extent to which the Reserve increased the 
internal currpcy should be made to increase. This will tend to raise internal 
prices and bring down the balance of trade to equilibrium point. Similarly in the 
event. of an unfavourable balance, to the extent to which it remains unadjusted 
through contraction of bank deposits at home, there will be a flow of internal 
currency into the ba^ and a corresponding depletion of tiie Reserve. This in its 
turn will lower prices in the country and tend to restore equilibrium of the 
trade balance. Of course, there is a special difficulty, in respect of an automatic 
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regulation of tbe currency in this form, because that will ignore the course of the 
internal credit situation, and so long as it does not take into account the credit 
expansion or contraction through local causes, it may fail to ensure the stability 
of internal prices which is sought to be secured by the above-mentioned scheme. 
Mr. Keynes’s restatement of the Quantity Theory in his equation is as follows : — 
n='p {k + rk'). It will be seen that variations in r, and k' may be either wholly or 
partly. independent of variations in n and may exert an influence over p wholly 
unconnected with or uninfluenced by n. Now if from the adjustment of trade 
balances n is made to expand and contract by the automatic issue and withdrawal 
of currency against the expansion and contraction of the Reserve, then it is clear 
that unless r and k', except to the extent of bank deposits created by the Bank in 
its exchange transactions, have been keeping stable in the meantime, there may be 
unexpected variations in p due to local changes in r and k'. For example, a£art 
from any variations in the volume of currency and credit due to the adjustment of 
the foreign accounts, there may be an improvement in the banking habits of the 
people which may cause variations in the internal credit expansion, sufficient 
enough to exert an independent influence over prices. Or it may so happen that 
the industries of the country, especially those whose goods and services do not enter 
into international trade, may develop and cause an expansion of credit in the 
country leading to a rise in prices. Or there may be a depression of such industries 
and a contraction of credit therefore. And again it cannot always be taken for 
granted that the home prices of such goods and services move in the samA direction 
or proportion as those which do. Unless therefore the regulation of the volume 
of currency and credit is determined not merely ysrith reference to the trade balance 
but with due regard also to internal causes effecting the expansion and contraction 
of credit, there may not exist such a stability of internal prices as may be expected 
to result from the automatic regulation. If the whole credit situation is affected 
by the same causes, in the same direction, and to the same extent, then there will 
be no fear of a diversity in its influence on prices. But credit may be both 
cum^atively and diversely affected by independent causes and through play of 
local factor as well as international forces. In such case, if stability ot the price 
level IS to be soured, that is, if the internal currency should be made to h^e a 
stable purchasing power, then the volume of currency and credit should be 
^^lated not automatically with reference to the trade balance alone, but also 
witli due regard' to the expansion and contraction of credit through all causes Tn 
view of the fact that the gtate Bank in our scheme is made a Slers’ bS can 
efficiently control the internal credit situation by means of its Bank rate and 
rediscount policy. Thus with full powers of control over both currfncy aS credR 
exchSge successfully maintain stability of prices as well as stability of 

deserts to be rf of the gold standard 

aeserves to be considered. The objection is that there is no guarantee that o^old 

prmes will in future be stable. It is stated that on account of its present cheapness 
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21. Again assuming one or other of the possibilities to happen, then facilities 
should be provided for regulating and stabilising the world value of gold either 
through international co-O'peration on the part of the Central Banks on the lines 
suggested by the Genoa Conference and strongly advocated by Mr. Hawtrey in his 
book on “ Monetary Reconstruction ”, or by some other device of the State Bank 
being prepared to purchase and sell gold in exchange for securities in its Reserve ; 
or more efficiently by collaboration with the Bank of England between which and 
the Indian State Bank there is certainly greater possibility of effective co-opera- 
tion than between any other Central Banks. As Mr. Hawtrey says it is possible 
that the Federal Reserve Board of the IJ.S.A., whose credit policy has now been 
largely determining the world value of gold will soon have to submit to a gradual 
stifling of their control of credit on account of the process by which their supply 
of gold has been accumulating. As the accumulations are yearly increasing ana 
the earning assets of the Federal Reserve Banks are gradually shrinking, the 
power of the Banks to control and regulate credit stands to the chance of being 
much impaired. If such impairment should happen the dollar must depreciate 
inevitably. And then, as the gold supply of the Central Banks of the leading 
countries is also considerably large, the Federal Reserve Board will not be 
unwiiling to co-operate with the Central Banks in regulating the price of gold. 
If all the leading countries should adopt the gold standard in the same way as 
lye have suggested here, and suspend the free coinage of gold for internal circula- 
tion and regulate the value of gold, each within itself on the basis of an index- 
number of general prices, both stability of prices and stability of exchange are 
easy of achievement. This scheme only means that instead of having a 
“ managed ” currency, we are to have a currency based on gold which is to be 
“ managed ”, that is to say, a “ managed gold standard 

22. Mr. Keynes rightly argues that if in the interests of stability, gold 
requires to be " managed ” in terms of general prices, it becomes a commod.ity 
standard pure and simple, though in a round-about way. Why then should we 
retain* gold is his question. The answer is that it is safer to trust gold tbfl.n to trust 
our financiers, and that the sudden and complete abolition of gold will be a 
violence to popular feeling and prejudice which require to be placated. 


APPENDIX 41. 

Statement submitted by the Marwari Trades Association, Calcutta. 

It is well to begin this Memorandum with a word indicating its scope. Of 
the questions whose right solution is the raison d’etre of the Commission, there 
are two which in importance overshadow all the rest; and to a consideration of 
these, from the point of view of a large and important section of the Indian 
mercantile community, this Note tries to address itself. The first question is 
whether we ought to have a gold standard with a gold currency, and the second 
is, what relation is the rupee to bear to our standard unit ; though, put thus, the 
second is only a corollary of the first. 

2. Twenty-seven years ago, there was a committee of experts, known as the 
Fowler Committee, appointed by the Secretary of State to investigate the position 
and to submit suggestions for the establishment of “ a satisfactory system of 
currency ” in India. Previously to this. His Majesty’s Government, in closing 
the Indian mints to the free coinage of silver, had adopted a policy which had for 
its declared object the establishment of a gold standard in India. The Fowler 
Committee endorsed the Government’s decision in favour of a gold standard, 
but at the same time they recorded it as their considered opinion that the only 
way to make effective the policy adopted in 1893, was to give India a gold 
standard with a gold currency. Schemes had been propo^d for establishing a 
gold standard without a gold currency, but the Committee, after giving them its 
best consideration, was unable to recommend any one of them as either a per- 
manent or a provisional measure. They recommended the throwing open of 
Indian mints to the unrestricted coinage of gold, as the only way in their view 
of the effective establishment of a gdld standard, was to base it on the “ free 
inflow and outflow of gold.” The Committee’s recommendations were accepted 
by the (^vernment, and yet, after the lapse of more than a quarter of a century, 
we are as far off as ever from having what the Committee said we ought to have 
and the Government said we were going to have. 

3. It is true that the Fowler Committee had recommended the coinage of the 
British sovereign, and the British Treasury would not let this ^ done on any 

66698 u 
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terms whatsoever, but that the difflculties raised by their hostility were msur- 
Suntable it is hard to believe. Whatever that might be it wim decided m 1903 
to drop the idea of the Bombay branch of the ^yal Mmt The question was 
revived in the Imperial Legislative Council eight years later, and m 1912 the 
Government of India addressed the Secretary of State, submitting proposals for 
the coinage of sovereigns at Bombay. But just when it seemed hkely that some- 
thing at long last was about to be done we had the Chamberlairi Commission, and 
the whole matter was left open pending its recommendations. That Commission, 
as is well known, spoke disparagingly of all efforts to encourage the circidation 
of gold as currency, the existing system in their view being admirab^ adapted 
to the needs of a country like India. At the same time, they had no objection to 
the establishment of a gold mint in India, provided Indian sentiment genuinely 
desired it and provided the coinage was of the sovereign or half-sovereign. Their 
recommendations were under the consideration of the Government of India when 
the War came, and it was decided to postpone action until the return of normal 
conditions. The situation created by the War led to arrangement being made 
for gold coinage in 1918, but the arrangement was only temporary, and the 
coinage was subsequently suspended. After this we had the Babington-Smith 
Committee, which had nothing difierent to say from the Chamberlain Commission 
as to the desirability of an extended use of gold currency in India. But the 
prevailing high price of silver, coupled with the necessity of ensuring confidence 
in the note issue, led them to recommend the reopening of the Bombay branch of 
the Royal Mint, where facilities should be afforded to the public for the coinage 
of gold bullion. Even this was never given effect to. ’Such in brief is the 
chequered history of the proposal to supplement the gold standard with a gold 


currency. 

4. A half-hearted policy on the part of Government, and perverted reasoning 
on the part of its advisers, have defeated the intention of the Fowler Committee 
from being realised in fact. And yet, if Government is anxious to carry, public 
opinion with it in the initiation of measures that it may decide upon to better the 
currency situation, it must see that the recommendation of 1898 is given effect 
to without any further loss of time. It will not do to say that the Government 
has all along meant well, and that it has been moving steadfastly in the direction 
indicated in the Fowler Committee’s report. All the time that Government has 
been sitting on the fence and postponing action the conviction has been gaining 
groimd that it was not actuated by the best of motives in the matter, and imder 
one pretext or another was simply trying to keep the country for ever deprived 
of what it was legitimately entitled to. The policy followed since 1905 of selling 
Coimcil bills so as to divert the stream of gold from its natural course has lent 
support to the popular faith. The ideal has never been officially forsaken; we 
have all along been told that the culmination of the policy that was being pursued 
^as the establishment of a true gold currency as the basis of a gold standard, but 
apart from such assurances there has been no tangible proof offered by Govern- 
ment that they were moving, or were really anxious to move, towards that goal. 

5. It is not that the question is merely one of aski ng the Government to fulfil 
past promises, irrespective of any good that their f uL&hnent in the present circum- 
stances might be likely to yield. We ask for a true gold standard because we 
toow full well the extent to which the so-called exchange standard can lend 
itself to manipulation, and the harm that such manipulation can spell to the 
e^nomio interests of the ooimtry as a whole. The system has become weU- 
nigh intolerable, and the only -reason why it stays is official obduracy or supine- 
ness, which will not realise the need of the situation and replace it by another. 
We have as a result of the prevailing system two standards, so to say : a standard 
d& jure and a st^dard de facta, and since the legal worth of the standard de 
facto is so much in excess of its intrinsic worth, people are bound to regard with 
increasing suspicion a policy which compels them to receive it as the equivalent 
of about 50 per cent, more than its real value. The only way of eliminating all 
chance of official “ management ” to the gain of either one section of the com- 
munity or another, end of restoring the confidence of the people where it' has been 
slm^ and of retaining it for all time in the future, is to give them a gold 
standard with an actual gold currency and with rupees as only subsidiary coins. 
To succeed for any long time in maintaining a currency whose legal and real 
values are so widely different is tantamount to gambling on the ignorance of the 
people; but since India is becoming more enlightened every day, even that 
ignorance cannot help matters much or long. 
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(1 We condemn the gold exchange standard on the grounds that it is liable to 
be tampered with dangerous ease, and that it is bound to be viewed with 
increasing dissatisfaction likely at any moment to endanger its very existence. 
And on the very same ground we advocate a gold standard with a gold currency. 
Had there been a gold standard in the past we would never have a deliberately 
appreciated exchange at l5. Qd. to-day when England has already returned to 
the gold standard. We advocate a gold currency not because we want the gold 
coins to take the place of notes or rupees — ^we would have as much gold as possible 
in the treasury rather than in the pockets of the people — ^but because any scheme 
of a gold standard without a gold currency is to our mind a meaningless proposal 
which can at its best inspire no confidence in the minds of those whose needs it 
would serve. The gold currency is but a means to an end, and the end in this 
case is the maintenanoe of a standard which will brook of no tampering, and 
which will be able to stand every strain put upon it. We want the gold currency 
as the visible symbol of a gold standard, so that while, on the one hand, it would 
inspire confidence in the minds of the people as to the reality of the thing, it 
would, on the other, act as a safeguard against that standard being tampered 
with either one way or the other. 

7. We, therefore, suggest that India should have a gold standard, with its 
logical consequence of a gold currency. We propose a gold mohur of the same fine- 
ness and weight as the British sovereign, with rupees serving the function of sub- 
sidiary coins at the ratio of 15=1. Rupees might retain their character of 
unlimited legal tender for the present, but after the gold standard has been 
effectively established the amount should, in our opinion, be limited to Rs. 100. 
We do not forget that a 10-rupee mohur would be a more convenient coin for 
purposes of calculation, but we cannot ignore the difficulties which the Govern- 
ment may have to face in finding sufficient gold for backing the note ifesue, and 
meeting the demand for conversion of rupees into mohurs. We would, therefore, 
have for the present a 15-rupee mohur, which will offer less attraction for purposes 
of absorption. But after a time, when the gold position is firmly secured. 
Government can even introduce 10-rupee and at a later period 5-rupee mohurs. 
The difficulties of calculation might be overcome if we call the 15-rupee mohur 
a one-and-a-half mohur and the 10 and 5-rupee mohurs, one and half mohurs 
respectively. 

8. We s hall now deal with the difficulties in the way of an immediate 
establishment of a gold standard with a gold currency.. While we do recognise the 
difiaculties we do not wish to give them undue significance. Put briefly, they 
would appear to be the following : — 

1. The obtaining of a large quantity of gold required to replace a 
portion of silver in the paper currency reserve and to meet the demand for 

conversion. , . , 

2. The necessity of finding the money for purchasing the requisite 



The probable consequence of a large purchase of gold on the world 


4. The loss caused to Government by feales of silver and cessation of 
further silver coinage, and the loss of interest on the capital put into gold 
required for the a^ve-mentioned purposes. 

9 We s h a ll take up the question of finding the requisite gold first. We have 
to consider what quantity of gold will be reasonably si^cient to justify us in 
iftTnbfl.fkin g on the policy outlined in this scheme. This means estimating the 
volume of demand for mohurs in exchange for rupees or notes. Now the probable 
demand for conversion would seem to fall under three ^heads . 

1. Demand for melting the coins for making ornaments, etc. 

2. Demand for hoarding purposes. 

3. Demand for circulation as currency. 


10 It is a very hard task, if not an impossible one, to gauge the probable 
demand for mohurs under the three heads, but knowing as we do the extent of the 
demand for sovereigns in the pre-War period, we might venture upon a guess 
which we hope will not be far wrong. We will first of all deal vsuth the demand 
likely to arise from the melting of sovereigns. The petty purchasers natur^ly will 
find it more convenient to purchase mohurs for making their ornaments rather than 
purchase a small lot of gold from the retail shops, and thus there is bound to be a 
instant demand from this source at the treasury. But since this outflow of 
mohurs from the treasury will be similar to an outflow from the shop of the retail 
dealer, this cannot be treated either as an extra demand for gold or a replacing 
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of notes or rupees. To the extent that gold is taken by the petty purchaser from 
the currency, the demand is lessened elsewhere, and no extra effect produced on 
the gold market. There is a certain amount of consumption of precious metals in 
Tnfiifl. which varies according to a good or bad season. This gold is not hoarded, 
but consumed in the sense that it is made into ornaments for use. In India it is 
a fashion for the ladies and in some provinces for men to wear ornamentfs made 
out of gold. The requirement will have to be met whether the supply comes 
through the private importers or through the currency office. Such demand, 
therefore, as is caused by the melting of gold mohurs should not be treated as an 
extra demand, and can have no effect either on the market or on the circulation of 
the notes or of rupees. We next come to the demand created by those who' have been 
hoarding rupee coins up to now, and who now .wish to convert their rupee hoards 
into gold. The story of hoards like that of the rope trick has been repeated time 
and again by men who pretend to know things about India which we Indians, 
who live, move, and have our being in India, know nothing about. If any one 
means by hoards a large amount of precious metals consumed every year in 
m airing ornaments, which is a fashion in India, and which can have no effect on 
the conversion of silver coins into gold, it ijs all right. But when it is suggested 
that there is a large amount of coins hoarded with the poor of this country, which 
may at any time come back to the currency office to seek conversion into mohurs, 
then one only feels amused at the ignorance displayed. India in the first is a very 
poor country. One-fourth of its population barely gets sufficient to secure the 
necessaries of life. Those .who are a little better O'ff and can spare some money 
will first of all like to put it into either building a pucka house (as most of the 
cultivators in India have got kutoha houses), purchasing cattle or land, and 
last of all making ornaments. We know of the Indian cultivator as a debtor to 
t!^ Baniya, and paying as high an interest as 24 per cent. It is improbable that 
a man would be paying as high an interest as 24 per cent, on the one hand and 
hoarding treasure on the other. The Baniya, who is a sort of a banker to the 
agriculturist population, is too shrewd to put his money -under earth in an 
unproductive maimer. We must, therefore, not give too much importance to the 
theory of “hoards.” So far as the Indian States are concerned, most of them 
have got their wealth invested in industrial enterprises. Excepting the Nizam, 
we do not know of any State having any large capital uninvested at its disposal. 
Even if we admit the fact of hoarding to a small extent among the poor class of 
India, we think that a mohur of a denomination of Bs. 15 will not be a very 
attractive form for hoarding purposes. However, for all practical purposes we 
must be prepared to face a demand for mohurs in exchange for rupees arising 
from the headers, and also from the use of the mohur as the medium of daily 
transactions. What the demand could be is so difficult to estimate, but we think 
that we can seek enlightenment from past history and from the statistics of the 
total silver coins in circulation at present. If we take the figures from the year 
1901-02 to 1912 r - 13 , we find that during a period of 12 years India did not absorb 
more than £ 60 , 000,000 (sixty millions) of sovereigns, or an average of £ 5 , 000,000 
(five millions) per year. Calculated at Rs. 15 to a sovereign the total absorption 
comes to rupees 90 crores worth of gold coins or rupees 7 ^ crores worth of 
sovereigns per year. This absorption is not such as to frighten the Government. 
True that the times have much changed since then. But it should not be forgotten 
that Government under the old regime of the gold exchange standard was not 
bound to supply sovereigns in exchange for rupees. People knew very well that 
if it did not suit them the Government could at any time refuse to issue sovereigns 
against rupees, and yet they did not absorb more than rupees 90 crores during a 
period of 12 years. And even of this a large part was for melting purposes, which 
could only be called a diversion of business from' the retail shopkeeper to the currency 
office. It would not be unreasonable to think, -therefore, that when Government 
would be bound to supply gold coins in exchange for silver notes people will have 
more confidence, and will not rush to currency office to get their silver converted 
into gold. It would be useful also to note here that at the end of the last century, 
most of the European countries in imitation of the English currency isystem 
introduced a gold currency, and found that it could not successfully compete with 
the paper currency. The fact that in India most of the business transacted is in 
very small amounts should be a sufficient guarantee against undue absorption of 
the gold coin. Moreover, what people were like in European coxmtries at the end 
of the last century, people in India are beginning to be like to-day 
after 60 yfeafs. The fact that the one-rupee notes became so popular in a very 
short time should be a sufficient proof to show how people here are getting accus- 
tomed to the paper currency, and we see no justification for fearing any undue 
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strain on tl^ currency in meeting the demand for gold coins. 'We think gold 
mohurs to the extent of 45 crores of rupees will be quite sufficient to meet the 
abovementioned demand, and adding to it the amount of about 65 crores required, 
as explained, later on, for augmenting the gold portion of the paper currency 
re^rye, we think that gold bf the value of about 110 crores should be quite 
sufficient to warrant our embarking on the policy advocated. 

The question henceforth resolves itself into one of devising means for 
obtaining a supply of rupees 110 crores worth of gold. Let us see if we could tap 
some of the already existing sources. W e have first of all the gold standard reserve, 
which contains £40 millions gold, or converted at Is. 4:d. exchange 60 crores of 
rupees. The paper currency reserve had on 15th October 1925, as against a total 
note i^ue of 190'52 crores, a backing of 43'32 crores in gold and sterling securi- 
ties, of 57T1 crores in Indian securities, and of 90 09 crores in silver coin and 
bullion. The gold bullion and sterling securities have been calculated here at 
2s. exchange, but if calculated at Is. 4^?. they show an increase in the value of 
21'66 crores. The amount of this increase, added to the amount in the gold 
standard re^rve, makejs a total of 81.66 crores gold available, as against the 110 
crores required for our purpose. Then we have about 90 cores of silver in the 
reserve, out of which we propose the selling of about 40 crores to provide us the 
necessary gold tO' complete a total of 110 crores. A gold standard can have no 
meaning if the note issue is backed largely by (silver and Indian securities, which 
cannot be converted into gold in time of emergency. Moreover, we think that 
after the establishment of a gold standard with a gold currency it would be simply 
a waste of resources to have a subsidiary coin made from a precious metal. One- 
rupee notes had attained quite a good popularity, and we would favour their 
reintroduction under the new regime, though the issue of fresh currency in the 
shape of one-rupee notee should be undertaken only after the silver rupees in 
Government reserves had found their way into circulation. We consider it 
wasteful to keep money locked up in silver to the present extent, and we recom- 
mend that a portion of the silver in the currency reserve be sold off and replaced 
by gold. It is not quite possible to say what amount exactly could be realised by 
such sale, but asisuming that this portion is mostly in silver coin we do recognise 
that it would cause a big loss. The mere giving up on the part of the Government 
of India of the policy of minting silver rupees, will be sufficient in any case to 
cause a serious drop in the price of silver, and when to this is added the necessity 
of disposing of a large portion of the stock of silver in the currency reserve it is 
likely to depress the market further. We think that the depression could be 
counteracted to a considerable extent by imposing an import duty on silver at the 
rate of 4 annas per oz. The lowering of exchange to Is. 4<f. would also be giving a 
substantial protection to the silver market. If both these factors have full effect 
on the market, the price might rise by Rs. 20 per 100 tolas. But we do not thirds 
that these will have their full effect. In spite of the remedies suggested, there- 
fore, there is bound to be a loss from silver sales, though it is difficult to say what 
this losls will amount to. All the same, we think that India would rather face 
this loss than tolerate the constant invisible taxation imposed upon it by a debased 
currency, the legal .worth of which, as we have already stated, stands so much 
aboye its intrinsic worth. We think that three years would be quite a sufficient 
period within which the proposed silver rate might be gradually effected in India 
itself after the imposition of the proposed import duty and the bringing of 
exchange to its original level of Is. 4(f. We have stated above that a supply of 
110 crores worth of gold would be quite sufficient to justify us in embarMng 
on the new policy, and we have indicated how the gold standard reserve and the 
gold and sterling securities portion of the paper currency reserve might be made 
to yield us a supply of about 82 crores out of this. We have also suggested the 
sale of a portion of the silver in the paper currency reserve; and, although we 
cannot accurately estimate the amount to be realised from the sale, we can safely 
predict that these measures between themselves will enable us to obtain the 
necessary amount of gold. 

12. The composition of the paper currency reserve on 15th October, 1925, 
was as follows : — 

Crores. 

43-32 Gold and sterling s^urities. 

90-09 Silver coin and bullion. 

57T1 Indian securities. 


190-62 
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13. This on the revaluation of the gold and sterling securities at £1 - Rs. 15 
would stand as under : — 

Crores. 

64-98 Gold and sterling (securities. 

90-09 Silver coin and bulli-on. 

57-11 Indian securities. 

212-18 

14. To this is to be added rupees 15 crores brought from the gold standard 
reserve after providing from it the 45 crores required for conversion of rupees, 
so that we get a backing in the paper currency reserve of 227-18 crores, as against 
a total note isisue of 190-52 crores. The increase in the value of gold and sterling 
securities, and the bringing over of Es. 15 crores from the gold standard reserve, 
have between themselves made an addition of 37 crores, and we require about 
28 crores more to make up the 65 crores which we would see added to the amount 
of gold in the paper currency reserve. For this we propose the selling of 40 
crores of (silver out of the 90 crores, which may be estimated to give us about 30 
crores of gold. The position would thus stand in round figures something as 
under : — 


Crores. 

66 

16 

30 

Gold and sterling securities. 

Brought from the gold standard reserve. 

Gold provided by the sale of 40 crores of silver. 

no 

Crores in gold. 

Crores. 

no 

50 

57 

Gold (brought over from above). 

Silver coin and bullion. 

Indian securities. 

Total 217 



16. The excess over 190-52 crores may be utilised towards cancelling the 
“ created ” securities; and we may thus haye a composition of the paper currency 
reserve, more than 58 per cent, of which will be in gold, as strong a position as it 
might be desirable for our purposes to have. 

16. We have estimated the amount of gold necjessary to warrant the realisa- 
tion of the proposed scheme, and we have indicated the ways and means to secure 
that amount. TVe now proceed to a consideration of the question of securing 
ihe neces^y supply, and of the effect, if any of our purchases on the level of the 
world prices. 

17. India has of late been importing a large quantity of precious metals. 
The following figures will be found interesting in this connection : — 


Gold Imports. Silver Imports. 

19^-20 Rs. 36,33,p3,000 Rs. 29,22,88,000 

» 2,10,82,000 „ 6,48,401,000 

}921-^ „ 2,86,46,000 „ 16,09,62,000 

1922-^ „ 41,19,08,000 „ 18,35;47,000 

J®23-^ „ 29,18,64,000 „ 18,69,80,000 

1924-25 ... ... „ 76,77,50,000 „ 30,07,41,000 

Sharing war-time the scarcity of the precious metals kept India 
practi^lty starved of them. The huge imports of 1919-20 are due to the fact that 
India had stained during the war and she was eager now to make up for her past 
stervation. 1922-23-24 saw very good monsoons. This added to the cheap rates 
of gold and silver compared with those of war days and the fall in gold rates 
consequ^t on a nigh exchange have contributed to the very huge * imports of 
r^ent times. We think, in fact, that recently India has imported more gold 
than ^e could possibly (Mnsume. A price of Rs. 21 per tola of gold is, a most 
attractive rate to an Indian who cannot remember ha-ving seen this pricje for a 

surprising if Indian speculators imported' 
of realising Mgher prices later on. When 
^ai^w^ stabilised, there could be no fluctuation in rates and consequently 

m^gold in those days. But under a flu^uating 
g wi h its necessary reaction on the gold mwket it was not surprising 


Silver Imports. 

Rs. 29,22,88,000 
„ 6,48,401,000 

„ 16,09,62,000 
„ 18,35;47,000 
„ 18,69,80,000 
„ 30,07,41,000 
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if a large amount of speculation became an ordinary phenomenon. We do not 
think that any extra requirement of gold for the purpose of establishing a gold 
standard with a. gold currency would be so big a's to cause any appreciable effect 
on the world prices. But a fairly good portion of the requirement could even be 
purchased in India when exchange is brought back to its old level, namely. Is. ^d. 
As we have stated above we think that owing to very attractive rates India has 
imported more gold than she could consume. We also know how in the war and 
post-war periods, when prices of gold and silver ■stood high, large quantities of 
these metals used to come for sale to Bombay and Calcutta from the interior. 
We think, therefore, that when exchange is brought back to Is. Ad., gold and the 
price of gold has risen again to Rs. 24 per tola, a good quantity of gold could be 
purchased even in this country. We thus believe that the meeting of our gold 
requirement would not be such an important factor a*s to cause any appreciable 
effect on the world prices. Regarding the decrease of revenue caused by the 
loss of seigniorage and interest on the extra capital required for purchasing gold 
and such other incidental items we have nothing to say. We do not grudge this 
loss if this be the price we have to pay for getting a sound system of exchange and 
currency. 

19. We think that three years will be quite a sufficient period for firmly 
establishing a gold standard with a gold currency, and meanwhile we suggest the 
carrying out of the following preliminaries by way of preparing the ground for 
its advent : — 

1. Government should immediately announce their policy of 
establishing a gold 'standard with a gold currency. 

2. The ratio of exchange should be brought back to Is. Ad. We are 
dealing with this subject in the latter portion of our Note. This will 
direct the flow of gold into Government hands which will be helpful in 
establishing an effective gold standard. 

3. Mints should be thrown open to the public for the coinage of gold 
mohurs. 

4. A duty of annas 4 per oz. should be imposed on imports of bilver. 

5. Forty crores worth of silver from this side of the paper currency 
reserve should be sold off gradually in India through the Imperial Bank 
and converted into gold. 

20. We think after these preliminaries are fulfilled, which, would at the 
utmost require a period of three years, the time will be ripe for establishing the 
proposed gold standard with a gold currency and Government then could safely 
embark on the policy enunciated in our note. 

21. The problem of exchange is very much simplified, or even solved, by the 
adoption of a gold standard, but there is still to be determined the question of the 
ratio of the present rupee to the gold mohur. We have already stated that the 
ratio should be Rs. 15, equal to a mohur of the same weight and fineness as the 
British sovereign. We think that any other ratio than thife would be a deliberate 
•violation of old contracts. But, before marshalling the arguments in support of 
our contention, we would digress for a while info past history bearing upon this 
subject. Before 1893 the purchasing power of the rupee used to vary with the 
price of its silver content as measured in gold. There was nothing unnatural in 
thi's, although it was not a matter of convenience to trade and business in general. 
The average price of silver in 1890-91 was A7ihd. per oz. and the exchange^ value 
of the rupee about Is. 6d. Before this, silver had stood still higher and it was 
its downward tendency which was a source of great anxiety to the Government. 
There is a limit to any fall in the prices of commodities, and the befet thing would 
have been to wait a little longer until silver had fallen sufficiently low to indicate 
that the bottom had been reached. But the protests of the public had no effect 
on the Government and they proceeded to close the mints to the free coinage of 
silver and to fix the exchange value of the rupee at Is. Ad. It was well-known 
to them that the ratio they were adopting was not a natural or equitable one. 
The price of silver then was about 40d'. per oz., and the exchange value of the 
rupee a penny below than the rate adopted. ^ Silver was still on the downward 
grade and reaSson could never recommend a high rate like Is. 4d. But Govern- 
ment turned a deaf ear to all protests from the Indian mercantile community 
and decided upon a ratio which was both unnatural ^d unreal. And having 
once adopted such a ratio they were determined to maintain it at all cost. They 
did not succeed in the beginning and it would have been a wonder if they could. 
But they took recourse to deflation, and by starving the country of fre^ currency 
for six continuous years, they were eventually able to reach their goal and screw 
lip fflrehaug ft to l5. The price of silver had tumbled from 40d, in 1893 to 
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27<^. in 1899, but the exchange value of the rupee, thanks to the contraction of 
circulation, had within the same dates, appreciated from about Wd. to about 16<f. 
This in brief is the history of how the rate of Is. was reached. We wouW 
not be far wrong if we said that the present rate of Is. has been reached in 
much the same way. The policy which the G-overnment has pursued in our 
days affords a close parallel to that pursued toward the end of the last century 
and there is no wonder that it has forced up exchange to-day to Is. %d. as it 
forced this up to Is. 4£?. at that time. We mention this to show how hollow is the 
contention of those who would have us believe that Is. 6<f. has been reached in 
quite a natural way and that there is no artificiality about it. One would be 
amazed to calculate that had the free mintage of silver continued to this day, 
the exchange value of the rupee would have stood somewhere between Idd. and 
Ilf., and yet we have got plenty of advocates of an 18f . exchange in our midst ! 

22. An automatic expanding currency is a constant need of a country which 
exports more than it imports. Even at the prevailing rates of exchange, if 
Government refuse to issue Indian currency against sterling, the rupee, in 
absence of any other means of adjusting foreign accounts, is bound to appreciate 
still further. But that does not argue anything in favour of a higher exchange. 
There are advocates of Is. 6f . who recommend this ratio on the ground that it has 
been effective for the last 12 months. To such we would recommend a perusal 
of the following extract taken from the note of dissent of Messrs. Campbell and 
Muir, Members of the Fowler Committee who were in favour of a Is. 3f. 
exchange : — 

“ The advocates of a Is. 4f . ratio point to the fact that this rate has 
now been, more or less, effective for the last 18 months, thereby establishing 
a status quo which it would be unwise to disturb. This argument would 
have OTeater weight if the status quo had been arrived at in a natural 
way; but the circumstances under which it was reached have only to be 
considered to deprive it df any value. With no fresh currency otherwise 
obtainable the monopoly rupee was bound in time to rise to whatever gold 
point the Indian Government chose to fix, and the fact of its having 
risen in five years to Is. 4d. is of itself no more a proof that Is. M. is an 
equitable ratio than it would be in regard to Is. 6d. or Is. 8c?. which could 
equally be reached in course of time. To arrive at a rate in this manner 
and then point to the accomplished fact as disposing of any question of 
its propriety is not convincing, especially if there is reason to believe that 
a rupee so greatly enhanced is calculated to have an injurious effect on 
the country’s interests and to retard or even jeopardise the success of the 
gold standard.” 


23. The reason why we are for the Is. 4<f. rate to-day is that however 
unreasonable it might have been in the beginning to adopt such a high rate, when 
once it was adopted and placed upon the statute book, it became henceforth a rate 
which could never be altered except for the gravest of reasons. Then again, 
there is this to be borne in mind, that this rate worked wonderfully well for' 
nearly 20 ye^s before the W^ar and led to contracts worth hundreds of millions 
of rupe^ being entered into at Is. 4d. The adoption of a higher rate than this 
would, by a mere stroke of pen add several crores to the liabilities of the borrowers 
under these contracts, who belong mostly to the poorest class. 

24. The last four years have seen a succession of exceptionally good 
monsoons, but there is no certainty that this spell of prosperity is going to continue 
long The chances, on the contrary, are that we might have to face one or two bad 
years. These last four years were an exception to the rule, and we must noit 
gamble upon the chance of their continuation. But it is noteworthy that even 

{succession ha've added nothing to the purchasing power 
• + A reason of this has to be found in the appre- 

ciated ex(^ge. The agriculturist could not obtain the price for his produce 
1 othe^ise have done. A great portion of the country’s savings 

been made artificially cheap. The^ argument 
mt la ed. wiU keep the pmce at a low level seems to us to be moat misleading. 

the operation of the law of supply and demand, an^ 
in only in term of rupees and not 

I® the trade balance is generally in 

sumlns carcumstanoes to force her to part with her 

cheaper r^s cannot certainly be in her inter£t. While the 

an?£^SL^J W ^ ^is wealth 

ana ^-vings are term of commodities, such as house cattle stock of ora in 

utfflisils, ornaments, eta It fa not very diflacult,' therefore, to gauge the extrat of 
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loss which a deliberately appreciated exchange can cause to the poor man. 
Dealing with this aspect of the case, the members of the Fowler Committee whom 
we have already quoted, had the candour to characterise the raising of the 
exchange to Is. 4<^. as the levying of “ an unfair tax on native production while 
conferring a bounty on imported goods.” Speaking of the loss to the producer 
and of the gain to the consumer of the imported goods, they pointed out, and 
rightly, too, that “ it can never be sound policy to handicap native industry 
while giving a bounty to foreign importers, and in the case of India, with large 
foreign obligations, which can only be met by surplus exports of produce, it 
would be a fatal course to pipsue,” and, further, that “ to deny that arbitrary 
enhancement of the currency is a tax, and to argue that the producer is no worse 
off in the long run, that wages and other charges must in time adjuist themselves 
to its altered value, is to maintain the dangerous principle that the Government 
may lighten its liabilities without injury to anybody by a step of this kind. Such 
a step is undoubtedly a tax on production, and if the Government plead that in 
the absence of any other available source of revenue trade must bear it, it is 
unwise to throw the whole of it on one side of trade, the feide which it is least 
expedient to tax, and to penalise production while giving a bounty to foreign 
importers.” Although the note was written 27 years back it holds true to this 
day, and there is not a word in it which will not apply with equal force to the 
present case. Those who advocate Is. Qd. on the ground that it will lighten the 
bui'den of home charges might well be asked as to who it is that pays the home 
charges. Is it not the producer, who maintains India’s favourable balance of 
trade and enables the Government to redeem its liabilities every year from the 
money realised in foreign countries in exchange for his produce 1 And it is he 
who has to accept, as a result of a higher exchange, so many fewer rupees for the 
produce he has to isell. 

25. The effect of the high exchange upon the industries of the country has 
been equally pernicious. The recommendation of the Fiscal Commission led the 
Government to adopt a policy of protection, though the number of industries in 
the enjoyment of protective tariffs remains to this day hopelessly small. But 
even here, whatever protection the industries were getting from the higher 
tariffs imposed during and after the War for revenue purposes has been com- 
pletely wiped away by the high exchange prevailing. 

26. The reversion to Is. 4<f. would have the additional advantage of averting 
a considerable loss in the selling of the silver stock and facilitating the acquisition 
of gold, so necessary for the effective establishment of a gold standard. A higher 
exdiange by adding to our obligation to provide gold in exchange for rupee’s could 
only augment the difficulties in our way. A Is. 4d. exchange by raising the price 
of gold in this country would be inducing its present holders to release large 
supplies on the market and enable the Government to effect its purchases without 
being inconvenienced by short supplies. 

27. It may be that we cannot go back to Is. 4<?. without occasioning a little 
upsetting of things or causing some disturbance in the world of trade. But this 
we cannot help, though the blame for it is entirely the Government’s, whose 
perversity in tackling the problem has been inexcusable. They had a very good 
chance of fixing the rupee at Is. 4<?. by accepting the Bill which Sir Purushot- 
tamdas brought forward in the Assembly, but they did not choose to take 
advantage of it. And to-day, if lo^ or inconvenience is caused to a section of 
the community by the necessity of our reverting to the old rate, they must be 
prepared to bear all blame or reproach for it. To reach the rate recommended 
in this note we would suggest to Government to follow up their announcement 
by offering to buy unlimited quantities of gold first at Is. Qd., and then at suc- 
cessively lower rates until the old rate of Is. 4Ad. has been reached. They should 
also offer, when called upon to do so, to issue Sterling at Is. Slid. In any case, 
we would strongly urge upon them the adoption of a ratio whose effectiveness 
was borne testimony to by nearly a quarter of a century, and which is the only 
equitable and effective ratio which in the circumstances of the case we could 
decide upon. 

28. In conclusion, we would like to emphasise the necessity of limiting the 
sales of council bills in future to the amount covered by the home charges, and to 
record our opinion that the Note Issue Department of the Government should 
be handed over to the Imperial Bank, subject to the condition, among others, 
that the bank may not deal in foreign exchange on its own account. We, how- 
ever, refrain from going into details, as our note confines itself to a discussion of 
the two most important questions before the Commission. 
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APPENDIX 42. 


Stateimnt suimitted by Mr. K. T. Shab, B.A., B.Sc., Professor of Economtcs, 

University of Bombay. 

With a view to render criticism of the Indian currency system more effective 
and precise, specific, detailed, concrete suggestions for its reform in every branch 
are necessary The following proposals for reform are given in the form of clauses 
of an Act of the Legislature, and their explanation given in the form of comments 

on each section. 


PART I. 

Proposals for the Reform of the Indian Currency System. 

A (Draft) Act consolidating and amending the Currency Legislation in India. 

Whereas it is expedient to consolidate and amend the law relating to gold, 
silver, bronze and nickel coinage current in the British Indim Empire ; as also the 
law rdating to the paper currency and the mint in the British Indian Empire; as 
also the law governing the standard of currency and the legal tender money and 
token coins in the said British Indian Empire, together with the law relating to 
the Imperial Bank of India. 

It is hereby enacted as follows : — 

The Currency Legislation of India is a confused masts of scattered enactments of the Indian 
Legislature, and the Ordinances of the Govennor-General-in-Council, which have all the force of 
solemn legislation. During the late war the system of alteiing the legislation governing the 
currency system of the country by Executive Ordinances was carried to the most ridiculous extent 
under the pretext of avoiding controversial legislation in time of war. In the first years of peace 
the same pernicious system of carrying out the most momentous changes by means of Executive 
Ordinances was followed to the gravest possible prejudice of the people of India. It is, therefore, 
high time the fundamental principles of the law governing the currency system of this country 
were once for all solemnly enacted in the form of an Act of the Legislature, after due deliberation 
by the Legislative Body. 

Besides the ordinary parts of the currency machine, reference to the Imperial Bank is intro- 
duced in the Preamble, inasmuch as it is assumed that the Government would divest itself of the 
functions of currency manipulator which they have so far discharged in face of strong adverse 
criticism. 

1. This Act may be called The Indian Currency ^Consolidated) Act of 1925. 
It extends to the whole of the Indian Empire, inclusive of British Baluchistan, 
Santhal Parganas, the Pargana of Spiti, and all the Native States in alliance 
with, and acknowledging the suzerainty, of the Government of India under the 
British Crown. This Act shall come into effect from the first day of January of 
the year One thousand nine hundred and twenty-five. 

As regards the extension of this Act to the whole of the British Empire in. India, including 
the Feudatory States, the provision is introduced as an amendment of the existing system, with 
a view to render the currency organisation of this country uniform. The Native States have in 
many respects stood apart. But the Government of India has in the past used its paramount 
position for introducing important financial reforms to bring about a uniform system as far as 
is possible under the existing conditions, notably in the abolition of the Inland Customs Line 
1878-79. It is, indeed, not inconceivable that the States who still retain their Jus Monetendi '' 
diould cling fondly to this one remnant of their former sovereign rights. But thanks to the 
growth of good sense among the rulers and their ministers, thanks to the recognition of the 
hardships caused to inter-state commerce by these barriers to freedom of exchange, there is no need 
to despair of arrangements being eventually made for a uniform currency organisation through- 
out the Indian Empire. Possibly the Princes may stand out /for some Quid Pro QuoJ^ If so, 
the Government of India is not entirely without bargaining power. By ofEerdng the States the 
services of the Imperial Bank free of charge; or by admitting the States to a share of the interest 
from the investments in the Paper Currency Reserve of the Bank; the States could be induced, 
without too great a show of compulsion, to abandon their separate Currency systems. 

2. TMs Act shall not be capable of repeal or modification, except by another 
act of tbe Legislature, passed by a maiority of tbree-fourtbs of tbe members 
present, and provided tbat a notice of at least six months sba.n be given. 

The objeeb of this section is obvious from the wording. We have had, during the last generation, 
sufficient experience of idle amateur financiers of the Government of India, not to leave this most 
vital conoeim for the trade and industry of the country to the discretion of the executive authority. 
The provision mahing the repeal or .modification of the Act impossible except by a legislative 
enactment is, though novel, and somewhat extrareonstitutionSfl, necessary to secure a proper 
wSomderation of this important branch of practical economics, ^ also the condition as regards a 
Ihree- fourth majority^ in the liCgislature. The defining of the root principles would avail us 
very little if the law is left to be altered or amended or ignored by executive authority. It must, 
however, be admitted that a considerable portion of the apprehensions, in which this provision 
takes its origm, will he rendered without foundation if the most sensitive part of the Currency 
machine is temn>h^ily nut of the eontarol of the inexperienced Government ofi&cers, and placed 
in charge of busiiii^s^ men through the medium of the Imperial Bank and its Directorate. 
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3. In this Act, unless there is anything repugnant to the subject or context. 

(a) ‘‘ Standard Gold ’’ means gold, nine-tenths of which is pure metal 
and one-tenth alloy. 

(&) “ Standard Weight ” means the weight prescribed for any coin. 

(c) '' Deface,'' with its grammatical variations and cognate 
expressions, includes clipping, filing, stamping, or such other alteration of 
the surface of the coin, or of its shape as is readily distinguishable from 
the effects of reasonable wear. 

(d) '' Mint " shall be the mint at Bombay only. 

(e) “ Prescribed " includes prescribed by a rule made under this act. 

(/) Remedy " means variation from the standard weight and fineness 
prescribed by this Act for the various coins. 

We have kept unchanged most of the important points in the dehnition section, except 
the definition of the Standard of Currency ” which has been left to be defined separately 
by a separate section. It may be noted here, however, that when the entire Currenej'- system is 
being overhauled, the moment would not be inopportune to consider whether we could not introduce 
with advantage the decimal system in prescribing the fineness and the weight of the coins. There 
can be no question that the decimal system would be much the more suitable, as much on account 
of the ease of calculation, as because it is the one adopted in most of the leading continental 
countries. But if the Currency organisation of the British Empire is sought to be rendered 
uniform, it might not do for any single member of the Empire to make this great change 
independently. There has been an agitation in the United Kingdom for the decimalisation 
of Weights and Measures as well as of the Currency for now well over two generations. But, 
judging from the Report of the Committee appointed to consider the Commercial and Industrial 
Policy after the War, it would seem that the bulk of the business world in Britain still inclines 
to maintain the status quo. 

The reasons given there do not seem to us to be quite strong enough to outweigh the scientific 
simplicity of the proposed change. It rests, moreover, on an assumption which if true so far, is 
rapidly being negatived. The sovereign is not quite the medium of international payments, 
since London is gradually losing her pre-eminence as the financial centre of the world. If that 
centre comes to be definitely located at New York, the rejection of the proposal for the assimilation 
of the British Currency S3nstem with the American system may quite possibly appear as a short-- 
sighted piece of the usual insular conservatism of the British people. I have, accordingly, 
introduced a change in this legislation fco decimalise the Indian currency system. 

For a proper, smooth working of the Currency system sought to be established by this Legisla- 
tion, it is imperative that India should have an independent Mint of her own. In view of the 
r.ommercial importance of Bombay, and the administrative convenience of centralising coinage 
operations, I have proposed that the Mint be located at Bombay only. 

4. The currency system in India shall be organised on the basis of Gold 
standard. 

We regard this as the most important of the changes proposed, which has, therefore, been 
stated in a separate section by itself to guard against a possible obscurity. The entire system 
must be framed in accordance with this basic idea. 

5. The Standard of Currency shall be the mohur containing 120-000 grains 
troy of gold nine-tenths fine, i.e., containing 108 grains troy of pure gold and 
12 grains troy of alloy. 

6. These coins shall be coined free of any charge whatsoever at the mint in 
India at the rate of 4-4 mohurs per ounce of fine gold. 

7. The Mint shall not ordinarily take more than a month for coining the gold 
tendered at the Mint for that purpose. 

8. The Imperial Bank of India may, as hereinafter provided, receive gold 
bullion, and give in exchange gold coin or currency notes at the rate of 4-4 mohurs 
for every ounce of pure gold. 

9. Subject to the provisions of this Act in that behalf contained, the dis- 
cretion of the Bank aforesaid in offering notes or gold coin in exchange for the 
bullion tendered for conversion shall be absolute. 

10. The Mint in India shall not coin any other gold coin except the mohur 
as provided in this Act. 

11. All other gold coins shall be receivable at the Mint, or by the Imperial 
Bank of India, as biillion, and shall be converted on demand by the ^oresaid Bank 
at the rate mentioned above. 

Th« neoesailgr for «h« Gold Standard and Gold Currency being premised, we must next consider 
why it was that this very highly desirable consummation was not realised iin practice however 
much it could be expected from the recommendations of the Fowler Committee, as well as from 
the attitude of the Government of India. As already remarked, the system which arose out of 
the rsoommeudafaoms of the Fowler Committee and the steps taken to give effect to those recom 
mendationa came graduBaiy to be the i^stem which Mr. Lindsay had put forward It was felt 
that i^e to introduce a g<dd ourrm«^ all at once would be frusfeat^* as much 
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because of the difficulty of finding an indefinite quantity of gold coin to meet possible demands 
for conversion, as from the coniservative habits of the people, who, suffering from an unjust loss 
through the depreciation of their silver possessions, would look askance at the new system for 
some time. There wae also the danger of possible hoarding of gold to be considered. The only 
source of gold, open to the Government of India, was the profit from the silver coinage, apart 
from borrowing abroad. But the profit would take some time accumulating before it could be 
expected to suffice for a possible demand. If a gold currency were honestly adopted, the rupee 
coinage would have to be either limited on the analogy of the French Currency ; or stopped 
altogether by the discontinuance of the rupee as the unlimited legal tender. Under either of 
these two alternatives, the possibility of building up a good fund of gold would be very scarce. 
In the meanwhile the real difficulty, which had forced the attention of the Government of India 
to the currency question at all, could be met as well by the Lindsay scheme. The rupee was to 
be fix:ed in its relation to the pound sterling. The English gold coins were declared legal tender, 
Government pledging itself to give rupees or notes against gold coin tendered them at the fixed 
rate. For all practical purposes there was Gold Standard; and, when the Government undertook 
to maintain this fixed rate by the mechanism of the '' Council® and the '' Reverse 
Councils,’’ the foreign trader in India as well as the foreign public servant felt that all that 
they two could desire had been achieved. The Government had to obtain funds in England to meet 
their sterling obligations. With a fijsed rate of exchange, the element of uncertainty, which had 
hitherto cramped the Finance Minister in India, disappeared. The necessary funds could be 
procured in England by offering to sell, from week to week, a stated amount of Bills on the 
Government of India payable in the local Indian currency in India, against which the money 
would be received in sterling in England. As these Bills sold by the Secretary of State for 
India in Council (and therefore called Councils ” in short) were offered at a rate appreciably 
lower than what would be required, if gold had to be shipped to India by those who had to pay 
for the Indian produce in India, the authorities in England soon came to realise the double 
advantage concealed in this procedure. As the balance of trade in favour of India has almost 
always been in excess of her obligations to England, the Councils,” judiciously managed, could 
be made to afford assistance to trade, at the same time that the flow of gold to India would be 
cheeked, and a decent profit obtained by the Secretary of State. The gold due to India would 
thus accumulate in England. On the assumption that London was the central money-market 
of the world, where India would have to make payments in the event of the balance of trade 
going against her ; and where she would have to purchase silver for her currency, it was felt that 
tuch a centralisation would help to save India the cost of transport either way. The logical 
conclusion of ^ch -a policy would be that these Councils ” should he sold at the fixed rate 
»vithout limit, i.e., to the full extent of the balance of trade in favour of India. But obviously 
ihis could not always be attained, ^ there was a definite limit to the ©ales of the ” Councils” 
balance of currency in India. The only way in which currency could be increased, 
ajiU the limit to Council sales raised, was the coining of new rupees and the increase in the 
Note ci^ul^ion. The latter, under the principle of fixed Keserve, which was the guiding feature 
beiore the War,^ could^ not be added to. The former, though the Gowernment added considerably 
to the lupM coinage in the 15 yeajs immediately preceding the last War, was also incapable of 
an indefinite expansion owing to the dread of a rise in the price of silver by too great a demand 
and the consequent disappearance of the profit of coinage. 

system, c^istened as the Gold Exchange Standard, was not the conscious creation 
ot the Orovernment of India, but rather the outcome of oiroumstanoes which showed more and 
more clearly, as time went_ on, the advantages of the system to the Government. The large 
came to 1 m maintained in England as the result of the working of this system came 
• fiT ® ^®ejtimate perquisite of the London bankers, the amount of gold thus saved 
tbp ^ market being quite a respectable quantity. The purchase of silver, 

so as tn gold belonging to India in a foreign centre, was negotiated 

Go’^ernment an easy prey to the ring of silver speculators in England 
eatabURh#><l i orin *^**^®® seem to have confined their opposition to the system, as 

of hia ailvw hnowi Vm? Unquestioned loss suffered by the Indian peasant in the deprecation 

to the iiTiTirrwfi+ohf laW ^mplamts about an unfai r treatment of Indian enterprise, owing 

Government in lookmg up considerable liquid capital in a 
e(maf»<monf.a ri result practical observ ations of actual hardships rather than a 

realisation of the theoretical unsoundnessi of the whole system. The mistake 
eountrv ao niroir..^ ^>7 peraiitting the assumption that India was a debtor 

themtop*. T was a credit coimtry in the markets of the world ; and that 

TraAo ■Raion ^stem could not be suitable to India. If we consider the figures of the 

^Zt°- ® creditor country than England. And even making allow- 

Items in the shape the » Invisible Imports,” making up the Home Charges, 
balATins in Ti<w. -f luternajfeond exchange, as her Exports of merchandise showed a 

Charges had beon accounted for. There was. 
•L 8® adverse balance which would have to be settled 

SnW India any more than it was the case with England. Indeed, on a 

Shi^3«^ International Balance of Accounts, it would 

^^2 Umted Kingdom was in a relatively weaker position than India, 
if anirtViino- .f. England would suffer in a world crisis, while her imports would, 

im^^o+aW, system, therefore, as it was developed in the fifteen years 

to^hre^^dosm^'i^a''^^ War, though it worked pretty smoothly in ordinary times, was bound 

d^ided that India was not to receive a gold standard, it was easy to explain 
^ ■would not be in the interests of India to demand it. The aigumente against 
i j j rvf™? iu® currency and a gold mint, as the necessary conditions of a fame gold 
stoned, may be thiM summed up, on the authority of the Chamberiain Commission of 1913-14; 
« Mtv. currency purposes, India might not, it was argued, be able in 

quantities! of gold for export to settle ber unfavourable balance. 
\ } xne poiveiny of me Tnolau ih&b/q&b, and the suoailnees of the average taransactioia of esdiange 
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m rndia> would render gold coin unsuitable for every day purposes. Gold coins put into circula- 
tion would be most probably driven into the hands of bullion dealers. (3> The institution of a 
gold currency was likely to be most difficult for India, as she had no gold production at home 
at all comparable to the possible demand for it, while by the attempt to obtain gold from abroad 
by melting rupees the price of gold in terms of silver would suddenly go up to the prejudice of 
India. 

But these are mutually contradictory, and they all rest on a fundamentally erroneous view 
of India's needs. India need not fear, in normal years, any considerable adverse balance. The 
fear of a financial crisis, though wholesome, is exagger ted out of all proportion when it is made 
the excuse of shutting India completely from her share of the w'orld's gold production. Taking 
the figures since 1890 we find our exports up to 1919-20 never falling below our import®, in spite 
of wars and famines. But for this strength, India w'ould not have succeeded in financing to the 
best of her ability the heavy expenditure on account of the British Government during the War, 
besides subscribing heavily to the various war loans of her own Government. Famine, indeed, is not 
yet an impossible contingency in India; but a single year of famine and its adverse balance may 
be met easily from Government reserves of gold in the paper currency, or in their cash balances. 
And if, unfortunately, there is a series of two or three years of continued famine — a most unlikely 
assumption — India could hope to borrow on terms by no means disadvantageous, thanks to her 
connection with the British Empire, and thus liquidate her foreign obligations. The danger ot 
gold in circulation being hoarded is not peculiar to India, at least in day® of world crisis. Against 
this knovrn danger, it is not impossible to provide. Only, the remedy is not a negation of the 
first axiom of monetary science; but rather a better organised banking system. Unless we have a 
sound system of credit organisation, vre shall be no nearer the freedom from the danger of hoarding 
whether we have a traditional gold standard, or the scientific Exchange Standard. We have 
elsewhere in this Act provided tfor a Bank which in our opinion would meet this criticism as 
nearly as possible. 

If the second argument is true the first loses a good deal of its importance. The people are 
too poor in India to be able to hoard gold, since 80 per cent, of the population are barely able to 
live. It seems inconsistent to say that the people of India are too poor to use gold, and yet 
express the apprehension that there would be hoarding merely because the currency contains a few 
gold coins Of course, a very small number of bullion dealers may hoard up; but ex-hypothesi 
these men would be too shrewd to miss a fine opportunity for export in the hour of crisis. There 
cannot, then, be much danger -of hoarding if the bulk of the gold remains in such competent hands. 
No doubt, there is a good deal of such hoarding in India. But the explanation, in our opinion, 
is that there is yet no confidence in the currency policy of India-. Until quite recently (and on 
account purely of war conditions even then), .the rupee was notoriously overvalued. The currency 
notes were payable as of right only in silver rupees at this overvalued rate. Under the circum- 
stances, the Indian trader or cultivator acts much as his compeer anywhere else in the world 
would do. He takes gold which seems the most stable in value. Finally, the proposal to have a 
gold standard does not necessarily spell the abolition of all other coins, ipso facto, India will 
continue to absorb silver, because silver would still form the bulk of the currency for every day 
transactions, even though the legal tender of silver coi-ns be limited. By judicious banking 
arrangement, we may succeed in avoiding the danger of hoarding; and yet have a. currency 
system which ensures public confidence without exposing the Government to such shifts as had to 
be resorted to recently. 

As for the last argument, it is .true the local gold production in India is barely one quarter of 
the requirements, if even so much. But thanks to the steady balance in favour of India, we need 
not be afraid of not finding gold enough to carry out the changes proposed. If the system of 
unlimited sale of Councils be omitted, the annual flow of gold into India would be about 
30 million sterling. For immediate need we have the various reserves to rely on for facilitating 
the introduction of a gold currency. 

The Exchange standard being ill-conceived and unacceptable, and the return to a silver 
standard being now too late to think of, the only alternative is to have a clear gold standard, in 
name as well as in fact- We have, therefore, laid down the Mohur as the standard of currency. 
It would probably be too large for internal circulation, except in large transactions, where, as 
X'rovided for elsewhere in this Act, the improved banking system would help to economise the use 
of gold coins. The suggestion that India should be educated in the uise of cheap forms of the 
medium of exchange would be easily carried out by an increase in the notes, which, if made 
payable in gold as suggested here, will inspire greater confidence than has been the case hitherto. 
With a stx’ong gold reserve in the country, naturally resulting from the use of gold as currency, 
husbanded by the help of a proper banking system, we shall provide the best remedy against the 
periodical troubles in exchange. This gold in circulation would not, as was assumed by the 
Commission of 1913-14, be at the expense of either rupees or notes, but will rather be an addition 
to the centralised Bank Reserve, readily mobilised against possible contingencies, and circulating 
only in so far as the country does not take to banking habits, or in parts away from the influence 
of bank®. The ultimate support of exchange must be the kind of currency in general circulation. 
Even the Bank reserves must depend on that. We would be placing an unjustifiable premium on 
tShe banker's dishonesty, if we ask him to keep his reserve in gold even though the currency 
consists of silver, and the usual demands of his customers are for silver. Gold in circxxlation in 
India, under existing conditions, can only displace rupees, as the notes would be more convenient 
than rupees. Above all, the gold standard and gold currency will help to stabilise prices and 
avoid speculation, which is the most desirable thing for India. The risks of depreciation to 
capital investment would disappear, so that our industries will have the much needed stream 
lo fructify them. The need to maintain large balances in England, which is such a prominent 
feature of the existing system, will also disappear, and our money market be freed from its 
periodical stringency. 

The provisions of ss. 5-11 do not need any elaborate justification. In the main they are con- 
sequential, following as a matter of wurse on the adoption of the principle contained in the 
governing s. 4. The provision to oblige the Bank to issue coin or notes in exchange of bullion is 
based on the English analogy, though the time allowed to the Mint is greater than in England 
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and the consequent sa^^g m , half mohuxs as the coin is admitted to be too small to be 

We have not sanctioned the di^^SrS^ted under this Act to the Imperial Bank to 

,m b. „pw..a u.». 

12. The Mint shall coin, for issue under the authority of this Act, two silver 
coins, called the rupee and the half -rupee. 

13 The standard weight of the rupee shall be one hundred and eighty 
<.ra4 troy Ld its standarS fineness shall be nine-tenths, viz one hundred and 
sixty-two grains of fine silver, and one-tenth or eighteen grains of alloy. 

14. The rupee shall be talsen as equivalent to one-fifteenth of the mohur. 
The half -rupee shall be half in weight of the rupee. 

The traditional weight of silver in the rupee has been practically retained as a concession to 
the ^ntiSuts or prejudices of the people of India. Scientifically the proposal is indefensible, 
and economically it is wasteful to leave so much silver in a token coin only. 

15. No other silver coins shall be coined at the Mint under the authority 
of this Act for purposes of circulation in the Indian Empire as currency. 

16 The smaller coins, viz., the quarter-rupee, and the one-eighth of a rupee 
«ihaU be demonetised. They shall be received at the Mint, or at the Imperial Bajik, 
within six months after the passing of this Act, for exchange against full rupees, 
half -rupees, currency notes, or ^old, to the full extent of the nominal value within 
the legal tender limits as prescribed by this Act. 

17. The gold coin, prescribed as standard of currency by this Act, shall be 
a full i^al tender in payment or on account, provided that the coin (a) has not 
lost in weight so as to be more than 05 per cent, below the standard weight, and 
(6) has not been defaced. 

18. The silver rupee shall be a legal tender in payment or on account for 
sums not exceeding one hundred and fifty rupees at one time, provided that the 
coin (a) has not lost in weight so as to be more than one per cent, below standard 
weight, and (6) has not been defaced. 

The main points which, call for any comment in the foregoing sections are these : 

(а) The general demonetisation of Silver. 

(б) The fixing of the ratio between the Standard of Currency and the Rupee, and 
(c) The limitation of the Rupee as legal tender. 


The third follows as a natural consequence of the fi.rst; so that really the explanation and 
comment are needed for the first two. 

Twenty years ago the people who demanded a pure silver Standard for India had no doubt the 
3ntere*sts of the people as their main excuse. The events of the last fifty years, however, and 
more particularly the change of Standard involved in the legislation and orders consequent upon 
tne Rowler Committee, render any reopening of the silver controversy unprofitable. The people 
of India have been made to bear the loss involved, and, in the next twenty years, we may assume 
the relations have been so adjusted as to allow for the change and to distribute the loss. To 
return to the pure Silver Standard would be now frought with the most serious danger to the 
trade and industry of India. We have, accordingly, left this alternative entirely out of our 
Currency System, even if we believed that silver was the preferable medium for settling inter- 
national indebtedness. The apparent emphasis on the foreign, trade here should no-t be construed 
to mean an indifference to the needs of the interprovincial trade of India, as proper provisions 
will be found elsewhere in this Act. 


But we cannot ignore the fact that Silver still constitutes the most important portion of our 
Currency. We must, therefore, take means to safeguard the interests of the silver holders in a 
way which would not interfere with our main principle underlying these changes. 

At the time of the Chamberlain Report, as already observed, nobody seems to have taken into 
consideration the rise of silver in relation to gold. It was thought that by offering to sell gold 
iiz a certain fixed minimum rate in the event of the balance of trade being against India, and 
Vy selling Councils without limit in ordinary times, the Exchange Standard would be fully 
maintained. But, during the War, conditions on which the safe working of the new arrangement 
depended were revolutionised. After a first few months of panic the trade of India recovered 
with a hound. Prices soared like rockets, and the balance began to pile up in favour of India. 
At the same time the converse stream of payments due from India dried up. The Home Charges 
were more than swallowed up in the expenditure which the Government of India undertook on 
behalf of the Home Government which was recoverable in England. The remittances of English 
merchants in India were frightened into complete stoppage in view of the high taxation of income 
and property in the United Kingdom. The ordinary alternative of shipping specie to India was 
not to be thought of in face of the jealousy with which all the belligerents and the neutrals were 
guarding their store of gold and silver. The obvious alternative of tiding over the difidoulty by 
raising loans in India on the credit of the British Government was not thought of, though exactly 
the same course was followed to steady the Anglo-American exchange from the very first year of 
the War, fcdia was never prepared to receive her favourable trade balance in any but the most 
primitive form of specie settlement, and she could not of her own accord turn suddenly to investing 
abroad in years of a, world-war. The authorities, while blaming India .for her antiquated and 
unprofitable methods of receiving her trade balamee. Hid nothing to work out an alternative; 
while they went on perpetuating the vicious circle by selling Councils without limit and thereor 
creating a demand of silver against themselves. 
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The result could have been foretold by the merest tyro. The price of silver went up beyond 
all previous records. War conditions had prevented production being kept up to the highest pitch, 
while a serious demand had set in for more silver to be used for small change in all nations. 
China was also a heavy buyer in the later years of the War, though normally she has to export specie 
to settle the adverse trade balance. The Indian demand on the top of all raised the price of 
eilver beyond all previous record. The Grovernment of India had invested their coin or bullion 
reserves to the hilt, so that there was no means of meeting the demands for rupees that set in 
except by the mintage of more rupees, or by the issue of additional notes. The note circulation 
was manipulated by administrative ordinances permitting the raising of the invested or fiduciary 
reserve, and allowing such increased fiduciary portion of the note-issue to be invested in the 
rapidly depreciating British Government securities. The dependance of the addition notes was 
not without its dangers in a country like India, with its government conducted by an alien 
bureaucracy, in which the people were losing their faith, and with the masses of the people being 
too illiterate to understand the occasion for the fiood of paper money thrown upon them. The 
Government felt the danger of inconvertibility to be a much greater evil than the loss of several 
million sterling involved in the coinage of rupees at the high price of silver. They could not, 
also, go on indefinitely coining rupees irrespective of the price of silver, thought the business- 
world, had for nearly twenty years, acted on the assumption that Government would be willing 
to give rupees at the fixed rate. They had acquiesced in the artificially high rate of the rupee in 
1899, and the Indian people had been made to bear the loss involved in the change of standard, 
on the clear understanding that Government would give the local currency indefinitely in exchange 
for the international medium of exchange. It was quite true that when the rate was fixed, no one 
had in view the situation as it developed after 1916. But it was none the less a breach of public 
faith on the part of the Government of India to raise the Exchange value of the rupee to escape 
the loss involved. 

The raising of the exchange was brought about by the Government of India forcing the market 
up against themselves. It could have been easily avoided, if Government had allowed the export 
of silver; and if, since they were doing so much of the country’s legitimate banking business, 
they had encouraged habits of receiving the favourable trade balance in more economical forms. 
As it was, the new Committee of i919 had to be specially instructed to consider the relation of 
the gold a,-nd silver in view of the new conditions. 

" And to consider whether, in the light of this experience and of possible future variations 
in the price of silver, modifications of system or practice may be required; to make recommenda- 
tions as to such modifications, and generally as to the policy that should be pursued with a view 
to meeting the requirements of trade, to maintain a satisfactory monetary circulation, and to 
ensuring a stable gold exchange standard*^ 

The Committee, therefore, started to consider the factors which had caused this phenominal 
rise in the value of silver and to suggest a new ratio. They came to the conclusion that the 
price of silver had been raised by the falling of the world production side by side with a great 
increase in the demand for the white metal. The fall in the ‘production was due, they thought, 
to war conditions of high prices of accessories for mining, as well as owing to the unsettled 
conditions in Mexico. After the War, the majority of the Committee felt, the production might 
be increased, but the demand would remain as great as ever. Hence they suggested the ratio of 
£l = Rs. 10. They did not consider, what has since become evident, and could even then have 
been foreseen, that the war conditions were passing away, and prices might any day tumble down. 
They took no account of the possible increase in the output by the restoration of normal conditions 
in Mexico, and they failed entirely to consider the probable fall in demand. The United States 
Government, was bound to replace the depleted Dollar Reserve at a guaranteed minimum price 
oi a dollar per fine oz; but that guarantee applies only to silver produced in the States. The 
very great chances of the reduction of demand for coinage purposes by European nations on 
their finding even silver to be a too costly and wasteful medium of exchange was also not 
sufficiently considered. Under the circumstances, the Committee’s finding on the matter was open 
to the most serious doubts. We have, therefore, suggested above a much lower rate, the old rate of 
Rs. 15=£1. This has not only the convenience of being familiar, as well as the advantage of being 
more durable ; it is also the rate which would cause the least disturbance in the mercantile world. 

The adoption of a fixed rate between silver and gold coins is, indeed, in the nature of life- 
blood to the gold exchange standard; but not so indispensable to the principle on which the 
suggestions contained here are based. We hold that the Gold Exchange Standard, in spite of 
all the theoretical advantages of economy and efficiency that can be claimed for it, is unworkable 
in practice. Its main, essential, mechanism has in India broken down twice in two crises, though 
for different reasons. In the special circumstances of India, with its Government in the hands 
of an absolute foreign bureaucracy, the system is all the more unacceptable, as it opens up infinite 
possibilities of suspicions as to the motives in particular moves in the management of the 
currency system in moments of crisis, not to mention the special objection on the score of the 
incompetence of the Civil Service to handle such financial questions. The location of the Reserves 
of large proportion in a foreign centre, however conducive to economy in normal times, involves 
the serious danger of being inaccessible in the hour of crisis affecting the financial centre. The 
country with a Gold Exchange Standard becomes exposed to all international crises, owing to the 
shortsighted desire for economy in the ordinary settlement of trade balance abroad. Supposing 
that it cost, in normal times id. to send a pound of gold to India from England, the saving 
involved in preventing the shipment of £5,000,00cr to India would amount to roughly £10,000. 
But the loss to the country in the hour of crisis would be far more considerable if the authority, 
\ ledging its credit to the maintenance of the fixed exchange, is unable to do so. The rise in the 
Exchange value of the rupee to 2^- S€l would have involved a loss to the people of India, on a 
total export trade of £250 million of about crores of rupees- It is also exposed to the other 
danger : that by keeping habitually large sums in a foreign centre, the country not only becomes 
a prey to the maohinations of bullion speculators in the international markets, but also begins 
to invest in the securities of that foreign country to the prejudice of the home trade and industry. 
In a moment of international crisis these investments are liable to heavy depreciation, and are 
efteu unsaleable precisely when the funds are moat urgently needed to support national credit 
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All these evils were intensified in .the particular circumstances of India by the unavoidable 
infection of politics into economic questions. We have consequently utterly discarded the Gold 
Exchange in principle as well as in practice; and have framed our recommendations so as to 
render the entire machinery of the exchange standard obsolete. We are, consequently, not much 
concerned in the learning bestowed on the question of a stable exchange, though we must protest 
against the conclusion arrived at by the majority of the Babington-Smith Committee as to the 
effects of a high exchange on the trade and industry of India. Proceeding on the broad general 
principle that: '' Stability (of exchange) is an important facility rather than an essential 
condition for the current operations of trade, the Commission have no difficulty in brusquely 
setting aside the great danger involved in too frequent an interference with the rate of exchange. 
It may be that the ordinary small fluctuations are included in the risks incident to business, and 
that the bankers can help to minimise those risks by Hedging ” • it may be that the present 
condition of world finance will make it exceedingly difficult for India to obtain foreign capital, 
and consequently the need for stability to attract outside capital may not be so great. But when 
all allowance is made for a new rate, and that a high one, the fact remains that such changes 
introduce a most unwelcome element of speculation which prevent trade and industry from follow- 
ing their normal channels. But when the Oommission go on to consider the effect of high exchange 
on the price level, they are utterly, unspeakably wrong. The figures before them showed unmis- 
takeably that while the price of the articles imported had risen between 1910 and 1918 by 265 
per cent., those of exported articles rose only by 157 per cent. The Indian produce was not 
fetching the same high price as the foreign produce had to be paid for in Indian produce. And 
when we say that the Indian exporter suffers by this rise, we mean not the wholesale merchant, 
who is too shrewd not to avail himself of the '' Hedging facilities offered by his banker and 
thus reduce his risk, but the poor country farmer, who has no means of protecting himself, who 
probably has already sold his crops in advance to the village money-lender, from whom there could 
be expected no mercy if the prices are kept down by official interference for iJrade regulation. 
The saving in the Home Charges would be a material consideration, perhaps, if the Indian people 
had the control of their finajices ; and were able to employ the funds saved by this means in the 
remission of taxation, or employment in industry. On the other hand the high exchange would 
mean a bonus of 50 per cent, to the foreign importer, and the consequent discouragement of 
Indian industry in all matters where India has to face a killing competition in her own market. 
We are, therefore, unable to concur in the views propounded by the majority report touching 
the theoretical as well as the practical aspect of the effect of high Exchange on a country’s trade 
and industry, and still less can we accept the reasoning under the peculiar circumstances of India. 


It follows, then, that the fixing of a ratio between the Standard of currency and the silver 
coins, which must for a long time remain in circulation in this country, and form a respectable 
proportion of the total volume of currency, is a problem rather of local than of international 
importance. To allow silver to remain unlimited legal tender at the same time that its price 
^ currency had been artificially "fixed ; and its coins reduced to the position of tokens, is an 
impossible state of things, which, if not corrected, would lead to worse evils than those we have 
passed through. The Government of India were, if we judge them charitably, led to acquiesce 
in such an anomalous^ arrangement by the apprehension of their inability to supply gold coins in 
exchange for large, indefinite, amounts of silver in circulation at the time of inaugerating a 
change in the standard, as also* because of the a, 'priori assumption that the Tr>di fl,n people would 
prove too conservative peacefully to allow the change to be accomplished. But there was, and is, 
no real danger of the Treasury or the Currency Qffi.ces being deluged with silver, especially if the 
Government would provide more suitable alternatives in the form of gold notes or certificates; or, 
^tter still, they would so improve our banking arrangements as to leave this tool of trade and 
industry in the hands of those who best understand them. The danger of too heavy a demand for 
silver coins to be changed into gold can be averted by making the rupee limited legal tender and 
thus restricting its use. The amount proposed here as the maximum limit of legal tender in 
respect of silver corns is at once large enough to avoid inconvenience or injustice to the smaller 
producers and traders, and small enough to bring about a discontinuance of silver for all larger 
should in our opinion, be taken, not by the costly and wasteful gold 
TOnvertible in gold, or still better, by improved bank facilities and Dank 
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21. The following nickel coins shall be coined at the Mint for issue under the 
authority of this Act, viz., a four-anna piece, a two-anna piece, and a one-anna 
piece. No other nickel coins shall be coined at the Mint. 

22. The standard weight of the four-anna piece shall be seventy-five grains 
troy, and of the two-anna piece, sixty grains troy. The standard weight of the 
one-anna piece shall be fifty grains troy. 

23. In the making of the nickel coins a remedy shall be allowed of an amount 
not exceeding one-fiftieth of the weight. 

24. The following bronze coins only shall be coined at the Mint for issue 
under the authority of this Act, namely : — (a) A pice or quarter-anna ; (6) a pie or 
one-third of a pice. 

25. The standard weight of the pice shall be seventy-five grains troy, and 
the pie shall be of proportionate weight. 

26. _The bronze coins shall be coined from a mixed metal consisting of 
copper, tin and zinc, in the proportions as now obtaining. 

27. In the making of the bronze coins a remedy shall be allowed not 
exceeding one-fortieth of the weight. 

28. The nickel coins, specified in Section 21 of this Act, shall be legal tender 
in pa 3 nnent or on account as follows, namely : — The four-anna piece for a sum 
not exceeding five rupees. (6) The two-anna piece for a sum not exceeding two 
rupees, (c) The one-anna piece for a sum not exceeding one rupee. 

29. The bronze coins specified in Section 24 of this Act shall be legal tender 
in paynient or on account for a sum not exceeding one rupee at the rate of sixty- 
four pice for the rupee,, or one hundred and ninety-two pies for the rupee. 

30. The Governor-General in Council may, by notification published in the 
Gazette of India, direct the coinage and issue of all coins referred to in the several 
preceding sections, and determine the dimensions of and designs for these several 
coins : Provided that the dimensions and design of the standard of currency, the 
gold mohur shall be such as to give an effigy of the reigning British Sovereign, 
with his name and style, on the obverse, and the designation of the coin around 
the rim on the reverse, together with a lotus in the centre of the reverse. 

31. Until the Governor-General in Council otherwise determines by notifi- 
cation under Section 30 of this Act the dimensions and design on the silver rupee 
shall be those prescribed for the Government rupee under the Indian Coinage Act, 
1870, and that the same shall be observed by the Mint at the time of the commence- 
of this Act. 

32. For the other coins is^ed under the authority of this Act, the dimensions 
and designs shall be those now in use for the similar coins issued under tha Tndiftn 
Coinage Act of 1870, provided that the dimensions and design on the new nickel 
coins shall be those now issued under the Acts XVII and XXT of 1835, XTTT of 
1838, XXII of 1844, XIII of 1868, and the Indian Coinage Act of 1870, and 
declared by those Acts to be legal tender, provided that the Governor-General in 
Council may, by proclamation in the Gazette of India, declare those coins to be 
no legal tender after a specified date before which they may be received at the 
Mint, or at the Imperial Bank of India, to be converted into an equal number 
of the like new coins issued under the authority of this Act. 

33. Subject to the provisions of this Act, no changes shall be made in the 

currency organisation established by and under the authority of this Act by any 
administrative action of the Governor-General in Council. ^ 

On our guiding basis of a complete demonetisation of silver, the reduction of the silver coins 
of a denomination below the rupee and the half-rupee is a measure dictated as much in the interests 
of economy as of convenience in computation. It follows that we cannot allow the baser substitute 
to be legal tender to an unlimited amount, or even to the extent to which the rupee is allowed to 
be legal tender under the authority of this. Act. The introduction of ample small /»T.a.ng.. which 
it may be observed in passing, is an essential condition for the success of the kind of bankina 
we have in view, will not be feasible if we depend, on the relatively costly white metal for our 
small change. We have, therefore, abolished all smaller silver coin, permitting, however those 
already in circulation to remain legal tender to the extent that coins of similar denomination 
i^ed under the authority of this Act are, by this Act, allowed to be l«®al tender. Provision has 
also been made for their redemption in case their simultaneous eireulation causes confusion. 
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The weight of the nickel coins has been altered with a view to permit of their being made of 
a size convenient for every day transactions. One of the objections that could be urged against 
the smaller silver coins hitherto in circulation was their extremely small size and the consequent 
liability to be lost. Since in the nickel coinage the question of cost will not be very important, 
we have allowed a greater weight to facilitate the larger size. The weight here allowed, it may 
also be noted, differs slightly from the weight now given to such coins as have been m circulation 
for the last two or three years ; but this is a matter of minor detail, to which, if the principle of 
securing abundant and cheap supply of small change is accepted, we would attach no great 
importance. In the conditions of India as we now know them, it is unsafe to trust for small 
change to the notes of a reduced denomination, and if small change is inaccessible, the best 
currency system and the best banking accessories would be upset. 

No change has been proposed in the denomination, the design and the dimensions of the 
silver and nickel coins, power being left to the Governor-General-in-Council to fix the design, i?lc. 
We may note, however, that our age will go down to history as one of gross materialism, un- 
relieved by any sense of Art or Beauty as evidenced by the tools of our materialism. The coins, 
instead of being the medals or symbols of our history, are merely the most workmanlike tools of 
commerce, from which it is considered advisable to vanish all trace of national vanity. The general 
tenour of the suggestions in this mongraph takes too pronounced a materialistic view for me to 
stand up, with any degree of confidence, as a champion of aestheticism. I, therefore merely 
bring out this defect and leave it to others to correct if possible. 

34. The profits resulting from the coinage of silver, nickel, and bronze coins 
shall be applied in the following order, viz. : — {a) To the upkeep of the Mint 
establishment. (&) To the purchslse of bullion for inferior coinage below the 
standard of currency, (c) To a Eeserve fund, if the profits are in excess of the 
Mint expenditure and the bullion purchases, provided that the Reserve Fund 
so constituted shall be used to support the paper currency in ease of an unexpected, 
heavy demand for conversion. 


35. The Reserve Fund mentioned in clause (c) of the Section 39 shall be kept 
in goldj and shall be entrusted to the Imperial Bank of India, for safe custody on 
account of the Mint, provided that the said Bank shall hSiVe authority to use that 
Fund to meet a demand for the conversion of notes in the event of the ordinary 
resources at the disposal of the said Bank being insufficient for the purpose. 


36. The Bank shall pay interest at the rate of 5 per cent, per annum for the 
use of the Fund' for the purpose stated in this Act in the next preceding section, 
and during the period that the Fund shall not have been replaced by the Bank. 

Tbe use of the profits of coinage wae a most important question under the regime of the Gold 
Exchange standard. The Fowler Committee had recommended that the profits arising out of the 
silver coinage — a very considerable lamount in those days — should be used to form a reserve to be 
eventually utilised for the purpose of introducing a Gold Currency in India. But the Govern- 
ment of India were just then faced with heavy Famine Expenditure, and used it accordingly in 
relieving the Famine distress. It was obviously an unjust use. When the utility of such a reserve 
in meeting their obligations in England was perceived by the Government, they suffered the balance 
of the reserve to accumulate in England, particularly as the silver, from the coinage of which 
the profits arose, had to be purchased in gold in England. The normal instinct of a commercial 
people then asserted itself. The Reserve which was accumulating rapidly every year, weis felt to 
be too large, and co-nisequently a small portion of it was invested. The interest obtained became too 
tempting to allow the new policy to b© questioned ^ and hence the ratio of the invested portion to 
the portion held in gold began to increase alarmingly. The entire reserve was nominally kept m 
gold in England, but a great portion of it was invested in English securities. The Mackay 
Committee of ISOV-OS even proposed, not without a show of reason, that a part of the reserve may 
be used to avoid further debt, and be used for railway construction. Whatever may be said for fchis 
proposal on the ground of economy, it was obviously inconsistent with the original object of the 
und. The crisis of 1907 showed the error and the danger of too large a portion being invested 
wnioh could not be easily realised in an hour when the exchange needed supporting. The Mackay 
Idea yp^as, therefore, dropped; and the reserve, called now the Gold Standard Reserve, came to be 
held in gold and gold securities, its object being laid down as the support of exchange in the hour 
^ the CWberlam Commi^ion 1913-14. But the War swallowed the whole of the reserve 
^ T"® ^culty, and turned it aJmost entirely into securities, which 
matever, therefore, may be regarded to have been object 
w Exchange, or facilitation of gold ourrency-after the 
commenoement of the Wan, neither was capable of realisation. During the first year of the peace 
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proneness of impecunious financiers to treat all such profits as so much -windfall. It is a function 
of bankers to regulate exchange under a sound currency system, and I have accordingly made it 
over to the Bank in no ambiguous terms. The Government may henceforth sleep in peace as far as 
the Exchange is concerned, they having merely to explain to the bank their requirements in Eng- 
land and provide the necessary funds for the purpose. It is to be hoped those requirements will be 
progressively reduced. The Bank will do all the rest for them. 

37. Where any gold or silver coin, which has been coined and is issued under 
the authority of this Act, is tendered to any person authorised by the Governor- 
General in Council or by the Local Government to act under this Act, and such 
person has reason to believe that the coin (a) has been diminished in weight so as 
to be more than such percentage below the standard weight as may be prescribed 
as the limit of reasonable wear, or (&) has been defaced, he shall, by himself or 
another, cut or break the coin. 

38. A person cutting or breaking a coin under the provision of clause (a) of 
the next preceding section, shall observe the following procedure, namely : — (a) 
If the coin has been diminished in weight so as to be more than such percentage 
below standard weight as may be prescribed as the limit of reasonable wear. Taut 
not more than such further percentage in this behalf, he shall either return the 
coin, or, if such persons so request, shall receive and pay for the coin at such 
rates as may be prescribed in this behalf ; and (b) if the coin has been diminished 
in weight so as to be more than such further percentage below standard weight 
so prescribed as aforesaid, he shall return the pieces to the person tendering the 
coin, who shall bear the loss caused by such cutting or breaking. 

39. A person cutting or breaking a coin under the provision of clause (a) 
of the next proceeding section shall observe the following procedure, namely : — 
(a) If such person has reason to believe that the coin has been fraudulently defaced, 
he shall return the pieces to the person tendering the coin, who shall bear the loss 
caused by such cutting or breaking. (&) If such person has not reason to believe 
that the coin has been fraudulently defaced, he shall receive and pay for the coin 
at its nominal value. 


40. If a coin is liable to be cut or broken under the provisions of both clauses 
of Section 38 of this Act, the person cutting or breaking the coin shall deal with 
it (a) if he has reason to believe that the coin has been fraudulently defaced under 
clause (a) of Section 43 ; and (&) in other cases under Section 44 of this Act. 

41. Where any gold or silver coin, purporting to be coined or issued under 
the authority of this Act, is tendered to any person authorised by the Governor- 
General in Council, or by a Local Government, to act under this Act, and such 
person has reason to believe that the coin is counterfeit, he shall, by Vn'TngAi-f or 
another, cut or break the coin, and may, at his discretion, either return the pieces 
to the tenderer, who shall bear the loss caused by such cutting or breaking, or 
receive and pay for the coin according to the value of the bullion contained in iL 

42. The Governor-General in Council may make rules to carry out the 
purposes and objects of this Act. 

43- — (1) In particular, and without prejudice to the generality of the next 
preceding section, such rules may (a) reduce the amount of remedy allowed, 
except in the case of the Standard of Currency, by any of the preceding section in 
the case of the coins issued under the authority of this Act; (b) provide for the 
guidance of persons authorised to cut or break coins under Sections 38 to 41 of 
this Act; (c) determine the percentage of diminution in weight below standard 
weight not being in any case less than 2 per cent., which shall be the limit of 
reasonable wear; {d) prescribe the further percentage referred to in (a) of Sec- 
tion 39 and the rates at which pa 3 nnents shall be made in the case of coins falliag 
under the same. ° 


(2) Every such rule shall be published in the Gazette of India, and all such 
publications shall have effect as if enacted in this Act. 


44. No suit or other proceeding shall lie against any person in respect of 
anything done or intended to be done in good faith, under or in pursuance of the 
provisions of this Act, 


These are all provisions for the detailed operation of the Act, as well as for the saf^uard of 
innocent people taking coins in good faith which have been either too worn out or We been 
defawd and thus debarred from currency. Elsewhere in this Act are appended sections which 
provide for the punishment of counterfeiters 


X % 
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PAET II. 

The Paper Currency. 


45. A currency note shall be a note issued by the Imperial Bank of India 
under the authority of this Act, and expressed in the form of a promise to pay 
on demand the sum specified in the note to the bearer thereof. 

46. Except as provided in this Act, no person or corporation in the Indian 
Empire, other than the Imperial Bank of India, shall draw, accept, or issue any 
bill of exchange, hundi, promissory note or engagement for the payment of money 
payable to bearer on demand, or borrow, owe, or take up any sum or sums of money 
on the bills, hundies, or notes payable to bearer on demand of any such person. 
Provided that cheques or drafts payable to the bearer on demand or otherwise 
drawn on bankers, shrofis or agents by their customers or constituents in respect 
of deposits of money in the hands of these bankers, shroffs or agents, and held by 
t.liATn at the credit and disposal of persons demanding such cheques or drafts. 


47. Any person contravening the provisions of the next preceding section 
shall, on conviction by a Presidency magistrate, or a magistrate of the first class, 
be punishable by a fine equal to the amount of the bill, hundi, or engagement in 
respect whereof the offence is committed. 

These sections establish tiie monopoly of the Note-issue in the hand of the Imperial Bank of 
India ; and remove it, once for all, from the hands of the Government, the want of experience on 
whose part has brought upon us the currency troubles of the last few years. We think the Bank 
would be better able to cope with the task, being in daily touch with the business world, of which 
the money material must be a tool, not la master ; . an aid not a hindrance ; a spur, not a drag. 
The Government officers, the beat of them, do not know when to apply, what, and how. The Bank in 
sheer self-defence, and as though by a sort of instinct, must enicceed where the official fails by 
intuitive ignorance, by intelligent incompetence. India would never have a reasonable currency 
system if it is to be entrusted, however well-framed, to red-tape maniacs and departmental routine. 

But while entrusting this vital factor for the industrial and commercial life of the country to 
the care of an institution presumably competent to handle it, we cannot ignore the possibility of 
a great temptation to a private corporation to make personaJ profit from a public emergency. 
We have in this country no such centuries of traditions as induce the privately owned Bank of 
England to act uniformly for the public weal alone. We have not yet developed that fierce 
patriotic instinct which characterises the German in his fight against t-ima to wrench the com- 
mercial lead of the world from England. And we have not the business instinct which makes the 
decentralised banking system of the United States respond so wonderfully to the call of the 
centralising spirit of the Federal Reserve Act. We must, therefore, adopt measures not to make the 
Bank impervious or indifEerent to national interests in search of a profit for its proprietors. The 
constitution of the Bank must provide against ^s. In the present conneoton, however, we must 
imint out that the monopoly of note-issue vested in the Bank must be made subject to the guarantee 
that the privilege ^^1 imply an obligation; that the Bank must answer for the ready and 
immediate convertibility of ite notee, at the same time that it must provide what the country now 
iMst sadly lacks; a cheap, simple, popular, elastic currency. The following sections provide foi- 


It must be added that while affording Ihe country the form of currency which is most likely 
under ^is^ng conditions to be at once popularly, as well ae scientifically acceptable, we have not 
lost sight of banibng developments possible in other directions. We have provided for the legality 
of cheques and drafte on demand payable to the bearer or otherwise to be legal, even though no 
wrporation, except ^e Bank authorised by this Act, is allowed to maie or issue such notJ &c. 
In another ^nneotmn we shall provide for other forms of banking activity which go to 
Xstir™^** improvements in currency to make it cheaper, more acceptable, more 

nrevSn^^^uSL^^S pre^ibed in section 63 of this Act, is in accordance wilh the one now 
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la-rge a stock of the precious metals as ordinary currency; but we must do so gently, and leave no 
loop-hole for a suspicion about the bona fides of the issuing authority. The first step, therefore, lu 
the direction of this much needed reform is to place our currency standard beyond the possibility 
of equivocation or misinterpretation. Having done so, we have next to concert measures to husband 
the world stock as well as our own of the precious metals. We thus come to the need for a note- 
system which would serve as an unquestioned substitute for money to which the people have hitherto 
been unduly attached. If we make our note-issue such as would cause doubts or distrust, it would 
be doomed even before it was put before the public, unless forced upon them by superior might. 
The only means to accomplish this rather complicated business is to make the note as low as five 
rupees in value — a note to which the public have been quite accustomed, and so arrange the rest of 
the higher denominations as to minimise the use of specie by offering more convenient media instead. 
But the same reasoning which has led us to adopt the five rupee limit as the lowest prevents us 
from going lower still to economise the use of silver — of the rupee. The people can understand, or 
feel, the need for economising gold, probably because their average transactions do not really need 
gold ; but they will not accept the paper substitute for the rupee without all the suspicions of a 
people accustomed to being swindled being aroused. 

In another section we shall provide for the redemption of the notes when presented to the 
issuing authority. Here we must observe that the expression of the lower notes in terms of the 
rupees is not meant to avoid the fundamental principle of a gold standard and a gold currency, 
but only a sort of a more convenient expression, in the absence of an equivalent coin in gold 
familiar to the people. The higher notes have been expressed in gold so as to leave no margin for 
doubt as to the character of the obligation. The two main alterations in the prevailing system 
effected by this Act are : the change from silver to gold in the expression of the denomination of 
ihe notes, and the discontinuance of the notes of the smallest denomination now current as well 
as those of the highest. 

49. The currency notes shall be payable, when presented to the Imperial 
Bank for that purpose, in gold coins of the Indian Empire, provided that notes of 
small denominations, namely, five rupees and ten rupee notes, may be paid in the 
lawful silver money of the said Empire, and within the limits of legal tender, as 
prescribed by this Act. 

This section consummates what the first part had commenced. A definite gold currency is 
impossible to establish if the 'notes in circulation — the lawful substitute for ordinary money — do 
not represent the real standard currency of the country, and are not redeemable as by law in the 
Standard of currency. I feel it as my deliberate conviction that the reason, why the note issue in 
India did not make any great progress before the war, was not so much the difficulties attendant 
upon limited opportunities for conversion owing to the system of circles of issue ; nor because of 
too high a denomination in the note of the lowest value; as the fact that after the closure of the 
Indian mints to the free coinage of silver, and with the continued decline in the gold value of 
silver side by side with the forced appreciation in the gold value of the rupee, the currency notes, 
being payable as of right only in the silver coin the bullion contents of which had so considerably 
depreciated in value, were not as acceptable substitutes for metallic money as they might have been 
had they represented some more honest form of money. This the illiterate and the suspicious felt 
to be nothing but a double-faced treachery; since, being themselves worthless except in respect of 
what they represented, the attempt to keep them from being payable a® before in gold, in spite of a 
change in Standard for all other purposes, made the notes more than ever distrusted. Government 
were not bound to give what appeared to be the more valuable currency in exchange either for 
their currency notes or even for rupees, so that even the double operation of converting notes into 
rupees, and subsequently converting rupees into gold, was not accessible to obtain what they 
thought to be the better currency. There can be no doubt, as the events during war-time showed, 
that there was great field for the legitimate extension of paper-money in this country. And yet 
for fifty years, this excellent substitute for the cumbrous, primitive mode of settling exchange 
transactions did not make any considerable headway in the opinion of the people. Forced cir- 
culation must not, indeed, be thought of; but without force, without indirect inducements 
amounting to force, they might still have become more popular if those who had the management 
of the note-issue had understood the needs and the thoughts of the Indian people. It is the inevit- 
able misfortune of our system of Government that the people are so little understood by their 
rulers. It is the unavoidable penalty of the rulers to find their best measures, co-nceived in the 
truest interests of the people, are apt to be frustrated for want of sympathy that springs from 
knowledge, inspiring confijdence. I therefore, think the sooner we strike at its root cause, the 
better. The currency notes must be made gold obligations beyond the possibility of doubt, or even 
equiv^ation. I have accordingly expressed the notes in the new form of our currency system, and 
by this section, made them redeemable as of right in the only form of redemption — ^gold. Only in 
the case of those notes which, by the smallness of their denominations do not admit of a gold 
redemption, have I allowed a silver convertibility ; but even there the legal tender limit has been 
strictly enforced. 

50. The Imperial Bank of India shall provide through its currency notes of 
the denominational values prescribed by this Act and shall supply the Branch 
Ofl&ces and Agents subordinate to the branch ofSces with such notes as they need 
for the purposes of this Act. 

51. Every such note shall be worded so as to be a' clear obligation of the 
said Imperial Bank of India, and shall be signed by the General Manager of the 
Imperial Bank of India, or any other officer of the said bank specially authorised 
under the constitution of the said bank to sign on behalf of the said bank su<h 
obligations of the said bank. Such signature may be impressed on the notes by 
machinery, and when so impressed shall be deemed to be valid signature. 
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62 The General Manager at the Head Office and the Branch Managers at 
the Branch Offices and the agents in other place specially authorised iii that behalf 
shall issue in the name of and on behalf oi the Imperial Bank of India currency 

notes of the denominational values prescribed by this Act in exchange for lue 

amounts thereof in gold coins issued under this Act, or gold bullion at the rate 
prescribed by this Act in that behalf, or in rupees to the extent of not more than 
one hundred and fifty rupees at one time. 

53. All officers of the Imperial Bank of India entrusted with special 
functions under the provisions of this Act and authorised to provide, sign, issue, 
or exchange the currency notes, shall be appointed by the directors of the said bank 
subject to the approval of the Governor-General- in-Council. 

These sections provide for tho manner and the organisation for the issue of the currency 
notes. The changes in this section are all of minor importance, and are such as could be inferred 
from ibhe general principles already formulated. We have abolished, for example, the circles of issue 
as established by the present arrangements; and substituted instead the branch offices and agencies 
of the Bank. But there is the important difference between the existing arrangements and those 
proposed here : that while the circles of issue as now existing are so many hindrances in the way 
of a free circulation of these notes, under the arrangments outlined here the branches and agencies 
will only help to add to the popularity of the notes. All notes under this Act are universal notes. 
The system of signing and the responsibility thereunder have been more clearly defined. The issue 
of notes against silver coin has been limited to hundred and fifty rupees, the legal tender limit 
prescribed for silver coins by this act. The object of allowing silver .at all to be a permissible 
exchange is to allow the notes to displace even silver as far as possible. The Bank is not bound to 
issue notes in large quantities except against gold coin or bullion at the rate prescribed. Silver 
bullion is, of course, not to be accepted in exchange for the notes. 

The vast powers granted by these and other sections to- the Bank and its directorate and 
management need to be more specifically limited or safeguarded against a possible abuse, and so we 
have provided in the foregoing sections for the sanction or approval of the Government of India 
in specified cases. There is, however, a need for a more definite organisation for the supervision 
and control of the officers of the Bank in this particular department of their activities. It is to be 
hoped the Act laying down the constitution and organisation of the B.ank will make suitable 
provision for the purpose, or will be amended accordingly, and the amendments incorporated in 
<t ponsoli dating act like the present one. But even in this Act, the several provisions relating to 
paper currency &c. will prove unintelligible unless we outline the functions of the Bank and their 
constitutional limitations. We shall defer that to the third part of this Act. 

The. Bank, it may be noted as an interesting feature of our proposals, is not divided, like the 
Bank of England, into two distinct Departments, viz. the Issue Department, and the Banking 
Department, each watertight by itself, but is kept a single, undivided corporation. There is, we 
think, ^ nothing to be gained by such a division.. The transfers of the available reserves are, if 
anything, rendered more difficult, if such a division is enforced; and that vrould lead to the 
difficulties of the money market becoming more acute than ever in a period of crisis. But we must 
not allow the Bank to discourage the use of notes by empowering that institution, under the plea 
of its notes being legal tender, to refuse specie in exchange. The next following section provides 
for such a contingency. 


j Dotes of the Imperial Bank of India shall not be deemed to be legal 

t^der by tlm said Imperial Bank of India at its head office or any of the branch 
omces, but the Agents shall be exempted from the operation of this section within 
1 ^ Resolution of the Board of Directors of the Imperial Bank 

the Agent has agreed to take upon himself on behalf of the bank 
the liability imposed by this section. 

exemption of the agent in backward country districts is a measure demanded both by 

^ endangered by the weakness or speeul^ 
specisJ consideration, the Agent specifically under- 
® readying the note circulation less popularly such 

from the Affe-nt ast owever, must take precautions, at the time of obtaining such an agreement 

^ minimise the danger of f sudden 

diSoSl a snStd Stipulation that the Agent shall keep always at his 

euwenfc in MfSfSw m cash against the liahilities in notes of the Bank 

not ourrenm notes at any time in circulation shall 

es;oSlijrtt.e repre^ted by gold coin and buUion and the sum 

mS ^t iS are held by the Imperial Bank of 

..1 India tas well as the 

provide for the satisfaetio^ Dieeting the currency notes as a reserve to 

K to W Sen The said notes shall 

aa on the aecurity of the said gold coin ^d 

have not been MOi^a^d^r section, currency notes which 

shall be deemed not to be years of the date of their issue 

eemea not to be in circulation; provided that all notes declared under 
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this section to be not in circulation shall nevertheless be deemed to be obligations 
of the Imperial Banlv of India ; and shall if subsequently presented for payment 
be paid from the reserve of the said bank and be charged to the revenues of the 
said bank. 

These provisions require the Bank to keep a mixed reserve of coin and securities as the total 
available resources of the Bank against these obligations. The proportion of coin and securities in 
the Reserve will be defined by tho following section. The permission to keep silver coin of the 
Empire in the reserve is granted with a view to provide the means of exchange for small notes. 
The exclusion of the notes which have not been presented for circulation for more than forty years 
is not meant to reduce the liability of the Bank, but only for purposes of convenience in account 
keeping. The notes thus “ superannuated ” nevertheless remain an obligation of th-e Bank and 
must be paid from the Reserve on demand. But instead of allowing the Reserve to be thus 
depleted, the Bank is to charge such payments to its current profits. It must also be observed 
that the entire reserve against the paper currency is to be kept in Indian as, under the words of 
this section, nothing that is not in any of the branches of the Bank iyv India can he regarded ns 
good Reserve. We cannot allow the pernicious policy of keeping any portion of the Paper 
Currency Reserve outside India. 

57. The total amount of the notes at any time in circulation shall not exceed 
three hundred crores of rupees in value equivalent to two hundred million mohurs. 
But nevertheless the amount thus fixed by this section may be increased under the 
authority of a resolution of the Legislative Assembly for any time, or an order 
of the Governor-General-in-Council for a period not exceeding three months. 

The limit here set to the total circulation is large enough for all normal expansion of the 
currfency. At the same time some such limit is necessary to prevent undue extension of credit by 
the Bank. In moments of special emergency, however, tlxe section permits an increase of the total 
issue by a resolution of the Legislative Assembly, or, if that body is not in session, by an order in 
Council of the Governor General. In the last mentioned instance, the increase in the issue will be 
good only for three months at the most, as it is clearly an extraordinary measure for an extra- 
ordinary crisis which would not last for mo're than three months. The Legislative Assembly, if so 
minded, can get an amending Act passed permanently adding to the total volume of the circula- 
tion. But if the circulation is increased temporarily, tHe Bank, on the analogy of the Reisch 
Bank of Germany, ought to be made to pay for the privilege, and permitted to vary its character 
of the Reserve against its note liabilities so far as to admit under the heading of securities good 
trade Bills and other mercantile securities. This is provided for by the next section. 

58. In the event of the circulation of the total number of notes of all 
denominations being temporarily increased (in the manner provided for in the next 
preceding section) the bank shall pay a tax of five per cent, per annum on the 
average excess of circulation during the period that the operation of this Act was 
in abeyance as regards the total amount of notes allowed by this Act to be at any 
time in circulation. 

59. The Imperial Bank of India may, during the period of temporary 
increase in the circulation of their notes, hold the required reserve under this Act 
partly in gold bullion and coin ; partly in securities different from those prescribed 
by this Act. Such other securities to be Bankers’ acceptances or Good Trade Bills, 
drawn against actual commercial transactions, and secured by the goods or value 
forming the subject matter of such transactions; and having at least two well 
known signatures by way of endorsement, one of which shall be that of a bank, 
and having not more than sixty d?iys to run. The Imperial Bank of India shall 
not be permitted to r^ard as good bills or securities under this section any 
advances made by itself on personal security of its customer or on the security of 
immovable property whether Urban or Agricultural, or the stock in trade, or any 
other similar security. But nevertheless it may consider as good securities, within 
the TTiftaning of this section, any advances by a banker or shroff who is himself a 
client of the Imperial Bank of India and rediscounted with the bank aforesaid, 
notwithstanding the fact that such banker or shroff has himself advanced to his 
client on any of the securities considered insufficient or ineligible for advances by 
the Imperial Bar^ of India under the provisions of this section, and for the 
purpose of securing a temporary increase in the note issue. 

This is an attempt to connect genuine business transactions with the Note Currency, allowing 
of an increase in the total issue in response to a genuine trade demand. If the demand is only- 
temporary, the Bank will, normally speaking, not add to its circulation and liabilities, by asking 
for an increase in the total permissible circulation, unless it can pay the tax on the excess as 
required. This would, in other words, be equivalent to the common device of the Bank of England 
to meet a demand for gold by raising its rate of discount. The Indian Bank will not be, for some 
time to come, at any rate, under the influence of any traditions of a low rate of discount; nor do 
we think it expedient at this stage to limit the discretion of the directorate of the Bank by 
prescribing a maximum rate by law. But the ordinary competition for business by the banks 
among themselves will not allow the Imperial Bank recklessly to keep a high rate. If anything, 
its rate will be appreciably low. It is only when the Baak has good business coming to it, an<3 is 
yet unable to accept it owing to the limitation on its note^issue, that it would venture to ask 
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Permission for an increased issue and undertake to pay the required tax on the increase. The 
Bank may avoid the payment of this excess tax if it does not send out the increase into circulation, 
but holds the excess itself and gives out other forms of money instead. This last contingency, how- 
ever, though possible, will be provided against by the requirements of a minimum metallic reserve 
to be held by the Bank in accordance with the subsequent section. The latter portion is based on 
the model of the similar provision in the Federal Reserve Act. 

60. The Reserve prescribed by this Act and held by the Imperial Bank of 
India for the security of the total note circulation shall consist in the manner 
provided below namely, not less than 100 million mohurs, or half the total amount 
of the authorised circulation, shall be in gold coin or bullion ; and the other half 
or one hundred million mohurs shall be in securities as prescribed in the following 
sections. If at any time the actual amount of notes in circulation is below the 
authorised amount the reserve to be held in specie as provided by section 61 para. 1, 
must be calculated in the proportion prescribed by the said para, of this section, 
and not fixed at 100 million mohurs. 

61. The securities to be held in the Reserve against the total amount of notes 
in circulation under the provisions of the next preceding' section shall be the 
securities of the Government of India payable in the Indian currency in India to 
the extent of not more than 40 per cent, of the total reserve held in the form of 
securities; provided that the loans issued by local governments, municipalities, 
port trusts and other public corporations working under the authority of the 
Government of India shall be regarded as and included in the securities described 
as the securities of the Government of India. The remaining securities may 
consist of interest bearing bills, bonds, drafts issued by the railway companies, 
tramway companies and other semi-public corporations not connected with the 
Government of India; and bills of exchange, drafts, hundies, and other good 
commercial paper having not more than six months to run and arising out of 
genuine commercial transactions involving the import or export of goods or the 
domestic shipment of goods with documents conveying or securing title attached, 
and bearing at least two well known signatures one of which must be that of a 
recognised banker or s^off himself a client of the Imperial Bank of India; pro- 
vided that the com m ercial paper declared to be eligible as security against the note 
issue of the Imperial Bank of India shall be taken in the books of the bank at the 
actual purchase price and no more. 

TWs provision of the Reserve introduces two great changes of a radical kind in the existing 
organisation. (1) Instead of the fiduciary Reserve being a fixed quantity which is judged to 
represent minimum requirements of the public in the matter of paper currency, and, therefore, 
the notes covered by that portion most unlikely to be ever presented for conversion into specie, 
wo have fixed it as a proportion of the total circulation, thereby, allowing the issuing authority 
a «Ure<* interest in the increase of the note issue, as the interest derived from these securities shall, 
un^r the provision of the next section, be regarded ordinarily as the normal income of the Bank. 
This principle as well ae the proportion of the fiduciary Reserve is in accordance with the Babing- 
ton-S^a reeoi^endation^ The action taken by the Government of India in this behalf h^ 
already been noted. This is a valuable concession, representing a gift of Re, 6 crore per annum 
n^ly to the Bank, and I am not sure if a wise financier would not make the Bank share its 
adventitious gam from the monopoly of the public credit veeted with the Government. The 
securiti^ must be t^ purities of the Government of India, or of the corporations work- 

mg under the authority of the Government of India, or by their very nature regLded as bodies 
with a semi-pub locharacter. This will render it impossible for the Bank to inve^ rn7nart of this 

oneign e^rity, viz., the trade bill of not more than six months’ duration- and renresentimr a 
genuine deal m goods. No object will be gained in preventing the Bank from h^vin^lTart of i*^ 

foreign countries with which India mav have trade England and the principal 

practical monopoly of the foreign trade finance T L ** Baaik would be able to obtain 

should be kept oit ^ tL Sn^fLSSrsin<r"fa7E^»^^ 

terrors under a stable currency system sinro o ^ Exchange business ought .to lose all its 

adyantage of having such a Bank if it it# ^ Government of India would lose the greatest 

dotes it o' 

combination m one hand would admit of a <>r ioreign trade, particularly as such a 

private, for the facilities of trade. It of ^1 resources, public as well as 


FiTivaiie, lor me tacilities of trade. It would a. puDiic as well as 

oiaoagers of this institution in so far as J ?' measure of the prudence of the 

make the Bank unnecessarily susceptible to^wnrl^ foreign holdings of the Bank as not to 

p.p« a.o«ld not «iSod i «>. holding, te 

This measure brings ihe investod. reserve. 

HMds of the country. The Bank may also b^iitoustfd*^w^flf+^ immediate contact' wiih the trade 

Government; and in that case ^ts operatione will^nt***? of hullicHi on ac<»unt of 

iia operacione will control and regulate the entire, currency 
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62. The interests and other income accruing from the securities held as 
reserve against the note-issue may be considered as the normal income of the bank, 
and be available for the purpose of declaring a dividend, which shall at no time 
exceed ten per cent, on the total paid up capital of the bank. 

63. The bank shall be exempt from the payment of all stamp and other duties 
in respect of the note issue in exchange for a lump sum payment of rupees fifteen 
lakhs a year ; provided that this exemption will not apply to the income tax or tax 
on the profits of the bank or any other tax by whatsoever name known which falls 
upon the recurring income of the bank; but shall include the tax on immovable 
property owned or possessed by the bank. 

64. The securities held in reserve against the notes in circulation shall be 
held at the head office of the bank aforesaid. These securities may at any time be 
sold in open market ,or converted, or redeemed, or renewed, by the general manager 
under the authority of a resolution of the board of directors specifically passed in 
that behalf; and the proceeds of the securities thus sold shall be employed as 
directed by the resolution aforesaid. 

65. The total profits of the bank, from whatever source accruing, shall, after 
adequately providing for all the regular expenditure of the Bank, including 
income and other taxes, provision for superannuation and other similar allowances 
or funds for the employees and the required reserves, be disposed of as follows, 
namely : (a) In declaring and paying a dividend on capital at the rate not exceed- 
ing 10 per cent, on the nominal, paid up capital of the bank ; and (&) the balance, 
if any, to be divided equally between tfie proprietors of the bank and the Govern- 
ment of India, after a sum not exceeding 25 per cent, of the net profits has been set 
aside for reserve. 

The purpose of these sections does not need comment at any length. The limitation of the 
dividend to ten per cent, at most is a device to prevent the Bank from developing unwelcome 
tendencies of profit-earning at the expense of public benefit. If the Bank gets more business as the 
result of these provisions, and it is expected that it will, there is no reason why the benefit of this 
increased profit should be enjoyed exclusively by the proprietors of the Bank, Even though a 
considerable portion of the capital of the Bank may have been provided by them, a not inconsider- 
able portion of the total capital of the bank would be held by the Grovernment. The general trading 
public cannot appreciate the advantage gained by a reduction in taxation due to the Government 
obtaining such additional income from its trading and industrial ventures. They must get the 
advantage to which they are fairly entitled in the shape of a low rate of discount and ample 
capital facilities, which the various concessions implied in these sections would quite easily place 
at the disposal of the Bank. 

The exemption from Stamp Duties is a matter of administrative convenience which is to a 
great extent off-set by the obligation of an annual lump sum payment. The retention of property 
and income taxes is to be justified on grounds of public policy. A corporation of such extra- 
ordinary privileges cannot but be made to share the tax burdens of the general public at the same 
rate as the ordinary private trader or banker. Still these provisions would mean substantial con- 
cessions to the Bank. It must be added that the tax on excess issue beyond the authorised amount 
IS in addition to the ordinary income tax. Finally the holding of the ^curities in India at the 
head office must be construed to apply only to the securities which by their nature are capable of 
such holding, and not to such other securities as the trade bills which must necessarily be held 
in the branches whether in India or outside India. 

66. An account skewing tlie amount of interest or profit accruing on the 
securities held as part of the preserve under this act and the expenses and charges 
incidental thereto shall be published annually by the general manager of the bank 
and be placed before the Legislative Assembly of India. 

67. A depreciation fund of 5 per cent, of the total reserve held in the shape 
of securities shall be formed out of the total income from these securities and shall 
be set apart for the purpose of making good any loss to the reserve sustained by 
the depreciation of security. No credit shall be allowed to be taken by the 
bank for any appreciation of any security. 

The provision to avoid loss by a sudden depreciation of the seeuriti® in the Eeserve will 
ordinarily apply to the Governnaeait securities yielding a fixed interest, but may quite possibly be 
of practical imporban® in title case of commercial securities in the event of a crisis and wide-spread 
failures. The insistence on a fixed rate of deprecation may not seem quite advisable, and it may 
perhaps be better to leave the actual percentage to be thus set aside to the discretion of the Direc- 
torate of the Bank. Credit need not be allowed for appreciation, which, however, if of a 
permanent kind, may strengthen the position of the Bank indirectly. Besid®, the provision 
r^arding the right to dispose of the securities at a favourable moment will enable the Bank to 
reap the advantage from a reasonably sound appreciation of any permanent security. It is much 
more likely however, that in tiie event of a permanent appreciation of its credit Covernment may 
seek to convert their obligations of a higher rate of interest into those carrying a lower one so 
that there would be no real advantage to the Bank. In any case, it is to be most sincerely hoped 
that the management of the Bank, in toe exercise of toe wide powers entrusted to them for the 
benefit of toe public shall not allow themselves to be tempted and be led into speculation in these 
seouriia® which would be of toe utmost danger to the commonwealth. Perhaps it would not be 
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unreasonable for the Government of India to stipulate with the Bank that no portion of its securi- 
ties held by the Bank as Reserve against the notes shall be sold, except with the consent of the 
Gov<ernment, or that at no time the Bank will hold less than a fixed proportion or amount of the 
Reserve in the securities of the Government of India. This Fund for depreciation of securities 
must, it may be added, be held apa)-t from tho ordinary reserve oP the Bank, and be treated 
separately. The Section is silent as to the form in which it should be held ; but it may be said that 
it would be against the nature and object of the provision if this special fund also held 
in the form of securities liable to depreciation common in this country and so well known to our 
bankers. This portion of the Act is based on the similar provisions of the Federal Reserve Act, 
though, of course, owing to a radical difference in organisation, the language cannot be identical 
The obligation on the note being an obligation of the Bank and not of the Government as is the 
ease in the Federal Reserve Notes of the U.S.A., we cannot of course include all the provisions for 
the withdrawal of the collateral for the notes in exchange for the notes, or the creation of a 
special redemption fund, or the penalties on the member banks for cashing other banks' notes, &c. 
But we think some such provision for ensuring contraction of the notes in times of easy money 
ought to he made under the well known conditions of alternating seasonal fluctuations in the 
demand for currency. There would be involved, indeed, an increased expenditure to the Bank if 
the notes are to be destroyed when returned or not wanted ; but perhaps that expense would not 
have been incurred in vain if this arrangement helps, as we believe it will, to stabilise prices in 
the country. Besides, as the plates for the notes wull be kept ready engraved, there would be no 
appreciable delay in the supply of new notes when wanted by the public. 


68. An abstract of the accounts of the paper currency operations of the 
Imperial Bank shall be made and published in the Gazette of India four times a 
monih, showing (1) the total amount of the currency notes in circulation; (2) The 
amount of coin and bullion reserve, distinguishing gold from silver and coin from 
bullion, in the case of gold; and showing separately any amount not actually in 
the hands of the bank but in transit and considered as part of the reserve ; (3) The 
nominal value of the price paid for and the market price of the securities held as 
part of the reserve, showing separately securities of commercial kind; and 
distinguishing between securities of this latter description held in India and tho se 
held outside India, as also those held by the head office and those in the possession 
of the branch offices. 


69. Notes of the Imperial Bank of India in the hands of the head offices or 
any of the branch offices of the said bank shall not be considered as lawful money 
for the purpose of reserve required to be held against the notes in circulation under 
the provisions of this Act. 


'^2' branch office and every agent, with the exception of the chief 

branch office in a province or in a foreign country, shall immediately return to the 
head office of the bank aforesaid, all notes issued by the said branch against eligible 
commercial paper and returned to the branch on the maturity of the discounted 
paper and its payment by the party concerned in lawful money. The head office 
shall either destroy the notes so returned and against which there is no reserve or 
the portion of the reserve covering these notes has automatically ceased to exist 
or rmssue them against acceptable money or security. A margin of 5 per cent of 
the total notes issued to a branch and circulated through that branch may' be 
allowed to be held by that branch as till-money for the branch. 

^ attempt to bring about an automatic contraction of th© note-issue as and 
whence need for abundant currency disappears. It is made the interest of the agents and 
“aaagws not a foreign circle in their hands longer than the^can help 

And aa ^ notes are not allowed to be regarded as portion of the Eeserve there is no LasL X 
the Bank ^ould continue to keep them in circulation when no longer wanted In normal times 
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POSsSsioSS^thei^a^-^ printed, or is found to be in 

K SmnS ^ ^pressed on each of the notes issued 
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loJthe ofienoe of 

lorgmg, counterieiting, or uttering a forged or counterfeited note krmxunnty it tn 
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trying the case. Anyone found guilty of any of tt ofeecfXt? i magistrate 
than once, shall, on conviction, be^liabL to a s^entence of Sspo^tio^^^ 

These provisions are the ordinary safeguards avai-nat th • • w i 
India after nearly sixty years of experim^tino- * criminal tendencies of mankind. In 

reason to make the law against forgers &c. a i^vavc nn 

the fear of punishment hardly deters the criminal ^TT draconic punishment. Besides, 

ti uiu^a Dy making the law rigorous, ihoughi of course 
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that cannot be lost sight of; but by taking the greatest possible precautions for the safe-keeping 
of the instruments for the printing and executing of these notes. The paper, the design, the 
numbering, the signature shall all be so arranged as to leave the least possible room for such 
offences or temptation Possibly the very printing of these notes may have to be done in the 
presence of and on the premises of the Imperial Bank authorities, instead of at the Government 
Press. We would insist on the notes being made and executed iii India instead, as is the present 
practice, of being sent out from England. 

PART III. 

The Imperial Bank of India. Relation to the Note Issue and Currency 

Organisation of India. 

In the following sections relating to the organisation of the Imperial Bank, and the conduct of 
the note issue and the management of public remittances, reserves and balances, we shall assume 
a constitution for that institution in harmony with the functions entrusted to it of the kind 
here outlined. 

72. The constitution of the Imperial Bank of India, its direction and 
management shall be provided by an Imperial Bank Charter Act to be specially 
passed by the Legislative Assembly in India in that behalf subject to the following 
general principles, namely : — (1) The bank aforesaid if a private corporation 
whose capital is required to be subscribed to by private individuals, shall allot 
fully paid shares to the State of not less than one-third of the total authorised 
capital of the bank in exchange for the bullion and coin reserve now held by the 
Government of India against the notes now in circulation, or such other securities 
of a like nominal value as may be prescribed by a resolution of the legislative 
Assembly specially passed in that behalf. ' (2) The Government of India shall be 
entitled in virtue of their proprietorship in the bank to nominate one-third of the 
directors of the bank aforesaid on a recommendation from the Legislative 
Assembly either from among the ofiScers of the Finance Department of the Govern- 
ment of India, or the members of the Legislative Assembly and the Council of 
State, or any other non-official persons or bodies at the discretion of the Government 
of India. And these directors appointed by the Government of India shall vote 
in accordance with their judgment, or the directions of the Government of India 
specially issued to them on a particular question coming before the bank director- 
ate for discussion and disposal. (3) That the Finance Member of the Council of the 
Government of India shall be ex-officio president of the board of directors as well 
as of such committees of the board as may be appointed from time to time to deal 
with the question of the increase of note issue, purchase of bullion, management 
of new loans of the Government of India, manipulation of the invested reserve 
against the paper currency, and all such other questions directly affecting the 
public at large. In such matters the president of the board or the committee shall 
have a casting vote in addition to the ordinary vote as a member; and shall have 
the right to postpone the decision by a minute of dissent pending the orders of 
the Government of India or a resolution of the Legislative Assembly on the point 
involved. In matters not directly affecting the public interest the president of the 
board shall have only a casting vote in the event of members being equally divided. 
(4) All officers of the bank aforesaid in any way concerned with the maintenance 
or management of the note-issue and circulation shall be appointed by the director- 
ate of the bank subject to the sanction of the Government of India. Officers thus 
appointed shall have all the rights, obligations, privileges, and duties of public 
servants in general and shall be subject to the Government Service Eegulations. 

These are all provisions inserted to guarantee the conduct of the Bank mainly in public interest 
even though the corporation is largely owned by the private capitalists. The Charter Act should, 
we think, make some provision for maximum subscription that can be made by individuals or 
corporations to the capital of the Bank, in order not to give a preponderant voice to any single 
individual in the conduct of the Bank. It should also provide against the maximum holding of the 
stock of the Bank by a single individual firm or company, so as to guard against the Bank 
becoming a prey to a group of financiers. We have^ however, provided for a power of veto in the 
hands of the official President of the Bank to meet exceptional emergencies where the interests of 
the Bank may lie one way and that of the public another. For a precedent for such powers we 
must refer to the constitution of the Reisch Bank of Germany, where the Imperial Chancellor is 
made the ex-officio president of the Bank Directorium, and is given similar powers. The position 
^ privileges of public servants accorded to the selected officers in the Bank is due to the 
character of their functions, as much as to the need for some good inducement to competent men 
to accept service under the Bank, oven though it may not bo quite so well paid as in similar private 
iptitotions. The capital to be provided by the State is only mie out of several possible alterna- 
tivea ; but we think tiie principle must be accepted that some portion of the Bank’s capital must be 
prOTided from the public purse. The activities of the Bank other <*an commercial financine are 
not apecifi^y provided for « l^ese sections, as the whole of this Act is drafted primarily with 
an eye to Currency Eeform. This does not mean that we are indiffenent to the work of such an 
agitation as m .^icultural Bank or an Industrial Bank. These matters are discussed in the 
pa^rt dealing with Banks and Banking. ^ 
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73. The functions of the bank aforesaid shall include, subject to the pro- 

visions of the Bank Charter Act, the following, namely : — (1) To discount Indian 
rupee trade bills maturing within the maximum period of six months subject to 
a miniTTinm rate fixed from time to time by the board of directors of the bank. 
(2) To rediscount gold trade bills bearing the endorsement of another bank or 
shroff or one of the clients of the Imperial Bank itself subject to a minimum rate 
fixed for the purpose by the directors of the bank from week to week. (3) To make 
interest bearing loans subject to the condition of a minimum rate of interest 
prescribed from time to time by the directors aforesaid on such security as may be 
permitted by the Bank Act. (4) To buy and sell gold bullion in India or outside 
India subject to the provisions of this Act and of the Bank Charter Act. (5) To 
accept deposits on interest subject to a minimum day to day balance being iflain- 
tained by the depositor and allow interest for the same at a rate prescribed by the 
directors aforesaid; and to accept deposits without interest up to any amount 
liable to be withdrawn and not less than one week’s notice or on demand as may 
have been specifically agreed upon between the bank management and the 
depositor. To receive valuable goods for safe keeping with or without a charge 

as prescribed by the directors from time to time. 

These functions are amongst those directly bearing upon the currency system. They do not 
exclude other functions such as serving as Government Banker, receiving and paying monies on 
account or upon the orders of competent authority from the Government, managing Government 
debts and loans newly issued, holding Government balances and reserves, and discharging all other 
functions that a State Bank may be expected to discharge on behalf of the Government. It will be 
for the Bank Charter Act defining the constitution and functions for the Bank more minutely to 
lay down these and various other .analogous provisions in full detail. In this Act it would be out 
of place to embody all such provisions; but we may indicate such as are indispensable for the 
proper working of the system here outlined. We might have included more specifically in the fore- 
going s^tion the provisions about the management of the Currency, but it follows from the pro- 
visions in the second part of this Act and need not be repeated. 

74. Subject to tbe provisions of the Bank Charter Act, the bank aforesaid 
shall open branches as follows : — (1) Wherever the necessity for the issue of 
currency notes requires a branch, i.e., in eyery town in India with a population of 
fifteen thousand inhabitants or more ; or in every town which is the headquarters 
of district administration; or the capital of a province, or Native State, or the 
junction of two railway lines or more. (2) And shall have accredited agents 
appointed under the authority of the board of directors of the bank in every village 
which is the headquarters of a sub-divisional office, or the place with a separate 
post office and telegraph office of its own, and is not included in any of the classes 
mentioned in para. 1 of this section. 

75. The branch managers shall be appointed by the directors of the bank 
subject to the approval of the Government of India. 


76. The branches and agents shall forward to the head office every day by 
telegraph after business hours an abstract account of the balance in hand, in coin, 
or bullion, the amount of notes held in hand or issued through the branch, and 
such other information as may relate to the note-system of the Imperial Bank. 

Under these provisions there would be instituted nearly five hundred branches and agencies, 
possibly many more, and will thus afford India a proper banking system. The country parts of 
India are e\en now practically without any banking facilities, with the result that the usurious 
moneylender thrives on the ignorance of misfortune of the agriculturist and the artisan. And even 
in the towns the availably banking facilities are confined only to the richer and more advanced 
cla^B. No reform of banking in India will be considered complete which omits to provide for this 
crying defe^ of our financial organisations; and we cannot, therefore, be quite content to accept 
proposal of the Presidency Bank Amalgamation Act of a hundred branches for the Imperial 
Bank of India. If the Bank is to^ do all the Government business, and at the same time afford all 
the banking facilities to the public at large, ihexo must be a more ambitious programme of branch 
fxtension than as so far been contemplated; and if the expenses involved in having independent 
in out of the way places are not likely to be met from the business obtainable— the ideal oi 
^ mana«er-tlifire would be tbe Agencies which 

wnnl^ afford ^e same facilities as a branch would. Possibly the Bank Charter Act 

between the relative statns of different branches, e.g., provincial diief 
teaches or firrt and sewnd class branches; but we are not here concerned With snob distinotiona 

^ateTe*nrovfepror+h“°An5’^ an account of daily operations relating to the Ourren<^r notes is 
r -A-cfc; and may be necessary to keep the directors informed of the state" 

of the empire ^ foreign branches are necessary for exojLge 
^ by ^ Bank in ever growing proportions, and the number of 

fungous of such branches will 
provided for by the Charter Act, and we here add some specimen of the pro- 

visions, which, ^ pur opinion, ought to be included in the Charter Act. ■ • ^ 

There: be established a branch of the Imperial Bank in London 

which shall be regarded as being the head ofiBoe of all tiin>ranches the Imperial 
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Bank of India may deem fit to open in the various European and other countries 
for offering exchange facilities to the Indian trader with those countries. Such 
foreign branches shall be free to do the business ordinarily transacted by the head 
offices and branches of the bank in India, and subject to the provisions of this Act. 
In particular the London branches shall transact the following business, 
namely : — (1) Selling drafts on India either by way of rediscount from other 
bankers, or, directly from the customers of the London branch, or from the public 
at large, at a rate announced from time to time by the London branch as the 
minimum rate for the purpose. (2) The rediscount of sterling bills if necessary 
with the Bank of England. (3) Receiving deposits from its customers in England 
at the current rate of interest for such deposits in England subject to such 
conditions of reserve as may be prescribed by the board of directors in India and 
the rules made under the provisions of the Charter Act or this Act. (4) Borrow- 
ing for short periods from the Bank of England or other joint stock banks in 
England and lending money for short terms on such securities as may have been 
prescribed by the board of directors subject to the provisions of this or the Charter 
Act. (5) The flotation of sterling loans on behalf of the Government of India in 
the name of the Secretary of State for India in Council. (6) The management 
of the balances of the Government of India in England in addition to such other 
business such as buying and selling of gold or silver bullion as may be prescribed 
for the bank in India and may be specially ordered by the directors to be carried 
out by the London branch. 

78. The London and all other foreign branches of the bank aforesaid shall be 
governed under the provisions of this Act by a manager appointed by the directors 
in India aided by a council of three members selected from among the most 
important customers of the foreign branch or its officers, including the chief 
accountant of the branch, the secretary, if any, and the head cashier. 

For a long time to come the London branch would be the most important foreign branch of the 
Bankj and it would, therefore be necessary to lay down its functions and constitution more 
minutely than would be necessary in the case of other foreign branches, though the New York 
t ranch, if one is opened, may in the near future prove quite as important. The branch must be 
administered unden the provisions of this and the Bank Charter Act by the manager, who ought to 
have some assistance in deciding more important questions of policy in an emergency when it 
would not be possible to obtain inetructions from the head office in India. 

The price which the Imperial Bank would pay in India for sterling bills will to a large extent 
be governed by the Bank-rate in England coupled with the rate of exchange between India and 
England, and not be the same as the local rate for Indian bills. The Bank in India by offering 
concessions upon the competitive market rat© for such bills will be in a position to induce the 
exchange and other Banks to re-discount their sterling paper with the Imperial Bank. The same 
may be done with regard to the trade bills on or from other countries by means of branches in 
those countries. The Impeial Bank will not be the loser, since the Bank-rate in England is often 
lower than the Indian rate for rupee bills particularly in busy seasons, and the difference in the 
rates would represent the gain to the Imperial Bank, 

79. Tile Imperial Bank of India sliall help to economise the use of metallic 
currency in India by introducing all devices calculated to and in the attainment of 
this end. 

80. The Imperial Bank of India shall undertake to remit money free of 

charge for its customers between any two places in India whether or not the party 
to whom the money is remitted is a customer of the bank at its head office or any 
one of the branches or agencies provided always that the bank shall be at liberty 
to prescribe any such conditions as to a minimum balance of deposits, etc which 
may be deemed fit by the board of directors of the bank. The said bank aba.n also 
undertake to coUect subscriptions for newspapers, premia for Insurance Com- 
panies and similar other payments due to its regular customers and recurring 
periodically free of charge subject to such conditions about a minimum balance 
etc., as may be imposed by the directors of the bank. ’ 

81. The bank aforesaid shall undertake remittance business between distant 

places in India on account of persons other than the regular customers of the bank 
at a charge which shall be lower by fifty per cent, of the minimum charge now 
made for similar business by the post office under the heading of money orders 
subject to such conditions as to the minimum sum remitted, etc as mav be 
prescribed by the board of directors in that behalf. ’ ^ 

82. The Imperial Bank may require all its customers to domicile the bills 
receivable by them with the bank and make all bills payable by them through the 
agency of the bank and impose such conditions as to the minimum balance in this 
behalf as may seem fit to the directors of the hank. 
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These provisions are an attempt to introduce the facilities offered to its clients by the^isch 
Bank in the shape of its “ Giro” system of transfers and the so-called postal cheque. On the 
continent of Europe these devices are quite well-known, and have been pronounced to have proved 
successful by competent authorities. In this country we shall need more urgently than any people 
on the continent of Europe some such means to overcome the ages old fondness for specie in a Li 
daily transactions. To the Bank such a business would mean considerable economy in the use of 
the money material and great latitude in the matter of its reserve. By merely making the neces- 
sary entries in the books of the branches affected the Bank could do the remittance business foi 
India almost entirely, the extent of which we cannot estimate from any data of the post office remit- 
tances to-day though even that is not inconsiderable. Besides saving the trouble of counting and 
testing coin, and avoiding the danger of handling many sums of money, as well as the loss from 
interest during transit, the Bank will indirectly secure the great advantage of having a guaranteed 
minimum of balances being always maintained with it free of interest, as the people desiring 
transfer facilities will be bound to keep their prescribed balance. As in times of crisis people 
want nothing so much as facilities of transfer, the Bank, thanks to these balances, would be able 
to make loans even from the current account deposits. The Bank may even insist that no- naoney 
can be withdrawn in cash from the Bank by its customer for purposes of making payments in all 
thoise cases where the Bank’s Transfer System would suffice. Only for his own immediate use, as 
for example for pocket-money during a long journey or for small domestic expenditure, would 
the customer be permitted to withdraw any cash from the Bank. This system, if adopted by the 
other Banks .as regards their customers, and assisted by a wide-spread system of clearings, would 
help more than any other device in India to economise the use of specie. 

The great example of a successful Transfer System is provided by the Beisch Bank of Germany 
and the banks associated with it in the clearing house. Under the Beisch Bank Act this institution 
was obliged much in the same way as the foregoing sections oblige the Indian Imperial Bank to 
facilitate the transfer business of the German Empire. The Beisch Bank found the condition, oi 
paying a tax for increasing its note-issue very onerous and found no good compensation in 
interest-bearing deposits for the withdrawal of TrusD Funds, &c. As the cash brought in by 
encouraging transfer business can be regarded as good cover for the notes, there was a direct 
interest given to the Bank to stimulate that department of its activities. The depositor avails 
himself of the transfer facilities, signs a copy of the printed regulations of the Bank relating to 
the Transfer business, and then opens a transfer account at a branch or head office of the Bank 
with a “ balance ” which may be afterwards increased by further deposits, by transfers from other 
current or transfer accounts, and by adjustment of transactions between the Bank and its 
customer. When a transfer is desired the Bank provides two printed forms of different tint, 
one white which is used for the withdrawal of the sum' stated in cash, the other red which will 
involve only a book entry and no parting with cash by the Bank. The white transfer form is made 
payable to the customer himself or a named person or bearer ; the red one to a ji-amed person only 
and is not transferable in its turn. This is used almost exclusively for distant transactions. The 
Bank requires a minimum balance for the transfer account varying from 1,000 marks to several 
^■housands according to the amount of business. To the depositor the transfer facility is allowed 
free of charge ; but to the non-depositor a small fee is levied, which, however, is greater than a 
similar charge made by the Post Office, as the Bank does not wish to interfere with the postal 
husiibss as regards the transfers of small sunos. As the Reisch Bank has branches all over 
Germany, and as it is in intimate contact of Germany through the central clearing house of 
Berlin, the transfer business secures the greatest possible economy in the use of the precious metals. 

The foregoing sections, as already observed, .are based on this model with the necessary changevi 
owing to the difference in the conditions of the two countries. We have reajson to believe that the 
economy induced by these measures of the Imperial Bank would be much greater than could be 
secured by any extension of the cheque system, which for at least a generation will not be suitable 
for the great majority of the Indian people who are unable to sign their own names or understand 
the nature of a cheque, while these transfer forms can be readily understood by the most illiterate 
person owing to difference in tint and such other devices. 

The Directors of the Bank will necessarily have to make rules to provide for the attestation 
of marks made by illiterate depositors in lieu of signature, the minimum balances, the colour of 
paper used for distant transfer for cash or book transfers. 

83. The Imperial Bank shall publish an annual account of its operations 
giving details of the difierent kinds of banking business allowed, under the pro- 
visions of this Act or of the Bank Charter Act, together with a review of the 
salient features of the year’s business ; and shall submit the same to the Committee 
of Supervision constituted under the authority of the next following section. 

84. A Committee to be called the Committee of Supervision over the 
Imperial Bank of India shall be constituted by the Government of India, and 
shall consist of not more than seven members, three of whom shall be : the Finance 
Member and the Member for Industries and. Commerce in the Executive Council 
of the Governor General and the Financial Secretary to the Government of India; 
and the remaining four chosen by a resolution of the Legislative Assembly from 
among its members and outside experts representing Indian Commer^ and 
Industry. 

85. This Committee shall consider and report upon the working of the 
Imperial Bank of India, with special reference to the issue of currency notes, and 
all other business incidental thereto ; as well as the use and extent of the transfer 
system, the purchase and sale of bullion and securities, for the currency reserve, 
and the operations in this behalf of the foreign branches of the Bank. The 
Committee of Supervision ^all draw the attention of the Bank authorities as well 
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as of the Legislature to any evasion or breach of the law, and shall furnish 
explanation on any doubtful point of law which shall be authoritative for the 
Bank and binding upon the Bank. 

86. The Committee of Supervision shall be entitled to ask the Bank to ojien 
new branches in places specified by the Committee, to suspend existing brandies, 
to add to or diminish their powers, to write off bad debts, or realise depreciating 
securities, to suspend, censure, or advance any officer or servant of the Bank. 

After providing for the constitution of the Bank, there will still be some necessity to create 
another body to see that the working of the bank, is in accordance with the law’ ; and that if .my 
lessons are to be derived from the peculiar feature of any particular year they shall not be ignored. 
The supervising body here proposed is not merely a post obit institution, but a committee to 
control the Bank or advise it in important particulars. Its membership and general pow’ers are 
a suj0fi.cient indication of the fact that the body is expressly established to see that the bank works 
in public interest, and is not led away from this conception of its duties by any temptations. We 
have followed in part the model of the Federal Reserve Board for the constitution and powers 
of this body, and in part the constitution and functions of the “ Direktorium and 
Kuratorium of the Reisch Bank. These powers may not be quite adequate to accomplish the 
end in view; but in that case the acknowledged deficiency will be made up by an amending .4.ct 
passed by the Legislature. 

87. The Committee shall appoint- a number of examiners, not exceeding one- 
tenth in number _of the total branches of the Imperial Bank of India, and one 
additional examiner for the branches in each foreign country. 

88. The Examiners shall examine the operations of every Branch as well as 
the Head Office and every Agency of the Imperial Bank, and shall have power to 
make a thorough examination of all the affairs of the Bank. In conducting such 
examination the examiner shall have power to examine any officer or servant or 
agent of the branch on oath, and after the examination the examiner shall make 
a thorough and detailed report to the Supervision Committee. Such examinations 
shall take place at least twice a year ; but no date shall be fixed in advance for the 
examination, provided, however, that the Supervision Committee may direct at 
any moment a special examination, to be held of any branch or agency of the Bank 
aforesaid. 

89. The salaries of such examiners shall be paid from the current revenues 
of the Imperial Bank of India ; but the Examiners shall be regarded in all respects 
as the officers of the Government of India. These examiners shall be appointed 
by the Committee of Supervision, and shall not be removable from their office 
except for proved misconduct and upon a resolution of the Legislative Assembly 
specially passed in that behalf. The salaries of these examiners sh^l be fixed by 
the Committee of Supervision subject to the approval of the Legislative Assembly. 

90. The expenses of the examination, including the travelling charges of the 
examiners and their halting and other allowances, shall be charged upon the Bank 
and shall be governed by the Civil Service rules in respect of these charges. The 
examination provided in this and the foregoing sections shall be independent 
and exclusive of such arrangements for the audit of the Bank accounts as may be 
made by the Bank itself or be required under the provisions of the Bank Charter 
Act. 

91. Any manager, director or other officers of the Bank offering any gratuity 
gift consideration of any kind to an examiner and convicted in a proper court 
of this offence shall be punishable by fine not exceeding 500 mohurs and shall be 
liable to dismissal from the service of the Bank and declared unfit for any appoint- 
ment under the Government in any other Department. 

These provisions have also been borrowed from the American legislation on this subject. A 
system of independent, unexpected, rigid, examination, carried out by competent ofiBicers, in no way 
connected with or dependent upon the Bank, must be regarded as the best guarantee of proper 
working in practice. The Committee of Supervision will guide the general policy of the institu- 
tion, but cannot enter into details. The members will not be all competent to understand and 
discuss the technical points involved. They will find their best aid in the examiner’s Report, which 
wdll be made after a thorough inspection by a competent person of all the books, papers, vouchers 
and the of&cers connected with the institution, if necessary, on oath. This system has produced 
excellent results in the United States, and there is no reason to doubt that similar results will 
be produced in India as well- 

92. The Charter granted to the Bank under the Charter Act, and embodying 
the- privileges mentioned in this Act and others detailed in the Charter Act, shall 
expire ten years after the date of the coming into effect of the first charter ; but 
shall be capable of renewal by fresh legislation which may change any of the 
provisions relating to the administration, supervision, and examination of the 
Bank, and its branches ; as weU as the right of the State to be represented on the 
Board of Directors by a prescribed number of official directors, as well as the share 
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of the State in the profits of the Bank, of the tax on excess note-issue, or the 
taxes on the movable or immovable property held or owned by the Bank, or the 
stamp or any other duty payable by the Bank as a lump sum or any other con- 
tribution to the public Exchequer, provided that the provisions of this Act relating 
to the note-issue, the transfer and remittance business, the purchase and sale of 
gold bullion, in connection with the paper currency, shall not be altered except as 
provided for imder this Act. 

I have already expressed my view that it would be desirable to make such a considerable 
corporation as the Imperial Bank of India a completely government monopoly. The provisions 
here given are the logical consequence of the compromise accepted, paving the way for a gradual 
nationalisation of the Bank and its activities. The revision of the Charter periodically will be 
desirable as much in the interests of the Bank as in those of the public, since at each revision the 
Bank would obtain an opportunity to represent any special hardship in the working of the law 
which may be remedied. 


APPENDIX 43. 

statement submitted by the Bengal National Chamber of Commerce. 

(1) Is the time ripe for a solution of problems of Indian currency and 
exchange by measures for stabilisation of the rupee or otherwise ? 

Indian currency and exchange is intimately connected with English sterling, 
and now that the latter has regained its pre-War parity with American dollar 
and other gold coins of the world, and that England has returned to gold standard, 
and that condition of the world trade has become almost normal, it i!s time to 
solve the problem of Indian currency and exchange. 

It has been proved by past experience that mere stabilisation of the rupee 
without gold standard and gold currency will be of no avail. The present gold 
exchange standard is more or less a misnomer, because it has failed to maintain 
the token character of the rupee, which, instead of deriving its purchasing power 
from the sovereign, has become independent of gold, and sovereign is sold in 
terms of the rupee. A sovereign, which could be purchased at Rs. 15 in the 
pre-War days, rose above Rs. 20 during the War, and now it is available at 
Rs. 13-6-0. The Government has fixed the value of the standard (£) in terms 
of the token (rupee). But the statutory rate has failed to induce people to 
exchange the standard (sovereign) in terms of the token (rupee), nor has it been 
able to issue the standard in exchange of the token. This failure on the part of 
the Government has given rise to a suspicion in the mind of the people. Had 
the proportion between gold and silver remained constant it would have been 
quite immaterial whether we used gold or isilver. But this could not be, as there 
were appreciations and depreciations of gold in terms of silver and vice versa. 
The rise of silver beyond melting point led the Babington-Smith Committee to 
fix exchange at 2s. rate, which caused ludia a loss of about 35 crores of rupees. 
Had tlie Govemment been able to maintain the token character of the rupee by 
issumg ^d accepting sovereigns in the ratio of 1 to 15, ate it was in its contem- 
plation in the pre-T^^ar days, India would not have been forced to the critical 
position of 2s. exchange, losing thereby such a large amount as referred to above. 
There were four committees (Hershall, Fowler, Chamberlain and Babington- 
Smith) in the course of three decades, but no stability could be reached simply 
b^ause they laboured under wrong asswm'ptioTis leading to wrong conclusions. 
The arguments that India does not like gold and that if given she would absorb 
gold coins do not hold good. In this connection the Committee would to 
quote Professor Caiman, and what the Chamber addressed to the Secretary of 
the Chamberlain Committee in 1919. The Professor says : “It seems much 
more l^ly that silver owes its position in India to the decision which the company 
the system of standard gold and token silver was accidentally evolved 
in 1816 in Engird, ^d long before it was understood, and that the position has 
been ^intained not because Indians dislike gold, but because Europeans like it 
SO well that they cannot bear to part with any of it.’^ With regard to absorption 
of gold coins, we would repeat what we said in 1919 : “ It is no doubt to the 
interest of India if she would absorb gold coins which have ready markets outside 
India th^ silver coins which have no such ready market. The eagerness with 
which gold (^ins are now absorbed in India wiU, it may be reasonably presumed, 
disappear when the people will find the gold coins always and everywlhere readily 
available in exchange for currency notes and other token coins. The commercial 
and educated ■ ©lasses prefer to use currency notes in' place of coins” An 
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arrangement, under which currency notes could be exchanged at par for gold 
coins, will go greatly to stimulate their circulation. In England, where there 
is gold standard and gold currency people like to manage their work through 
notes, cheques and bills. Only a nominal percentage of gold is in actual circula- 
tion there. Under the circumstances it would be proper to introduce gold 
standard, gold currency with the circulation of gold notes, to stabilise rupee in 
the ratio of 1 to 15, our gold mohur being made equal to the sterling in weight 
and fineness, and to put a stop to further minting of the silver coins, and to throw 
the mint open to the coinage of gold. 

(2) What is the comparative importance of stability in internal prices and 
in foreign exchange? 

The stability of internal prices depends upon so many factors that it is 
impossible to create an ideal stabiliW by manipulating the internal currency and 
varying the exchange rate, so that fluctuation of world prices may not influence 
internal prices. By having the gold standard we shall attain stability in 
exchange rate and the prices of those commodities entering into foreign trade 
(import or export) will move according to the world prices, and with them other 
commodities will move in sympathy. But the movement of world prices is 
naturally slow, and spreads over a long time, and gives less uncertainty than the 
movement of exchange rate. 

There cannot be stability in India unless she adopts gold standard and gold 
currency, with fixed ratio between her gold mohur and silver token rupee, as 
almost all the countries with which she has trade relation enjoy gold standard 
and gold currency. The stabilisation of the Indian rupee in terms of gold will 
tend to bring the prices of her agricultural products on the same level with those 
of other countries which have gold standard, and improve the condition of the 
agriculturists and other producers. 

(3) What are the efiects of a rising and a falling rupee and of a stability 
of high or low rupee on trade and industry, including agriculture and on national 
finance? 

Rising or falling rupee disturbs the normal condition of trade, industry and 
national finance. The interest of agriculturists is also affected in proportion 
to the rise or fall. The rising rupee favours import, no doubt, but leaves every- 
thing to speculators, because there is no knowing where it will stop. It 
encourages transfer of rupee capital to sterling or other foreign currency in the 
hope of reconverting the same to rupee at the time of falling rupee or in permanent 
investment in foreign countries. ' It serves as a bounty on foreign goods, and 
deals a crushing blow to indigenous industries which are forced to compete with 
cheaper foreign goods. It makes the pa37ment of sterling charges easy and 
foreign remittances remunerative, but experience after the Babington-Smith 
statutory rate has shown that the immediate gain is nothing in consideration to 
ultimate loss, as stated above. The falling rupee, on the other hand, impedes 
import and encourages export, but here also speculation reigns supreme, there 
being no knowing of its destination. It requires more rupees to discharge 
sterling obligation, causing thereby a deficit in the Budget. 

Stability of the rupee will help 'bond-fide trade and make commerce more 
secure, but the evils of high or low exchange, as have been shown above, will be 
a continuing obstacle, and will tend to ruin the country in either way. So it is 
best to have gold standard, as there will remain no chance of rising or falling 
exchange except within the specie points. 

(4) In relation to what standard and at what rate should the rupee be 
stabilised, if at all ? 

When should any decision as to stabilisation take effect ? 

In view of what has been said above, the rupee should be stabilised in 
relation to gold standard at the ratio of 1 to 16, our mohur being made equal to 
English sovereign in fineness and weight. This will make calculation easy ; our 
one anna and the English penny will be equal in value, a thing with whi^ the 
merchants of both the countries are well acquainted. The gold coin may be made 
of some other denomination if considered fit, so long as Re. 1 is made equal to 
7'5334 grains of fine gold. 

This decision may be given effect to as soon as possible. 

(5) If the rate selected differs materially from the present rate, how should 
transition be achieved? 

So far as foreign exchange is concerned there will be no difficulty, because 
our pa3unents and receipts will be in gold, and there will not be much fluctuation 
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in the rate of exchange. In' internal currency the rate of conversion and recon- 
version of gold and silver coins will remain the same. 

The Committee of the Chamber, therefore, recommend that gold currency 
be introduced in India without delay, and that the mints of India be opened to 
the free coJpage of gold of the denomination of Rs. 15 (mohur) and Rs. 7-^ (half- 
mohur). The further minting of rupee should be stop^d. The control of the 
paper currency may be given to the Imperial Bank of India, the constitution 
of which should be so changed as to admit of effective Indian control. 

(6) What measures should be adopted to maintain the rupee at the rate 
selected 1 

If gold standard and gold currency be introduced rupee will be reduced to 
its real to^en position. It will lose all its importance in relation to foreign 
exchange. To keep it well within its proper sphere (as internal token currency) 
provision will have to be made for easy conversion and reconversion of gold and 
silver coins, ^ that the people may be impressed that whenever they will demand 
gold they will get it. This sense of security will prevent them from always 
asking for gold in exchange of silver coins or gold notes. To facilitate circula- 
tion of gold the sterling securities in the gold standard reserve and the paper 
currency reserve should be realised at once and kept in India in liquid gold to 
support the convertibility of rupees and notes. There will be no harm if the two 
separate reserves be amalgamated. 

(7) Should the gold exchange standard system in force before the War be 
continued, and with what modifications, if any 1 

In view of what has been said above, gold exchange standard in any form 
must not be continued. 


(8) Who should be charged with the control of the note issue, and on what 
principles should control or management be transferred to the Imperial Bank of 
India, and, if so, what should be the general terms of the transfer ? 

In almost all the civilised countries of the world the task of issuing notes 
has been taken from the Government and vested in the somidest bank of the 
wuntry. The Bank of England is the model. It is in intimate touch with the 
Government of Great Britain and at the same time owned by shareholders and 
managed by representative governors. The Imperial Bank of India occupies a 
unique position. It may be given the power of issuing notes, but not until its 
constitution is changed as enumerated above. And then it should have two 
separate departments, the banking department and the issue department, which 
should keep acwunts entirely separated from each other. The banking depart- 
ment mU not be allowed to borrow from the issue department without proper 
^curity. There ^o^d not be any fresh manufacture of money by the is^e 
epartrne^ to feed the banking department. In times of acute stringency the 
Bank may be given power to borrow from the issue department against 
^®^®o.’^able rate, which is to be fixed by the Government. Theie 

bSIToTto Sdta ■>* of *0 

(9) What provisions should be made as to the backing of the note issue, 

viz. s,jstem. of note issue has two fundamental and cardinal principles, 

(1) Elasticity, and 

(2) Convertibility. 

notes^''Thrpo?So^ the issue and circulation of 
notes, ine portion ot invested reserve should be fixed. 

should^ the f^ilities for the encashment of the note issue « 
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(13) Should the obligation be undertaken to give gold for rupees ? 

It should be the policy to issue gold coin in exchange of silver currency. 

(14) By what method should the remittance operations of the Government 
of India be conducted ? Should they be managed by the Imperial Bank of India 1 

The sale of Council bills and reverse Council bills should be stopped, and 
the remittance operations may be managed by the Imperial Bank of India under 
condition mentioned before. 

(15) Are any, and if so what, measures desirable to secure greater elasticity 
in meeting seasonal demand for currency ? 

Should any, and if so what, conditions be prescribed with regard to the issue 
of currency against hundis ? 

There should be no issue of - currency against hundis. If there be gold 
standafd and gold currency the problem of seasonal currency will probably be 
solved. 

(16) Should any change be made in existing methods for the purchase of 
silver ? 

This question would not arise. 


APPENDIX 44. 

Statement of evidence submitted by Mr. H. Stanley Jevons, M.A., I.E.S., Pro- 
fessor of Economics in the University of Eangoon. 

A^iming that the questions sent to me indicate the subjects on which the 
Commission is most desirous of having an expression of opinion, I shall group 
what I have to say as answers to the <mestions, and add a few special remarks at 
the end. My views on certain aspects of the Indian currency system were expressed 
in my book, “ The Future of Exchange,” published in 1922 (Oxford University 
Press, Bombay). It will be convenient to curtail answers to some of the questions 
in the questionnaire by referring to this book, references being abbreviated (thus 
F. E., p. 16). 

2. Question (1). — In my opinion the time is ripe for stabilising the rupee in 
terms of gold; but I deprecate hasty action on the report of this Commission, as 
on the report of the Babington-Smith Committee. There is now the opportunity 
of establishing a national currency upon a permanent basis; and I think the 
public and the Assembly are entitled to the advantage of an ample period for 
discussing the Commission’s report, with the evidence submitted, before any 
action committing the country to a change of policy is taken. 

3. StaiUity of Esschange or of Prices . — 'I regard stability of exchange as 
being of pre-eminent importance for foreign trade (F.E., pp. 183-5). The vol- 
ume of trade is reduced by uncertainty of exchange, transactions diowing a small 
margin of profit by estimate being abandoned. The possibility of making con- 
tracts for future sale of bills or remittance is a second rate protection of the 
merchant. At the present time many exporters have lost or will probably lose 
about a farthing in the rupee, if not more, because they fixed forward contracts 
as far back as August, when it was generally anticipated that exchange would 
rise to Is. 7d. by December. 

4. A great and sudden fluctuation of prices is certainly an evil; but a 
fluctuation in the normal course of the business cycle, as in the period 1825 to 
1914, has some healthy influences; e.g., it increases the capital fund of the country 
by ATiabliug unusual profits to be accumulated and invested, though I admit that 
a great Wm of trade is unhealthy and leads to much waste of capital. It may 
be that in times of rising prices and optimism new enterprises which will prove 
sound and remunerative are undertaken which would never be undertaken with 
prices remaining always at a dead level. The gain to the labouring classes is 
important. The economic history of the nineteenth century indicates that each 
wave of prosperity (every seven, 10 or 11 years) meant rising wages, followed by 
a rising standard of living. The resistance of the working dasses to a decrease 
of the standard of living in each wave of depression of trade has led to the 
^lled working classes being able to raise their standard of living very consider- 
ably. It is quite conceivable that, had prices not been subject to this cyclical 
fluctuation, the wages and standard of living of the skilled workers would have 
risen less in the last hundred years. 


66696 



340 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 

5. Serious economic results arise from secular movements of prices upsetting 
the relations of debtor and creditor, tenant and landlord, and so forth. The 
secular movement of prices may continue for 25, 30 or 40 years. No one can 
assign any d^inite limit to the extent of such a movement. India has already 
suffered from one secular movement of exchange during the period of depreciation 
of silver from 1871 to 1896. It would seem highly undesirable to adopt the policy 
of stabilisation of prices in India, when that might involve the continuous secular 
movement of exchange without any foreseeable limit. 

6. It appears to me that a very strong argument against India undertaking 
a policy of stabilisation of prices by means of a fluctuating exchange is the dis- 
couragement this gives to the movement of coital. There are still enormous and 
most profitable openings for the investment of capital in India both under Govern- 
ment control and private enterprise. It is a benefit to India that the supplies of 
capital available in the country should be largely supplemented from abroad, 
providing only that no unfair monopoly is given to or created by foreign concerns. 
The risk of any fall of exchange is quite sufficient to deter English investors from 
purchasing rupee securities otherwise sound and attractive. 

7. The foregoing objections to a policy of stabilisation of prices should be 
interpreted only as an objection to an isolated effort by India with this object. I 
should be in favour of India becoming a party to any international convention 
which might be established for the purpose of regulating the creation of credit 
money with a view to obtaining an approximate stabilisation of world prices. 

8. As regards the effect of a rising or falling rupee and of stability at a high 
or low rate on trade and industries, I may refer to my book, “ Money Banking 
and Exchange in India,” Chapter XVIII and E.E., Chapter X. I should like 
to add that Mr. B. F. Madon* has tried to show that the prejudicial effect of a 
high exchange on Indian industries does not extend only to the period during 
which an exchange is rising, and during a short period thereafter, during which 
prices, wages, etc., are becoming adjusted to the new level, as commonly supposed. 
He points out that mills and factories are burdened with overhead expenses 
representing commitments made when exchange was at a lower level and the 
price of the produce comparatively better. He points out also that it is not easy 
to reduce wages, even though the cost of living be slightly reduced. This is 
undoubtedly true as regards Skilled workers, and the recent strike of the Bombay 
mill workers is another fact that goes to support what was previously knovm to 
be the usual experience. Mr. Madon is probably correct that up to a certain 
percentage of its cost of production, including normal profits, the mill company is 
more or less permanently burdened by the rise of exchange, perhaps on 30 per cent, 
or so of its cost of production. This is one amongst several strong arguments 
against any attempt to establish exchange on a rate of 2s. gold ; but, if there is in 
contemplation a change by 'M. only, this amount of burden on the existing indus- 
tries is small in comparison with other components of the cost of production. I 
do not, therefore, agree with Mr. Madon that a feed exchange at Is. 6d. will place 
any serious permanent burden on the mill industry. There would be no such effect 
upon newly-established industrial undertakings which made their investment of 
capital with the advantage of the higher rate of exchange, and present prices of 
machinery. 

9. Question (2f) — StcundarS and Rate . — The world seems inclined generally 
to go ba(i to the gold standard. All countries which have recovered from 
depreciated paper have adopted the gold standard, paper being the principal 
currency actually in circulation, but being exchangeable into gold theoretically 
for any purpose, but practically for export purposes only. Gold must undoubtedly 
continue for at least another half-century to be the principal means of settling 
international indebtedness, until some form of international credit currency may 
be brought into circulation. I am of opinion, therefore, that India should take 
measures which will bring her into line with the most advanced countries of the 
world. 

10. This would be achieved by putting India definitely on the gold standard, 
the rupee beii^ defined as a certain weight of standard gdd, and all paper money 
and silver rupees being merely representative of the standard gold coins. 
^t^ more in detail below, I think that a gold 10-rupee piece should be minted in 
India to an unlimited extent; and be issued in exchange for gold, weight for 
weight, that is,. free of charge for coining (debiting cost to profits on rupee 


• B. F. Madon, “ Exchange Falaoiee Exposed on India’s Exchange Problem,” Part II, pp. 139 
and 146. 
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coinage), so that gold might come into circulation so far as the people desire it. 
Silver rupees and half -rupees would remain unlimited legal tender. The system 
of currency would thus be similar to that of France before the War or the United 
States. 

11. The rate at which the rupee should be thus stabilised should, in my 
opinion, be Is. 6c?. In other words, the rupee should be defined by law as consist- 
ing of 9‘24558 grains of standard gold; that is to say, 8'47612 grains of fine gold. 

12. My reasons for advocating stabilisation at Is. 6c?. are : Exchange now 
stands at Is. ; and it is obvious that Government can keep it indefinitely at 
that figure by further issues of notes against sterling securities whilst the trade 
balance remains favourable, or by sale of the sterling securities of the P.C.R. 
and G.S.R. in case the balance of indebtedness becomes unfavourable. I recom- 
mend the rate of Is. 6c?., because there will be the least disturbance to trade and 
industries by making permanent a rate which has already been operative for 
several months. That rate is more satisfactory than reversion to the rate of 
Is. 4c?. on the ground that it gives better protection to the currency system against 
a rise of the price of silver, which is by no means an impossible contingency with 
the ever-expanding use of silver in industries, in which photography has wider 
and wider applications. To raise exchange to 2s. would have a very depressing 
effect upon industries and agriculture, and the lowering of the general price level 
which would result must operate quite unfairly on debtors and tenants. I regard 
the 2s. rate as being outside practical politics. The disadvantage of the Is. 6c?. 
rate is that the rupee would not then be an aliquot part of the sovereign. Hence 
it would not be advisable to make sovereigns legal tender. In substitution for 
sovereigns there would be minted in India 10-rupee gold pieces of the same 
fineness, and perhaps five-rupee pieces. I see no objection myself to demonetising 
all the sovereigns now in India, as they are not in circulation. If, however, the 
Commission should think it essential to make sovereigns legal tender in India, 
this would, in my opinion, necessitate the fixing of the rate of exchange at Is. 8c?., 
so as to make the sovereign worth Rs. 12. 

13. Question (3). — The raising of the rate of exchange to Is. 8c?., if carried 
out immediately, as it could be, by contracting the paper currency reserve, would 
have a further depressing effect upon industries and agriculture, though not, of 
course, to anything like the extent which would be caused by raising exchange 
to 2s. By waiting for a general rise of prices throughout the world a rise of 
exchange to Is. 8c?. could be effected without lowering prices in India. The rise 
in other countries would simply not take effect in l^dia until exchange had 
reached and been stabilised at Is. 8c?., when any further rise of prices outside 
India would have Its effect upon Indian prices. A rise of world prices will 
probably not be deferred beyond 1928. In the ordinary course of the business 
cycle (trade cycle) prosperity of trade and rising prices may be expected during 
the years 1928-1930, for reasons which I have given in “ The Future of 
Exchange ” (pages 115-6). 

14. Questions (4). — {a) To maintain the rupee at a rate selected it is only 
necessary to sell sterling securities of the P.C.R. and G.S.R., and to reduce the 
paper currency circulation by the equivalent amount. This deflation must lower 
prices in India and have a steadying effect on exchange. The deflation necessary 
to maintain exchange, if carried out in consultation with the banks, cannot have 
the effect of inducing a financial crisis or other serious results. The banlss should 
be cautioned to adopt the policy of discouraging extensive inflation of credit 
during a period of prosperity and rising prices. It is the over-expansion of bank 
credit, as well as of the paper currency circulation, which makes deflation so 
uncomfortable a process. If the banks should not, in fact, work harmoniously 
with Government it might prove difficult to maintain exchange; and it is for this 
reason that I think there ought to be a considerable amount of gold in circulation 
in India, and that gold should commonly be held by joint stock banks as part of 
their cadi reserve, which is not now the practice. 

(6) As regards the future of the G.S.R., I have already (*‘ F.E,,” pp. 
216-20) advocated the abolition of the G.S.R. by fusing it with the P.C.R. There 
would thus be an addition of something over 50 crores of rupe^ worth (at Is. 6<!?.) 
of sterling securities to the P.C.R., which would be utilised to pay off an 
equivalent amount of rupee securities held in reserve. I cannot see that there is 
any object in holding any rupee securities in the reserve, except to ffil up the 
gap remaining after taking account of the metallic portion, and the sterling 
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securities and bills of exchange. It appears to me that the G-.S.B., whether 
maintained separately, or fused with the P.C.B., must be utilised in the same 
maimer. Existing as a separate entity rupees must be locked up in India out 
of circulation to the amount equivalent to the reverse sterling drafts drawn on 
that reserve. If notes in circulation were locked up the effect would be precisely 
the same as if silver rupees or gold were transferred from the P.C.R. to the 
G.S.B. in India, the equivalent of the notes necessarily being cancelled. It 
would not be good practice to utilise the proceeds of sterling drafts on the 
G-.S.R. as a loan to Government revenues in India, for this would leave the 
currency at the same volume and produce no deflation, hence the effect upon 
exchange would be purely of a momentary character. The phenomenon observed 
in 1920, when the circulation was not contracted to correspond with the sales of 
reverse councils, would be repeated on a scale corresponding with the circum- 
stances. 

16. It may be objected that if the paper currency is necessarily reduced by 
the amount of the sales of sterling dfafts, the deflation would be too rapid if the 
demand for sterling drafts were fuUy met. Too rapid a deflation might put 
banks in difficulties. The best reply to this is that the circumstances would 
necessarily have to be closely watched at the time the deflation was being carried 
out, and if the pressure on banks seemed to be becoming unduly severe the notes 
cancelled on account of sales of sterling drafts could be, to a certain extent (say, 
25 to 40 per cent.), replaced by notes issued against commercial bills of exchange, 
or against Government of India securities actually purchased in the stock market. 

I regard the actual purchase of existing securities in the open market as prefer- 
able to the issue of Treasury bills to the currency reserve, i.e., the “ created 
securities.” 

16. Metallic Portion of P.C.R . — ^This may be a convenient place to state 
that, in my opinion, the permanent constitution of the P.C.B., as defined by the 
Act of 19^, required an unnecessarily large backing for the note issue. Even 
assuming rupees 12 crores of notes issued against commercial bills, the minimum 
holding of gold and silver would stiU be over 45 per cent, of the total circulation. 
It is difficult to fix a minimum which does not make the ordinary holding too large. 
In view, however, of the increasing use of paper currency, especially if one-rupee 
notes are re-issued, a minimum metallic holding of 30 per cent, of the total circu- 
lation, including the issue against bills of exchange, ought to be sufficient. 

17. Qmstion (5). — I think the control of the note issue is best left as it is 
for the next 10 years at least. I am altogether against transferring to the 
Impterial the sole right of issue of notes in India, such notes bearing only 
its own promise to pay. The quantity would be enormous — ^in a few years there 
might be 200 crores outstanding. This liability completely overshadows the 
banking liabilities; and if, as in central banks of the Continental model, there 
were no separation of the banking and issue departments, a heavy drain of rupees 
or gold for encashment of notes, much less than that which occurred in 1918, 
would shake confidence in the stability of the bank, and lead to heavy with- 
drawals of deposits. Government would be forced to give a complete and 
unconditional guarantee of the bank’s liabilities. 

18. There would be less risk if the bank had a separate issue department 
on the model of the Bank of England, closely regulated by law, and making a 
separate weekly return like that of the present currency department. I fail, 
however, to see where the advantage would come in. If it is supposed that 
.h andi ng oyer the management to a bank would be a safeguard against inflation, I 
would reply that a situation which would lead a Government to inflate its note 
msue would almost certainly cause it to demand accommodation from its banker. 

• ^ to meet the dire financial needs of a Government 

in dimcinti^; indeed, we have seen in Germany and France how the issuing 
powers of ^ntral banks are legally extended when the exigencies of the financial 
situation demand it. 

* 1 . T^’ of managing a huge note issue ought not. to be thrust upon 

the ImpCTial Bank without most careful consideration. I would venture to 
^gg^t that the members of the Commission should make themselves familiar at 
tost h^d wyth the very intricate business carried on in the currency offices of 
Uaieutta and Bomba-y. The work connected with forged notes and false claims 
on damaged ^tes might prove troublesome to senior bank officials, who would be 

responsible, though not normally attending to details 
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20. If tiie transfer should be made it is essential, in my opinion, that the 
notes be issued by the bank on behalf of Government, the onus of paying them 
resting on tlm Government. Some officer of Government would have to audit the 
work of the bank continuously in its issue department. No regulations could be 
frarued as to the backing of the note issue, unless the issue department was 
distinct from the banking department ; that is to say, no regulations which would 
not impede ordinary banking business. The home remittance business must be 
transferred to the bank if the management of the paper currency is transferred, 
^c^se tlmre must be a common policy with the India Office in the sale of rupee 
drafts in London or purchase of sterling in India in times of favourable balance 
of trade, and likewise in regard to reverse councils. 

21. As regards the policy as to the issue of notes of small value, I think 
the more the use of small notes is popularised the better. The issue of one-rupee 
notes has ceased on account of the expense of renewal. On this point I would 
like to make two suggestions. (1) The cost of printing may be reduced in the 
following ways : (a) by reducing the size of the note to 4 in. by 2^ in. ; (&) by 
having no printing on the back — the picture of the reverse of the rupee is not 
necessary; (c) by omitting the number, which serves no useful purpose on small 
value notes. Each series of 100,000 notes could be numbered on the plate itself, 
and that would be sufficient for accounting purposes. Silver rupees are not 
numbered. _ (2) The standard of cleanliness adopted for the one-rupee notes is 
unnecessarily high. In the currency offices notes are withdrawn for destruction, 
though only slightly soiled. From what I have been able to observe, I should 
say that the same standard of cleanliness is aimed at as for the five and 10-rupee 
notes. If it is considered that the prevalence of dirty notes in circulation facili- 
tates the passing of forged notes, I would suggest experiments being made with 
the cleaning an.d fumigation of dirty notes at currency offices. 

22. The one-rupee notes were certainly very popular, and should, in my 
opinion, be issued again. For about three months after the cessation of issue of 
one-rupee notes was announced I made a habit of observing with what form of 
currency people made small payments in shops, post offices, railway stations, etc., 
in Rangoon. My estimate was that amongst the middle class and clerical class, 
whether European, Burmese, or Indian, over 90 per cent, of payments of sums 
between one rupee and 10 rupees were made with one-rupee notes, and less than 
10 per cent, with silver i^pees. The books of 25 one-rupee notes, bound in a 
cover, which were formerly issued, were a great convenience. I am sure well-to-do 
persons would be willing to pay something extra for having this convenience, 
and I suggest that a charge should be made for such books of amount equal to the 
cost of the note forms in the book and the binding. If the books were issued 
through banks only there would be no difficulty about collecting the charge of 
3 or 4 annas per book. 

23. Question (6). — As I have recommended above that a rupee defined in 
gold should be the standard coin of India, I am strongly in favour of gold coins 
of 10, and perhaps five, rupees being minted in India. One mint only need 
undertake the minting of gold, preferably Bombay. It iSj perhaps, worthy of 
remark that the objection of the British Treasury to the coining of sovereigns 
in India, which has been adversely criticised in India, is easily intelligible, for 
it was not proxwsed to establish a branch of the Royal Mint in India, as in 
Australia', and gradually the gold currency of England might have come to be 
composed mainly of sovereigns coined by the Government of India. 
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APPENDIX 46. 

Statement of evidence submitted by Mr. T. K. Duraiswami Aiyar, Acting 
University Professor of Economics, Madras. 

Introduction. 

1. What is the need for an elaborate investigation of the currency and 
exchange of India 1 It is because we do not have a definite and stable standard 
of value. It may, however, ^ said that a rupee is our unlimited legal tender, 
and that it contains 180 grains of standard silver. Can anything be more 
definite than that ? But there is the difficulty presented by the sovereign also 
being legal tender at the rate of rupees 10. Thus, while for purposes of legal 
tender the rupee is equivalent to 2^., the rupee is, as a matter of fact, fl.uctuating 
in value, and stands now at about Is. ^d. The statutory rate of 2s. happens thus 
to be a fictitious and inoperative ratio, and the actual value of the rupee in terms 
of gold is left within certain limits to the manipulation of the Einance Depart- 
ment of India. It is true that it is not within the power of the Einance Depart- 
ment to manipulate the exchange value of the rupee in whatever way it chooses. 
The events that followed the acceptance of the Babington-Smith Committee’s 
recommendation are a sufficient testimony to the very limited powers of the 
G-overnment of India in the matter of manipulating the exchange rate. But 
none the less, that power exists. The situation at the present day is, in some 
respects, analogous to the position of Indian currency between 1893 and 1898. 
What might called the growing up to the currency happened then. The 
Government abstained from issuing fresh rupees, and the growth of the volume 
of trade and exchanges in the absence of fresh coinage tended to enhance the 
exdiange value of the ru;^ee. Something corresponding to that experience has 
been happening in India since 1920. Only the situation in recent years has been 
complicated by the didocation of international commerce and its slow and painful 
recovery to normality. There has been also an uncertainty as regards the value 
of gold. But, making allowance for these factors, there is an unmistakable 
anology between the events after 1893 and after 19^. 

2. What are the considerations to which the Currency Commission will have 
to give due weight ? The observation can be easily made that the Currency Com- 
mission should make such recommendations as would promote the economic 
development of the country by placing the country ih possession of a sound 
currency system. 

8. The In(han Currency Commission of 1919 was appointed at a time when 
the world conditions of currency and exchange were much unsettled. The 
occasion for the appointment of that committee was the inconvenience that 
resulted from the absence of a stable rate of exchange. Since foreign trade was 
becoming a gamble it was felt that the maintenance of a steady exchange rate 
would contribute to the expansion and prosperity of the foreign trade of the 
country. The factors that influence exchange are so various and uncertain that 
it was not surprising that the Government of India did not succeed in carrying 
out the recommendations of the Committee. The efforts that the Government of 
India actually made in that direction were attended with injurious consequences 
for the finances of the country. The exchange rate was later on left to take care 
of itself, and there was a more or less steady fall in the exchange value of the 
rupee from the height to which it reached early in 1920, the rate for Eebruary, 
1920, being ^ The fall in the exchange value was due in the main to the 

fall in the gold price of TOmmodities all over the world. Eet us try to see how 
exactly the fall of gold prices since 1920 infl,uenced rupee prices in India. When 
world prices began to fall what happened in India as regards prices appears to 
have been as follows. 

, lR<Ean credit organisation being backward there was no way of 
bringing about p^ity between Indian prices and falling gold prices in 
the world by withdrawing credit currency in India. The selling of 
re^rerse councils led, _ however, to a cancellation of a quanlSty of notes, 
aim tlm note circulation between 1st February and Idth September had been 
reduced from 185 crores to 158 crores. But the unfavourable nature of Govern- 
mental financ^ was such that the Government of India could not contract 
cun'ency <m a large scale by cancelling notes, and thus bring about an equivalence 
between the a^unt of notes in circulation and the paper currency reserve, the 
gold and securities contained therein being revalued at 25. the rupee. This led to 
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the “ created securities ” forming part of the paper currency reserve. Whereas 
on 31st March, 1920, Indian Treasury bills among the securities in the paper 
currency reserve amounted to 9'58 crores, they amounted to 58'07 crores on 
31st March, 1921. The contraction of currency consisting of rupees and notes 
during 1920-21 was to the extent of 3,158 lakhs. This was not enough to bring 
about parity between Indian and world prices of commodities entering into inter- 
national trade. The requisite parity had to be brought about mainly by the fall 
in the exchange value of the rupee, just as the increase of currency required in 
India in 1917, 1918, and 1919 was secured by the rise in the exchange value of 
the rupee as well as the minting of rupees and issue of currency notes. The 
climax to which Indian index number of prices reached was 218 in January, 1920. 
Indian prices declined by 35 points between January, 1920, and July, 1921. The 
index number of prices of the United States Bureau of Labour statistics reached 
its climax of 247 in May, 1920, and by July had declined by 106 points to 141 ; 
the Board of Trade (United Kingdom) index number of prices had declined from 
its climax of 326 in May, 1920, by 132 points to 194 in July, 1921. It will be 
evident that whereas Indian prices fell by 16 per cent., prices in the United States 
of- America fell by 43 per cent., and English prices fell by 40 per cent. Since, 
as was pointed out already, parity between Indian prices and world prices of 
commodities entering into international trade could not be reached by the fall of 
rupee prices, it was reached by the only other way, the fall in the exchange value 
of the rupee. In the report on the currency operations for 1920-21 and 1921-22 
the explanation for the fall in the exchange value was sought in the fall in the 
price of silver. Such an explanation, in the light of what has been already said, 
is not tenable. For an increase in the price of silver will force up the value of 
the rupee in terms of sterling, and thus lead to a rise in its exchange value, but 
a fall in the price of silver by itself has no effect on the exchange value of the 
rupee. 

(1) Is the Tiim Ripe for the Stabiliscution of the Rupee? 

6. It is now nearly six years since the attempt to stabilise the rupee at 2s. 
gold was made and resulted in failure. The value of gold since 1921 has not b^n 
fluctuating much, as can be seen from the index number of prices of the United 
States Bureau of Labour Statistics, whose average for 1921 was 147 ; for 1922, 
149; for 1923, 164; and for 1924, 150; 1913, average being taken as the base 
equivalent to 100. The gold prices of commodities that enter into international 
trade in different countries were showing increasingly close agreement from 1922 
onwards. The “ Federal Reserve Bulletin,” of September, 1923, observes^ as 
follows : ‘ ‘ During the past year there has been a pronounced tendency for prices 

in the United States of America and foreign countries and foreign excxhange 
rates to work towards a closer adjustment, with the consequence that prices, when 
expressed in terms of gold (or dollars) are more nearly on a common level than, at 
any time since the War.” In April, 1924, the Swedish Riksbank resumed the 
redemption of the notes in gold. In the same month the ^Dawes Committee on 
Reparations made its report, and recommended the linking of the German 
currency to gold. The League of Nations took in hand the financial reconstruction 
of Austria, and its currency was also linked to gold. Australian and South 
African exchanges had reached gold parity, and Great Britain in April, 1925, 
restored the gold standard, sterling reaching parity with gold. At the present 
day in many countries the gold standard has already been restored, and m ot^r 
other countries they look forward to the establishment of it. Countries like 
France and Italy find it difficult to balance their Budgets, and this ciroumstanc5, 
combined with the fact that the depreciation of their currencies amount to about 
400 per cent., explains why they find it difficult to gratify their wishes to have the 
gold standard restored on the basis of the old parity. France looks with admira- 
tion on the efforts that England successfully made to restore the gold standard last 
April. 

6. In so far as the stabilisation of the rupee is concerned, as long as there 
was uncertainty about the value of gold, i.e., the course of gold prices in the world, 
and about the extent to which the gold standard would be adopted by the various 
countries of the world, there was much to be said in favour of a policy of “ wait 
and see.” While the rupee did not reach Is. 4d. gold, there was a case for 
allowing natural forces to work themselves out since any action to raise the value 
to Is 4d gold would have involved, in the absence of a general rise of gold prices, 
deflation, leading to further monetary stringencsy, which was very pronounced in 
India in the winter of 1923 and 1924. But when the rupee reached Is. 4d, gold 



346 


BOYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


about October, 1924, the Government of India had to make up their mind as to 
what they should do with reference to the exchange value of the rupee. Various 
countries were leturning to the gold standard; the United States of America 
possessed it, and England definitely looked forward to it as a goal vyhich should be 
reached as early as possible. In these circumstances it looked as if there would 
not be any violent fluctuations in the value of gold in the future. The Govern- 
ment of India, without drifting father, might have taken a definite decision. 
The Eoyal Commission on Indian Currency might well have been appointed much 
earlier than it was actually done. Gold prices all over the world fluctuated 
within narrow limits only through 1924. The trade of India would have received 
considerable assistance if a Royal Commission had been appointed about August, 
1924, and had reported by April, 1925. The uncertainty over the future exchange 
value of the rupee that has been afflicting the Indian commercial world might 
have been avoided. The monsoons were favourable, and the Indian balance of 
trade through 1922-23 and 1923-24 was on the right side, outside demand for 
Indian commodities was improving, and gold to the value of about 70 crores during 
those two years came into the country. All these were favourable conditions, 
which might have encouraged the Government of India to take steps for fixing the 
policy for the future. The time is thus already ripe for taking in hand the 
stabilisation of the rupee. 

Iifttemal Price Stability and Stability of Foreign Excha/nge. 

7. Stability of internal prices has been recently set forth as- an aim to be 
reached. It is by itself an important consideration that helps forward business 
activity. While internal prices are stable more or less normal conditions obtain, 
and steadiness of industrial and commercial operations is promoted. But 
recently it has been put forward as something to be maintained, as against the 
stability of the external value of the rupee. It is doubtful if that proposition 
can be maintained. We do not find in the literature bearing on Indian currency 
overwhelming emphasis on stability of internal prices till 1919. It was true that 
between 1873 and 1893 there was oottnparative stability of internal prices in India, 
whereas gold prices were falling in the rest of the world. In cannot, however, 
be contended that such steadiness of internal prices promoted in any special 
manner the prosperity of the people, while the fall of gold prices in gold standard 
countries retarded the prosperity of those countries. In questions relating to 
currency, which is affected by multitudinous factors, plausible chains of reasoning 
may be forged by over-emphasising particular factors to the neglect of others. 
Careful reasoning and trained judgment are necessary before pitfalls could be 
avoided. Between 1873 and 1893 the physical volume of production in India 
cannot be said to have grown in any remarkable manner on account of stability 
of internal prices. That period when igold prices were falling witnessed an 
outburst of productive activity in Europe and America that increased their 
relative economic strength as compared with the rest of the world. The very fall 
of gold prices was partly due to the increased production of goods in Europe and 
America owing to the application of science to agriculture and industry. The 
stability of rupee prices in India was due very largely to the fact that the real cost 
of producing agricultural and industrial commodities was falling in Europe and 
America concurrently with the fall in the price of silver. As agricultural com- 
modities went down in price on account of the fall in the real cost of production ■ 
due to the virgin soil of America having come under the plough and to scientific 
cultivation their gold prices fell. Their rupee prices, however, did not fall, since 
the gold price of silver concurrently fell. The real cost of production of manu- 
factured goods also fell in Europe and America during the same period, and their 
gold prices fell. The rupee prices, however, did not fall appreciably, since silver, 
the material out of which rupees were coined, fell in its gold price simultaneously. 
Thus it will be found that the stability of rupee prices in India between 1873 and 
1893 did not promote in any special manner the prosperity of the people of India. 
The fall of gold prices was not accompanied by a decrease of economic strength 
in the gold standard countries. That faB, as already pointed out, was itself 
partly due to conditions that indicate the economic strength of those countries. 
It was due to a large increase in the physical volume of production, a stationary 
gold production and the effective desire of many countries to adopt the gold 
stodard. The foregoing considerations will help us to realise that the stabflity 
of rupee pric^.m India between 1873 and 1893 is not any matter on which India 
should spemaJly congratulate herself. It is not, however, intended to suggest that, 
comparing one generation with another, it is not harmful that the standard of 
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value should show great variations in purchasing power. This is an evil, since 
contracts and obligations that extend over a long period like 99 years’ leases and 
Government long-term loans, lose their significance, and unmerited gains and 
los^s result. What is urged is that slightly rising and falling prices are not 
an inevitable concomitant of industrial stagnation. Another illustration may be 
drawn to bring home to us the contention that has been here put forward. 
Between 1900 and 1914 prices were rising in India, and yet no period in the 
history of India showed such economic progress as it was the good fortune of 
India to experience as the period above referred to. Thus prices tend to rise 
and fall on account of various factors, some of them being the bountiful character 
of harvests, inventions, changes in fashion, and discovery of the precious metals. 

8. In 1919, when Indian prices reached a great height on account of inflation 
in the rest of the wodd, the Government of India had an anxious time of it. The 
exchange value of the rupee had to be put up steadily from Is. ^d. to Is. 5<f., 
Is. 6<^. and Is. 8<f. The Government of India was oppressed by the steady rise 
in the price of silver and the fears regarding the further rise in the price of the 
metal. Indian trade was quite prosperous then, and the Government of India 
was so impressed with the importance of exchange stability that their representa- 
tion to the Secretary of State laid great emphasis on a stable exchange value for 
the rupee. They were prepared to face partial inconvertibility of the note in 
India with a view to securing stability of exchange. It was in those circumstances 
that Sir Lionel Abrahams pointed out that stability, though very important, was 
not an essential condition of health for international trade, and that, in view of 
the height to which prices had already reached, the interest of stability of internal 
prices, as against a further rise of prices, should be a more important governing 
consideration. For the first time we find in Anglo-Indian currency discussions 
that strong emphasis was laid by an authoritative of&cial of the- India Office on 
internal price stability as opposed to exchange stability. The point of view of Sir 
Lionel Abrahams cannot be urged in support of a policy in favour of maintaining 
internal stability as opposed to exchange stability at the present day. For when 
he laid emphasis on internal price stability Sir Lionel had r^ard to the then 
situation of prices in the country and the effect of the proposals made by the 
Government of India. He expressed his opinion that the Government of India 
was rash when it was prepared to reach exchange stability in the then disturbed 
condition of world exchanges even at the risk of making the note inconvertible in 
India. Already prices had gone up considerably in India, the index number for 
August, 1919, being 204, compared with 100 for July, 1914. The adoption of the 
proposals made by the Government of India might lead to prices rising further 
still, which would put industry and' the administration to a very severe strain. 
When we take into account the circumstances in which Sir Lionel Abrahams urged 
the importance of internal price stability, it can be clearly seen that his argument 
cannot apply to the present situation in India regarding prices and exchange 
stability. The year 1919 jvas a period of greater uncertainty regarding currency 
and exchange than the period since 192a. America had not gone far in the 
accumulation of the huge stock of gold which has now become in one sense a 
burden to her. Inconvertibility of notes might have become in 1919 a danger to 
political stability, whidi was being subjected to attack from a vigorous and 
sustained nationalistic propaganda. Already the rise of prices in India involved 
the danger of political unrest in the cities and towns, and it was in such an 
atmosphere that Sir Lionel Abrahams spoke of thq need for internal stability of 
prices as against exchange stability. The Government of India took an equally 
strong line regarding the importance of exchange stability, and Mr. Gubbay, 
who gave evidence on behalf of the Government of India before the Babington- 
Smith Committee, spoke in no uncertain terms about the essential nature of 
exchange stability for Indian trade. Judging between the position taken up by 
Sir Lionel Abrahams and the Government of India, we are inclined to think that, 
having regard to the then conditions. Sir Lionel was, on the whole, right, and 
the Government ot India, on the whole, wrong. This observation only signifies 
that in the prevalent condition of rupee pric^ world trade and uncertainty 
regarding the future value of silver the emphasis that the Goveriunent of India 
laid on exchange stability was overdone. The report of the Babington-Smith 
Committee in favour of 2s. gold and the failure of the efiorte made by the Govern- 
ment of India to maintain that rate, are now well-wom themes, and need not be 
Elated upon, 

9. So much for past history. Let us now turn to consider at length the 
contrast between internal price stability and stability of foreign exchange. 
Intemal price stability even in normal tim^ oannqt be secured as efieoti^y as 
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exchange stability. In normal times exchange rates move only within the export 
and import gold points. Any movement beyond these points is prevented by the 
export and import of gold. There are no such limits to the rise and fall of 
internal prices. The latter depend on various factors, like the total volume of 
trade, the amount of currency and credit, and the spirit of confidence or depression 
that prevails in the business world. Exchange stability can therefore be attempted 
with greater success than internal price stability. It may, however, be asked 
whether there is any essential conflict between the two. A close analysis may reveal 
compatibility of exchange stability with internal price stability. If it is found that 
we should sacrifice the one or the other the consequence of each on trade, industry, 
and general prosperity should be estimated. The very conception of price stability 
seems to involve that prices have been adjusted to costs of production and a 
certain condition of normality has been reached. It is impossible, however, to 
secure absolute stability of internal prices, nor is it desirable. General prices 
cannot but go up and down as a result of various causes already indicated. 
Stability of general prices may be deceptive, for such stability is compatible with 
large changes in particular prices, and industry and commerce are affected by the 
condition of particular prices, and not so much of general prices. The emphasis 
on price stability as opposed to exchange stability is noticed in the position taken 
up by Professor Keynes in England and Sir Basil Blackett in India. In England, 
where a strong trade union organisation stands in the way of wage adjustments to 
falling prices, a fall in prices dlie to a rise in exchange may affect production 
adversely by cutting down the margin of profit or by replacing profit by a loss 
Increasing unemployment may thus he brought about. The industries producing 
goods for export fill a very important place in English economy, and such indus- 
tries will immediately feel the effect of a rise in exchange. If such a rise takes 
place in a period of industrial depression the consequences may be very harmful. 
Let us see to w£at extent these considerations apply to India. Since about 70 per 
cent, of the population depend on agriculture, and much of the production is for 
use and not for the market, price stability is not of outstanding importance. 
The bulk of the national income is affected by monsoon conditions, and it goes 
without saying that the supply of agricultural commodities will vary according to 
the amount and distribution of rainfall. Prices of such commodities cannot but 
vary from year to year. Thus variations in prices of such commodities is a factor 
with which the agriculturist and the trader always reckon. It is not denied that 
violent fluctuations in prices disturb trade, promote speculation, and thus stand 
in the way of steady progress. It has been, however, the experience of modern 
times that slightly rising prices are most often associated with increased pro- 
duction and trade. Conmiing ourselves to post-war events, we find that the index 
number of the Bureau of Labour statistics in the United States of America went 
up from the low point of 138 in January, 1922, to 155 in July, 1922. This rapid 
rise of prices was due in the main to the growth in the physical volume of 
production since the middle of 1921, indicating a rate of industrial recovery 
without parallel in American business. Production in America advanced 40 per 
cent., while prices went up 13 per cent, in 1922. The “ Federal Reserve Bulletin,” 
of April, 1923, connects the gradual recovery of British business towards the end 
of 1922, compared with that of American business recovery in the same year in 
the following words : — “ British prices, which had remained steady in the first 
half of 1922, while American prices advanced, started to rise towards the end 
of 19^, while prices in the United States of America remained stable, and have 
risen more rapidly than American business during the last two or three months. 
The lag in British prices, compared to American, corresponds to the more gradual 
recovery of British business.” Thus we find rising prices accompanying increased 
production. The importance of internal price stability is therefore liable to 
exaggeration. 

10. Exchange stability, 'however, stands on a slightly different footing. It 
is true that f oreim trade has flourished even while the exchange value of the rupee 
has undergone fluctuation, e.g.j in the period before 1893 and the period since 
1917. Since India is a producer in the main of foodstuffs and raw materials, 
and since she has to import manufactured goods essential for modem life, means 
win be foimd for exchanging surplus raw materials and foodstuffs for manu- 
factured goods. Only trade will have to pay a heavy price on account of absence 
of exchange stability. There is severe competition in international trade and 
wholes^e traders engaged in the export and import trade of the country work on 
the basis of a narrow margin of profit on each unit of their turnover. Exchange 
fluctuations 'axe to cut into the narrow margin of profit or bring about 

undeserved gains.' ,^e uncertainty involved destroys a large amount of trade. 
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whieli otherwise will flourish. Speculation is promoted and healthy activity in 
trade and commerce is checked. The commodities turned out by the organised 
industries of the country have to compete with imported good, and exchange 
fluctuations giye rise to unmerited gains and losses. The continuity of industrial 
operations is interfered with. As the exchange value of the rupee rises Indian 
industries find that the prices of their output fall, while their costs of production 
do not fall as readily. If such a rise in exchange takes place in a period of boom 
it results in a diminution of extravagant profits. If it does occur in a period of 
depression disastrous consequences follow. Wage earners resent a cut in wages 
and the employer finds that he cannot make normal profits. Export and import 
of capital are resorted to with a view to take advantage of exchange movements 
according to the forecast made by speculators. Consequently, the position taken 
up by the various Commissions that investigated the question of currency and 
exchange about the importance of exchange stability is quite sound. It does 
not, however, involve the position that a forcing of the pace is justifiable with a 
view to securing exchange stability. In India there has been recently exchange 
instability under a non-automatic system. The observations of the Babington- 
Smith Committee are still apposite in this connection. They say, “ Whatever the 
evils and inconveniences of instability may be, they are increased if the movements 
of exchange are brought about not by automatic action of economic causes, but 
by administrative acts. The commercial community are prepared to deal with 
fluctuations in exchange as well as with fluctuations in the other elements entering 
into a transaction, and to provide against any risks that may arise ; but they feel 
that if official action intervenes to interpret the play of natural forces, and to give 
effect to them an element of uncertainty is intr<^uced which is beyond their 
reckoning. However complete the integrity, and however great the intelligence 
on which official action is Dased, an automatic system, which does not depend on 
such action for its operation, is greatly to be preferred. The restoration of the 
gold standard at the end of last April in England diows that British authorities 
considered such restoration as of greater importance than any regard paid to the 
stability of index number of prices within the country. The overwhelming 
weight of Britidi commercial and banking authority was thrown on the side of 
the restoration of the gold standard by reaching parity of gold with sterling at 
the old rate. 

11. It does not matter whether the rupee has a high exchange value or a low 
one when once industry and trade have adjusted themselves completely to the 
high or low value. A high exchange value for the rupee, other things remaining 
the same, means low. rupee prices and a low value for the rupee high prices. 
Whether prices are high or low, trade and industry will function normally after 
necessary adjustments are made, and wages and profits will tend to conform to 
the contribution that labourers and employers respectively make to production. 
Interest rates will depend on the relation between the supply of the loan fund and 
the demand for it. The fact that the exchange value of the rupee is high or low 
does not matter. As regards the influence of a high or low rupee on national 
fina.Ti nft, since land revenue in ryotwari areas is fixed for a term of 30 years, 
high rupee means a greater real burden for the ryot. Interest on national rupee 
debt already contracted means a greater real burden for the State when a high 
rupee is established. Other taxes tend to adjust themselves to high or low rupee 
with comparative ease, though here also there is some economic friction. 

12. The salaries of Grovernment officials may be reorganised with reference 
to a high or low rupee, though there is a lag between the establidimment of a low 
or high level of prices, and the readjustmaat of salaries As regards the influence 
of home (ffiarges, a high rupee involves the employment of a smaller number of 
rupees for their payment. But though in terms of rupees the home charges 
become less, their real burden for the country is not affected by the rupee being 
either high or low. The Government may be said to be favourably affected by a 
high rupee in the matter of the meeting of the home charges if the revenues that 
the Governmment derives from the people in terms of rupees do not fall in amount 
proportionately to the rise in the exchange value of the rupee. 

13. We shall then turn our attention to the effect of a rising or falling rupee. 
As the exchange value of the rupee increases the exporter of Indian produce, other 
things remaining the same, gets a smaller number of rupees for his produce. 
The producer oi commodities which are not exported, and which have not to 
compete with imported goods, is not affected adversely to the same extent as the 
producer of commodities that find their markets abroad, or that have to compete 
with , imported goods. For the prices of commodities that do not ^ure amoTtg 
the items bf ihtemational trade will only be siowly affected by the rising rupee. 
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The imported commodities will fall in rupee prices as a result of a rising rupee, 
and to the extent that the Indian producer, agricultural, and industrial consumes 
imported commodities he gains from the fall in their prices. The producer of com- 
modities which do not enter into international trade, and whose market is local, is 
in a most favourable condition if he consumes in the main imported goods. A 
lising rupee will bring down the prices of wheat earlier than rice, since the out- 
turn of wheat in India forms a small proportion of the total world output of 
wheat, for which reason the prices of wheat in India will closely conform to the 
world price of wheat. The price of pulses, jowar, ragi, chillies, and similar com- 
modities, which are consumed in the main locally, will be affected very slowly by 
a rising rupee. A falling rupee, on the other hand, will favour the producers of 
commodities, the bulk of which is sold abroad, while the producer of pulses and 
jowar will not find his products rising in price corresponding to the fall in the 
exchange value of the rupee until after a considerable lapse of time. Industries 
in India produce commodities that have to bear the brunt of foreign competition. 
A rising rupee means lower prices for their output. Costs of production, 
especially the wages of labour, local taxes, debenture interest, and railway rates, 
will not fall with the same rapidity, and the result is depression in industries. 
If the rise in the rupee occurs in a period of boom the soaring profits will be 
affected; if it occurs in a period of industrial depression disaster may overtake the 
the industries. 

14. A rising rupee means that the revenues fixed in rupees collected by the 
State embody greater purchasing power. But ad valorem revenues, say, customs 
duties, will bring less revenue in rupees as prices fall due to a rising rupee. 
Income tax may be affected adversely if the rise in the rupee occurs in a period of 
industrial depression. The salaries paid by the State will mean greater pur- 
chasing power, and the State employees^ are benefited by a rising rupee. Since a 
smaller number of rupees will buy a pound sterling, sterling obligations could 
be discharged by a smaller number of rupees. Interest on rupee debt is a greater 
real burden. Land revenue forms a much smaller proportion of the total 
revenues at present than in the period before the War, and the revenues from 
customs duties and income tax tend to adjust themselves, unlike the land revenue, 
to a rise and fall in the value of the rupee. Consequently, the beneficial or adverse 
effect of a rising or falling rupee on national ^ance during recent years, when 
customs revenues and income tax together bring double the amount that land 
revenue brings, is not so great a§ was the case before the War. On the whole. 
Government finance may be said to be favourably affected by a rising rupee, 
t|iough the good effect on national finance stands the risk of being exaggerated, 
and sufficient regard is not also paid to the consideration that what is gained by 
the State is only at the expense of the taxpayer. Further, the gains and losses 
due to such a rise are distributed indiscriminately. 

15. The Rale at which the RoJt/pee shovld he stahilised . — The rupee should 
be stabilised in terms of gold. The distinction between sterling and gold no longer 
holds good. Gold is international currency. It does not require much argument 
to prove that the rupee should be linked to gold. The rate at which the rupee 
should be stabilised is a ticklish question. The various factors that have to be 
taken into account in determining that question are — ^the future price of silver, 
the effect on trade and industry, the equities between debtor and creditor, the 
balance of trade, and the future value of gold. Taking first the price of silver, 
^e rupee ought to be fixed at such a rate that there is no probability of the 
intrinsic value of silver becoming equal to the face value. The future value of 
silver is thus an important factor. Whereas commodities in general have 
increased in price by about 60 per cent., compared to 1913 and 1914, silver which 
stood at 28d. per ounce in 1914 now stands at about 32^*. If silver were to stand 
at a price at the present day on a parity with the price of “all commodities ” 
it must reach 4Sd. At 43c?. per ounce the intrinsic value of silver becomes equal 
to the face value of ls._ 4<?. This shows the danger that Is. 4c?. rupee would be 
subject to if the gold price of silver at the present day were to correspond with the 
gold price of commodities in general compared to pre-War prices. Thus the rate 
for the rupee is closely bound up with the future of the gold price of silver. If 
(me bears in mind the freaks to which the pri(3e of silver has been subject during 
the past decade it is difficult to make any positive assertion with respect to the 
future price of silver. In these circummstances there is much to be said for fiviTig 
such^ a rate for the rupee that there will be no danger of the rupee going into the 
melting pot. Secondly, the effect of the rate on agriculture and industry has to be 
considered. The sate of ■ Is. 4c?. means that the Indian agriculturist will have 
Es. 150 for his produce now against QEls. 100 he got before the War -if cereals and 
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raw materials correspond in their price to the price of “all commodities.” But 
nothing is more striking than the fact that since 1921 the products of agriculture 
have lagged in price compared to manufactured commodities. The discrepancy in 
prices between the products of agriculture and manufactures is not, however, 
related to the rate of the rupee, and consequently from this point of view it is 
irrevelvant whether the rate is high or low. Since the agriculturist is heavily 
indebted a high rupee increases his real indebtedness. In this connection, how- 
ever, it must be remembered that the purchasing power of the rupee is much lower 
now than in 1914, and even if the rate is Is. 6d. the real burden of the pre-War 
debt is lighter. The burden represented by the land tax will be less if the rupee 
stands at Is. 4<f. than if it does at Is. 6d. In the controversy that is carried on 
over the rate for the rupee the remark is often made that the agriculturist loses 
40 crores of rupees as a result of the rise from Is. 4<f. to Is, 6d. of the rupee. This 
statement cannot receive scientific support. It cannot be forgotten that the rise 
in exchange will bring down general prices in the country, and consequently the 
agriculturist will gain on his purchases. To the extent, however, his purchases 
are of commodities which are locally produced have only a local market, and do 
not suffer from the competition of imported goods, he will not secure the benefit 
of a fall in price unless time is given for the adjustment of the prices of such 
commodities to the rise in exchange. 

16. Industry has been suffering from depression in India ever since 1921, 
and the recent rise in exchange has rmdoubtedly added to the difficulties. Though 
the main obstacle to the industrial revival is world impoverishment, the rise iu 
exchange from la. 4^. to la. 6d. has been a contributorv cause to industrial 
depression. "When the cost of production, including wages, have adiusted 
themselves to the new rate that is adopted normal conditions set in. 

17. Thirdly, the equities between the debtor and the creditor have to be 
taken into account. All pre-War debts contracted in gold represent less com- 
modities now since gold prices have advanced about 50 per cent. If the rupee is 
fixed at la. 4d. the real burden of the pre-War rupee debts will decrease, la. 
rupee will mean also less real burden of pre-War rupee debts. The rupee debts 
of the Government of India will be more onerous with an increase in the exchange 
value of the rupee. The onerous nature of the burden will be obvious when it is 
realised that a large amount of rupee debt was accinnulated in 1919, 1920, and 
1921, when rupee prices of commodities reached a high level. If such debts are 
to be repaid in terms of la. 6d. rupee, the burden becomes onerous since la. 6d. 
rupee means lower rupee prices of commodities. The following table gives the 
approximate addition to the rupee debt and the index number of prices for 
1917-18 to -1921-22 


1917- 18 

1918- 19 

1919- 20 

1920- 21 

1921- 22 


Debt in Crores Index Number 


of Rupees. 

Judy, 191 j^ — 100, 

81T 

147 

58-3 

180 

22 

198 

61-8 

204 

39 

181 


18. Fourthly, the rate at which the rupee is to be fixed depends on the future 
value of gold. What the value of gold will be in the future is a dif&cult question 
to decide. When the world gets to be again humming with productive activity, 
and when the volume of world trade advances, and when various other countries 
struggling with depreciated currencies revert to the gold standard, the value of 
goldT it may be contended, might rise. But such a conclusion does not inevitably 
follow. The economy of gold which has been adopted under the pressure of war 
might persist, and gold actually in circulation might become a thing of the past. 
With the restoration of confidence in international relation credit may fill a more 
important r61e, and the velocity of circulation of currency may show an increase. 
Jo^ph Kitchin, a world authority on gold production, is of opinion that the 
gold production from 1924 to 19^ will be 885 million dollars, and thence- 
forward up to 1930 it win decline to 370 millions. The amount available for 
monetary purposes will be not less than 150 million dollars per annum. The 
BEarvard C5ommittee of Economic Research, in its letter of 10th June, 1922, said : 
" If, therefore, the general trend bf commodity prices decline during the present 
decade this will be due to the financial policies pursued by the leading commercial 
countries, and not to shortage of gold.” Balancing various considerations, one 
mAy hold’ the view that the value of gold may be in the future about what it is 
now. 
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19. Fifthly, the future course of the balance of trade is relevant. India has 
been enjoying a succession of favourable monsoons since 1921, and if an unfavour- 
able monsoon overtakes India exchange might go down. This eventuality should 
not be lost sight of when a rate is fixed. 

20. There is this general consideration with reference to the rate at which 
the rupee is to fixed. India was said to have gone on to the gold standard, and 
it used to be pointed out in the past that there was no essential difference between 
the power to import sovereigns and the right to have gold coined in a mint in 
India. Is. ^d. thus was the rate that ruled from 1899 to 1917. The rupee was 
said to be a note printed on silver. India prospered under the rate of If. 4d. 
Though it may be said that Is. 4d. need not be considered a fetish, there must 
be strong reasons before that rate is departed from. Especially if the Commission 
decides in favour of not minting fresh rupees in the future and of taking active 
steps to increase the proportion of gold and notes in circulation Is. 4d. may be 
adopted for the rupee. On the other hand, if the gold exchange standard, as it 
was working till 1917, were to function, there may be the danger of the rupee 
going into the melting pot when the price of silver rises to parity with general 
commodity prices, unless a rate higher than Is. 4<f., say, Is. 6d:., the operative 
rate at present is adopted. 

21. The rupee may be stabilised at Is. 4ur., or Is. 6«?., or Is. 8c?. What are 
the considerations to be taken into accotmt before any of these rates or other 
rates are adopted 1 In favour of the Is. rate it may be urged that the rupee 
has been maintaining that rate for about a year. This argument is only of slight 
importance, for, if the Government of India had not bought sterling in advance 
of their requirements in October, 1924, even Is. 8i?. might have been reached and 
if the Government of India were so minded they could have allowed the exchange 
rate to rise to Is. 8c?. It should be clearly understood that the fixing of a 
stable rate for the rupee should not be influenced by factors that might be of 
ephemeral duration. Is. 6c?. rate was justified in the budget speech of 1925 by 
the rate of gold prices between October, 1923, and October, 1924. Between 1921 
and 1925 gold prices had been rising and falling. The policy of the Federal 
Eeserve Board, the attitude towards the restoration of the gold standard in 
different countries, the rate of gold production in the world, the conditions of 
world harvests and the policy of various central banks, play on the value of gold 
and bring about fluctuations in it from time to time. We can easily conceive of 
gold prices falling from the level they reached in October, 1924. As a matter of 
fact gold prices have been falling smce January, 1925. A stable rate for the 
rupee cannot be decided upon with reference to the short period fluctuations in 
the value of gold. If gold prices again begin to fall and if the succession of good 
monsoons since 1921 is broken by monsoon failure it will be difficult to maintain 
the Is. 6c?. rate The main reason advanced in favour of Is. 6<?. rate is that that 
rate is compatible with the stability of internal rupee prices and that a lower 
rate will mean increased rupee prices. If it is considered equitable that a rupee 
should have as much purchasing power as it had before the war in 1914 there is 
a case for allowing the rupee exchange steadily to rise further than Is. 8c?. and 
thus bring down rupee prices in India to the level in .July, 1914. On the other 
hand if considerations of equity can be met by a depreciation of the rupee corre- 
sponding to the depreciation of gold since 1914, Is. 4c?. gold is the rate at which 
the rupee is to be stabilised. One controlling consideration with reference to the 
rate of exchange is the general state of trade and prosperity in the country. The 
rise in the exchange value of the rupee from Is. 4c?. go?d to Is. 6S. has been coeval 
with harm to the industries of the country. The cotton industry of Bombay, 
which is the pride of Indian enterprise has been hard hit among other things, 
by the rise in the exchange value of the rupee. The writer is well aware that the 
mill industry of Bombay is not carried on with as much efficiency as one should 
desire. Eeserves were not built up in prosperous times on an adequate scale 
and cosfs are not reduced by efficient management. Various manufacturing 
enterprises in the country which have to meet foreign competition have been 
hit hard by the rise in exchange. Let us see if any compensating advantage has 
been secured by the agricultural interest from the rise in exchange. Rupee prices 
of agricultural commodities are less than fwhat they would have been if exchange 
had not risen from Is. 4c?. to Is. 6c?. It is true that whereas the agriculturist gets 
less number of rupees for the produce which he sells, he has to give also a smaller 
ni^ber of rapees for the goods that he purchases. This point was stressed by the 
Finance Minister in his speech in January last. In this connection one point of 
importance is to be noted. The prices of commodities like cotton, wheat, oilseeds. 
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hides and skins and copra which constitute the bulk of the export trade of India 
p3ust conform to world prices and any rise in the exchange value of the rupee 
immediately affects rupee prices or these commodities adversely and the 
agriculturist, other things remaining the same, gets a smaller number of rupees. 
The goods on which he spends his money in the main are not imported goods, 
the rupee prices of which also fall corresponding to the rise in the rupee exchange. 
The bulk of his expenditure is on goods and services whose markets are ooiiu)ara- 
tively restricted, xhe prices of oiner goods do not react till after a lapse ot time 
to the influence of a rise in exchange. The prices do not fall in confornuty with 
the fall in the prices of commodities which have a world market. Thus it cannot 
be said that the producers of agricultural commodities that have a world market 
receive a full compensation, over a short period, for the fall in the prices of the 
commodities that they produce. 

22. It has been urged that what the Indian is interested in is that his rupee 
should comma.nd the same commodities and services in the bazaar ; ergo, steady 
prices in India are of greater account than stability in the exchange value of 
the rupee. This contention requires investigation. The bulk of the population 
of India,, amounting to 70 per cent., depend on agriculture, and, more than any 
other factor, agricultural prosperity, and therefore general prosperity of the 
country, depends on the monsoon. The average villager is not so much concerned 
with steady rupee prices as with high crop yields. In fact, the citizen in nc 
part of the world is so much inured to fluctuations in prices as in India, where 
changes in the amoimt and distribution of rainfall are accompanied by chan^ng 
prices of staple commodities. India is so unlike England, where stability in 
prices and wages are of greater importance. In India a very large proportion 
of production is still production for use and not for the market. Even pro- 
duction for the market is subject to all sorts of freaks on the part of the monsoon, 
and consequently price stability is not a factor of primary importance to the 
agriculturist. If you turn your attention to the manufacturer of commodities 
who fills a relatively less important place in national economy in India you will 
find that industrial progress of the country is also not helped by the so-called 
stability of internal prices rather than the exchange value of the rupee. Most of 
the industries of the country, like cotton, iron and steel, cement and woollen goods, 
have to compete with foreign goods, and while the rupee prices of the commodities 
which are produced in the country feel in their rupee prices the full effect of a 
3 ’ise in the exchange, the costs of production of these industries do not show a 
corresponding fall. Especially the costs of production represented by wages, 
which constitute a large proportion of the costs, do not show a fall. The indus- 
trialist thus is handicapped in his work. A change in the exchange value of a 
slight extent may turn a gain into a loss. Thus industry is handicapped without 
any corresponding advant^e to the agriculturist. The great fall in the price of 
stock exchange securities is due, among other causes, to the rise in the exchange 
value of the rupee from la 4d. to Is. 6d. As a corrective to the overwhelming 
dependence of the population on agriculture industrial development of the 
country is a necessity of the first order. The industrial and commercial 'deplres- 
sion from 1921 onwards had already been subjecting the industries of the 
country to a severe strain. The cotton industry especially was suffering acutely 
from depression. The advantage which that industry would have derived if 
exchange had remained at Is. 4d. gold was lost as exchange was allowed to rise 
to Is. 6d. Difficulties, due to causes beyond man’s control, have to be met as 
one best could. When the administration sets itself to influence the course of 
exchange by its policy a situation is created liable to considerable misunderstand- 
ing and vexation. It was pointed out that the rise in sterling prices of com- 
modities between October, 1923, and October, 1924, would have led to a rise of 
rupee prices in India, and consequently the interests of price stability in India 
required the rise in exchange to Is. 6d. It is rather unfortunate that the Finance 
Minister in his last Budget speech depended on the rise of sterling prices to 
justify the rise in the exchange value of the rupee. Such a line of reasoning 
commits the Government of India to the pursuit of a policy according to which 
action should be taken by the Government to bring about a fall in the exchange 
value of the rupee if the sterling prices of commodities went down and rupee 
prices in India showed a fall. If we compare sterling prices of October, 1924, 
with those of August, 1925, we find that whereas the index number of whole- 
sale prices was 170-2 (Board of Trade) and 180-2 (Bcommisf) in October, 1924, 
in August, 1925, and the index numlwr .was 157-0 (Board of Trade) and 165*1 
(Bconomist). Meanwhile, the index number of wholesale prices in India has 
fallen from 181 (October, 1924), to 160 (July. 19^). Thus, whereas the rupee 
sesM z 
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exciiange was still strong at about Is. 6<i. sterling prices had fallen and rupee 
prices also had fallen. The arguments advanced. Dy the Finance Minister to 
support the rise in exchange from Is. 4d. to Is. %d. sRould lead the Government 
of India to issue more currency, so that the internal rupee prices may be steady 
at about 180. What is urged here is that one cannot pin oneself to steadiness of 
rupee prices as affording a guidance in the matter of manipulating the exchange 
rate. The fixing of the value of the rupee must have reference to the operatimi 
of deeper and more underlying forces than the fluctuations from time to t.iTno in 
the sterliag prices of commodities. From the way in which countries are revert- 
ing to the gold standard it looks as if the value of gold will not show any marked 
variation irom its present level one way or the other. In making the rate of 
rupee exchange depend on internal price stability one cannot but realise that 
there are not many authoritative bodies in India preparing index numbers on 
different methods, the conclusions reached by one method serving as a check on 
that reached by a second method, as is the case in England and United States 
of America. 

23. Another guiding consideration is the state of industry in India. It 
cannot be too much emphasised that while the need for agricultural improvement 
should never be lost sight of, there is urgent need for strengthening the forces 
making for industrial progress in India. Among other causes the uncertainty 
surrounding the exchange value of the rupee and the recent rise in it have 
tended to depress Indian industry. Industrial investment has received a 
deplorable set-back, and Government paper is the one resort of the investor. 
India at present needs in the economic sphere, more than any other thing, 
encouragement of industrial enterprise. uAnything that damps the tendency 
to look with favour on industrial investment is not in the immediate or ultimate 
interests of India. When regard is had to these considerations one cannot help 
feeling that the policy that led to the rise in exchange from Is. 4^d. to Is. M. was 
not calculated to improve the prospects of industrial enterprise. Is. 4Qf. gold 
will mean in the circumsta,nces at present increased rupee prices, which Wl 
serve to str^gthen industrial enterprise. One feels that if exchange had not 
risen from Is. 4c?. to Is. 6d. the millowners of Bombay might not have been driven 
to the expedient of cutting down the wages. Nor can it be maintained that the 
policy of raising the exchange value of the rupee has helped the agriculturists. 
We have already advanced reasons to show that that claim could not be main- 
tained. The Budget has been balanced with great difficulty in India, and it may 
be ^ged that in the circumstances Is. 6c?. is a better rate in the interest of 
national finances than the Is. 4<?. rate. Usually the value of a higher rate is 
exaggerated. It is true that there is a saving in rupees to the extent of about 
three crores in home charges. But with a Is. 4<?. rupee the income tax in rupees 
is bound to be larger and customs duties as well. Railway charges, which may 
have to be otherwise reduced, need not be reduced if Is. 4<?. rate is adopted. 
Thus there are many compensations in increase in revenues that have to be set 
against the increased number of rupees necessary to meet home charges. 
The governing consideration is the general interests of the country, and they 
seem to point more in favour of Is. 4d. than of Is. 6c?. The importance of 
Is. 4^, having been maintained between 1899 and 1917 is sought to be discounted 
by the plea that more than any other rate 2s. is the historic rate. But conditions 
in resect of the relative position of silver and gold for currency purpostes have 
altered noticeably since the time when 25. rate for the rupee was normal. 

(3) The Measwres Dv/ririg Transition. 

24. When any rate is feed immediate effect must be given to it. If it is 
spread over any length of time business will be affected by speculative factors, 
and health and normality will not be restored to trade and commerce. After 
all trade has been adjusting itself as best it could to rise and fall in the 
exchange value of the rupee. The rate chosen cannot be far removed from the 
present rate. Practically the choice is between 1$. Qd. and 1^. 4^. Is. 4d. gold 
was the rate that ruled about a year back. Trade has been accommodating itself 
to fluctuations m. prices and exchange rate aU these years since 1917. If 

removed, and. any rate is fixed which could be maintained, trade 
will welcome it, and no elaborate arrangements need be made with reference to 
any transition to a r^te that differs from the’ ruling, rate. 

. , (4) Measures to he Adopted to Maintain the Rate Selected. 

A Stmcess with which the I 5 . 4c?. rate was maintained between 1899 

1917 furnishes the clue to the measures that have to be adopted hereafter, 
nly a greater effort ^ould be made in the future to have a stronger backing 
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of gold in our paper currency reserve, and to see that notes and gold only are put 
into circulation. Sterling may be purchased in India or Council bills may be 
sold in England only to the extent of meeting the home charges. Trade musl be 
allowed to find the means of financing itself without the Government selling 
Council bills to help trade. 

26. There may be the danger of the rupee going up in value above the rate 
selected or going down below it. If it threatens to rise above the rate currency 
must be added to, and if it is decided to stop the further minting of silver, gold 
coins must be added to the circulation or notes should be issued. It may be 
said that the population may ask for silver rupees, in which case there may arise 
the necessity for minting them. In view, however, of the great expansion of 
note circulation during the recent war and of the habituation of the people to 
note currency, with well-directed and prudent propaganda on the part of the 
Government and in particular the leaders of public opinion, the necessity for 
the coinage of silver rupees may be dispensed with. 

27. There may be the danger of the rupee rate falling. Such an event will 
occur only in times of adverse trade balance. The Government will have to use 
the gold standard reserve to meet the home charges, and may have to sell reverse 
Council bills, and make payment out of the gold standard reserve. The transfer 
of the gold standard reserve to India, as a result of the sales of Eeverse Councils, 
will involve the sale of Council bills or the purchase of sterling with a view to 
retransmit the reserve to England. In course of time, as the proportion of the 
silver rupees in circulation falls, and as gold takes an increasingly important 
place in the circulation, in times of adverse trade gold may leave the country 
without any necessity for the Government to sell reverse Councils. Meanwhile, 
the spread of banking facilities and general enlightenment will help the country 
to dispense with the use of huge quantities of silver rupee currency. 

The Future of the Gold Eoaehauge Standard. 

28. The character of the measures to be adopted to maintain the rate fixed 
depends upon the changes in the system of currency that are going to be intro- 
duced. The gold exchange standard system functioned fairly well before the 
War. During the comparatively prosperous times before the War the dis- 
advantages of that system were not keenly felt. The evils inherent in the system 
under which token coins, consisting of silver rupees, constituted unlimited legal 
tender, were not adequately realised. The reason was, it was not felt to be 
within the region of practical politics that silver would ever rise in prira leadmg 
to the necessity of the rupee going into the melting point on la. 4^?. being main- 
tained. The experience of the Great War has taught us that we should not 
link the fortunes of the currency ^stem of this country to a definite quantity 
of silver contained in a rupee. It is true that effective gold standards a,lso broke 
down as a result of the diock of the War. Elsewhere it was the strain of the 
War on the energies of the combatants, and the large demands that were made 
on the resources of the countries that led to the depreciation of currencies and 
brought about trouble. In India, on the other hand, during the period of 
expanding trade, when Indian products were sought after by the rest of the 
world at high prices, our currency system at Is. 4:d. for the rupee had to break 
down. This was due to the fact that though we were supposed to be on a gold 
standard we could not get away from the dominating influence of 165 grains of 
fine silver in the rupee. If India had been on an effective gold standard the 
shock of the War would have made gold disappear from circulation in India, 
and prices would have risen further than they actually did, the currency con- 
sisting of paper money ojfly. Whatever the immediate troubles might have been 
the normal parity would not have been lost sight of, and the public mind would 
not have been confused, and trade and commerce distracted by the wrangle for 
different rates for the rupee. The only problem before the country, before 
normality and health were restored to the currency system would have been to 
make efforts to restore the gold parity, whatever it was. 

29. The gold exchange standard, under which the circulating medium 
consists of silver token rupees and notes, which, as a matter of ri^ht, can be 
redeemed in silver rupees only, is not satisfactory, especially in the light of the 
experience of the War and its aftermath. Indian currency has to experience 
difficulti^ due not only to the value of gold, but also that of silver. This double 
uncertainty hampers trade and dislocates calculation and contracts. We must 
have a system which is subject only to any changes that may come oyer the value 
of gold, even as the currency of Canada, the XJnited States of America, England, 
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and Japan is. The only way to bring about that state of affairs is to limit the 
Tnin^.ing of rupees in the future, and to work steadily and persistently towards a 
condition under which gold wiU be given in exchange for rupees even for internal 
purposes. Further, the legal tender currency must therefore consist of gold coins 
and preferably paper money backed by gold. The Government and leaders of 
public opinion must use their powers of psycholc^ical suggestion in favour of an 
extended use of gold coins or notes. Silver rupees are bound to form, however, 
an important part of the circulation. Since the bulk of the transactions in 
India are on a very small scale, and since the wages are very low, the rupee will 
fill in India a larger place than any corresponding coin will do in more advanced 
countries. But the sway of the silver rupee could be reduced even as the jute 
growers of Bengal have got accustomed recently to taking notes instead of rupees. 
We must look, therefore, to a rise in the standard of life, and to. a development 
of banking facilities, to make the rupee play a steadily decreasing part in the 
circulation of the country, and become as early as possible a limited legal tender. 

(6). Princifles Regarding Note Issue. 

30. In the past the issue of currency notes by the Government of India 
has been productive of considerable benefit. The population was not accustomed 
to the use of notes, and in the circumstances confidence was established by the 
function of note issue being assigned to the Government. Another testimony to 
the success of Government management of the note issue is furnished by the 
large expansion in note circulation that marked the period since 1915. That in 
a period of uncertainty, engendered by the varying fortunes of a world War, the 
note issue should have expanded in the manner it did is a tribute to the manage- 
ment of the issue, as well as the capacity to learn lessons in currency matters on 
the part of the people. 

31. There is much to be said in favour of the note issue being handed 
over to the Imperial Bank. The issue and withdrawal of notes wiU depend on 
the varying needs for currency. But in India much has been gained by the 
Government directly managing the note issue, and among a population not much 
advanced there is something to be said for the Government being directly 
associated with it. If notes are issued against hundis, endorsed by the Imperial 
Bank in busy seasons, elasticity of currency could be secured in an adequate 
measure. Thus, the arguments in favour of transferring note issue to the bank 
are not overwhelmingly strong, though there is something to be said for India 
coming into line with the rest of the world by transferring the issue and manage- 
ment of notes from Government officials to the officers of a central bank. Note 
issue is a source of gain to the State to the extent of the excess of the interest on 
securities in the paper currency reserve over the cost of management in the paper 
currency department. The Government, while transferring note issue to the 
bank, must make arrangements for the bank, making an annual payment based on 
the amount of securities in the reserve against notes. While active efforts are 
being made to introduce an effective gold standard there is something to be said in 
favour of the Government continuing to manage the note issue. 

32. We must avoid confusing the public mind by introducing the com- 
plexity of a gold note and silver note circulating side by side. Till an effective 
gold standard begins to function, and till the rupee is treated as a mere token, 
with a limited legal tender, 50 per cent, of the reserve against notes should 
consist of gold and silver coins or bullion. Steadily the silver portion of the 
reserve must be replaced by gold. The fiduciary portion of the reserve should 
consist in the main of British securities and 10 or 12 crores of Indian securities. 
Facilities for the encashment of notes must be provided on a large scale. Side by 
side with the expansion of the note issue steps must be taken to make provision 
for increased banking facilities. 

(6). The Minting^ of Gold and Use of Gold as Currency. 

33. The sovereign and half-sovereign should be minted in India. There 
seems, however, to be a strong sentiment in favour of a gold mohur of the same 
weight and fineness as the sovereign. It is, however, a disadvantage in view 
of the place of the sovereign in international commerce and exchange that the 
soverei^ should be given up m favour of the mohur. It is true that gold in 
circulation is not as great an aid to exchange as gold in reserve. But the public 
cannot be expected to be educated to use better forms of currency unless we pass 
through a Sti^ .wben gold forms an important part of the circulation. The 
obligation cannot be immediately undertaken to give gold for rupees. But as 
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soon as possible we must reach such a stage, and measures must begin to be 
adopted with that end in view. It is a pity that the interest on the gold standard 
reserve and paper currency reserve investments is being diverted to current 
revenues. As long as the national finances do not reach equilibrium without 
interest on investments referred to being annexed to revenue the position is that 
a real deficit exists, and the country is not paying its way. The country’s Budget 
must be balanced without a resort to those sums. The latter must be used for 
helping the country to go on an effective gold standard. The interest earned on 
the gold standard reserve investments and the paper currency reserve investments 
may be devoted to replace corresponding amount of rupees in circulation by 
gold. In this manner slowly and steadily the unsatisfactory condition of the 
composition of the currency at present may be made to give place to a better 
state of affairs. The Government and the leaders of the public will have to 
co-operate to achieve an improved currency system. Expansion of banking 
facilities, expansion of primary education, and establishment of communal 
concord in the country are favourable conditions for the improvement of the 
currency system in the direction suggested. 

34. It is often said that the tendency to hoard gold on the part of Indians 
stands in the way of adoption of an effective gold standard. This plea has not 
much to recommend it. For one thing, the Indian can hoard gold, if he is so 
minded, only to the extent that he has a surplus of income over expenditure. 
The fact that an effective gold standard with a gold currency has oo>me into 
existence will not in any way add to his surplus means. Besides this the gold 
exchange standard, as it was functioning before the War, did not prevent India 
from having as much gold as it wanted. As long as there is no embargo on the 
export of gold from different countries India can always get whatever gold her 
citizens require. The gold exchange standard, far from preventing the tendency 
to hoard gold, may even stimulate the hoarding habit on account of the token 
rupee being unlimited legal tender, and the absence of provision of a legal right 
to convert rupees into gold. For some years we cannot expect to make the rupee 
a limited legal tender. The success which attends the efforts of the Government 
of India to replace rupees in circulation by gold and extension of the habit of 
using notes or gold currency to meet expandmg currency needs will decide the 
time when the rupee will cease to be tmlimited legal tender. "When sudi a 
condition is reached the notes will be redeemed in gold. 

35. Both the Chamberlain Commission and the Babington-Smith Commit- 
tee gave much of their time to the problem of the composition, size, location, and 
the employment of the gold standard reserve. In the preset condition of Indian 
finance we shall do well to keep the gold standard reserve in the form of British 
Treasury bills, and use the interest on the securities to replace silver in circula- 
tion by gold. Since our proposal is not to give gold immediately for rupees there 
is no need for keeping the gold standard reserve in gold. ^ If our financial 
condition is much better than it is, and if we decide on immediate convertibility 
of silver rupees info gold, there is a strong case for keeping the gold standard 
reserve in gold and using it. Though our gold resources in the shape of securities 
in the gold standard reserve and the gold in the paper currenccy reserve are large, 
and though a revaluation of gold and sterling securities in the paper currency 
reserve at the rate at which the rupee is to be stabilised, whether Is. 4'd. or Is. Bd., 
brings us gain, it cannot be confidently asserted that we may without risk under- 
take immediately to give gold for rupees as a matter of right. The lesson of 
the crisis of 1907-08. which followed the diversion of a portion of the profits on 
rupee coinage to railway capital expenditure ^buld not be lost sight of. We 
have Been enjoying for the last five years favourable monsoons. A monsoon 
failure on a large scale will subject to a severe test our resources. Tn th^e 
civcumstances there is need for caution. 'As a first step we may content ourselves 
with stopping the minting of rupees and increasing the circulation of gold coins 
or paner backed by gold. As the composition of the currency improves consider- 
ably in the direction of the circulation of gold coins or paper money backed bv 
gold, there will be a case for scrapping the gold standard reserye. The gold 
standard reserve is thus to be employed for the time being for meeting the 
home charges in adverse times, an equal amount of rupees being kept in India, 
and meeting the payment of reverse Councils. The qu^ion of the size of the 
gold standard reserve, except for the interest on securities, does not arise, since 
under the scheme here put forward the coinage of silver rupee will have to cease 
forthwith. Since the reserve is to consist of securities it may he located in 
London. 

6668$ Z 3 
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submitted bv the Hon. Sir Basil Blackett, K.C.B., 
showing variations in the figures of wages and cost of living of the Bombay 

mill 


Wages. 

May 1914. 

May 1921. 

August 1923. 

June 1925 
(assumed). 

August 1925 
(assumed). 

Average monthly wages 
of ail workpeople. 

Nominal wages index 
numbers 

Cost of living index 

Real wages 

Rb. 16, 6, 3 

100* 

100 

100 

Ra. 30-10-0 
(exclusive bonus) 
Rs. 32-10-0 
(inclusive bonus) 
187 (without bonus) 
199 (with bonus) 
167 

180 

Rs. 30-10-1 

187 

154 

166 

Rs. 30-10-1 

187 

154 

168 

Rs. 30—10—1 

187 

152 

168 


•July 1914. 
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Statement of evidence submitted by Mr. 0. J. Hamilton, M.A., Professor 
of Econconics, Patna University. 

1. By way of preface I should like to express my opinion regarding the 
standpoint from which important economio^ problems in India should be 
approached by a Commission such as this. It is not unnatural, but yet unfortu- 
nate, that economic questions in India should be frequently approached from a 
political rather than an economic point of view. Decisions are made or 
judgments formed not upon the real economic merits of the case, but according 
as the decisions or the judgments appear to support political aspirations or 
appeal to the sense of national pride. Thus, to give examples, it is not 
uncommon to find that an Indian audience will not listen to an argument tendmg 
to show that Indian poverty is largely due to over-population because it is a 
political prepossession that Indian poverty is the outcome of Briti^ atoinistr^ 
tion and to admit another cause would conflict with t^t article of political faith. 
Again^ a Gold Exdiange Standard has been described by a certain. American 
professor as suitable omy W dependent States. It is therefore judged to be 
mcompatible with a proper Indian pride, and economic argument will often 
prove vain in face of such sentiment. 

2. The result of this state of things is that any one being asked for advice 
upon a practical economic problem has to choose between an answer that he 
believes to economically sound and one that will be acceptable to Indian senti- 
ment. There is no doubt, for example, that a very large proportion of Indian 
opinion is in favour of what is so often called an automatic gold currency, 
although I feel convinced that the majority of reasons advanced in support of 
this opinion are fallacious. Is one to recommend a course of action because it 
is desirable that the Indian people should determine their own economic policy , 
or should one be true to the results of economic reasoning ? I believe that the 
latter course is essentially preferable. 

3. This note is written away from ah books and papers of reference and 
must be completed within a few hours. I must therefore content myself with 
an attempt to express very briefly my opinions upon certain of the points raised 
in the memorandum issued by the Commission. 

4. Is the time ripe for the stabilisation of the Rupee 1 This appears to 
depend on two main considerations : 

(a) Is the present currency system fraught with disadvantages that 
should be promptly removed t „ 

(5) will stabilisation itsdf involve difficulties or risks that wiU 
diminish with the lapse of timei 

.. ;5. Ignoring, for the moment, the larger issue of the form of currency to be 
adop^ and merely considering the question of stabilisation,^ it is my opinion 
that th^ are no immediate evils to be anticipated from leaving thin^ as they 
are, provide that Government does not i^lf initiate changes from the prevail- 
ing exchange rate. It was said not long ago that India was starved of currency 
and that Bank Reserves were low while at the same time funds might have been 
brought from abroad except that the uncertainty of exchange movements involved 
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too great a risk. Insu ffi cient elasticity lias been and is a defect of the Tnflia.n 
Currency system and an uncertain exchange rate emphasises tbft defect. But 
when the outcry was loud^t against an artificial stringency there were some 
factors in the situation which made it undesirable to increase bank loan funds 
toO' easily. For some time exchange has been reasonably stable and there seems 
no i mm ediate reason why it should not continue stable under the same influences 
as now operate. 

6; There may be an argument of a political character in favour of early 
stabilisation and a general settlement of the Currency question. If India is to 
be put in the course of a few years in a position to determine her own institutions 
it would be best that a currency system, of a permanent kind, should already be 
in existence, when the political change is made. 

7. Al further argument may be advanced in favour of immediate action. 
Suppose a gold currency should be g^opted for India and that in- future gold 
prices should fall considerably. India would then do well to purchase the gold 
which a gold currency would imply as soon as possible. On the other hand 
immediate stabilisation will involve risks that are likely to diminish with lapse 
of time. The future course of gold prices and of sterling prices cannot be fore- 
seen, while it is very possible that present prices may have to be much modified, 
.^y important change in sterling prices would result in immediate reactions 
in India. The restriction of a currency system in which the exchange rate can 
be varied without implying a breakdown of the system affords two safety valves 
instead of one with which to modify the reactions. With the progressive settle- 
ment of the currency problems in other countries and when England has become 
finally adjusted to the Gold standard the oourse of world prices will be less 
variable and more obvious. From this standpoint the balance of advantage is 
on the side of waiting. 

8. If the exchange rate is stabilised now it should undoubtedly be at a rate 
to which market conditions are tending at the moment. I regard all arguments 
for a return to a rate of Is. 4:d. whether 'per saltvm or per grosa, as demonstrably 
unsound. 

9. Should India retain a Gold Exchange Standard, with certain modifi- 
cations upon the Currency System of pre-war time or riiould a Gold Standard 
and Currency be substituted i 

Having regard wholly and solely to the economic advantage of India I 
believe the balance of advantage is largely on the side of the Exchange 
Standard. I should like to make the following categorical statements : — 

(a) The advantages of a Gold Exchange Standard are entirely 
unconnected with the question whether a country is dependent or 
independent. 

(&) It is quite indefensible to regard the loss incurred by the sale of 
Beverse Councils as a direct consequence of the Exchange Standards. 

(c) The antithesis drawn between a " Managed Currency ” and an 
“ Automatic Currency ” is unsound. Every currency is managed, 
although there are degrees of management. 

(d) India is a debtor country and not a creditor country in the sense 
involved in this controversy. The question of a normaUy favourable 
balance of trade is irrelevant. 

(a) Under an Exchange Standard India is not prevented from^getting 
the gold she wants. 

(f) The adoption of a Gold Standard Currency would be costly, and 
would partly presume acquiescence on the part of the United States in 
parting with gold for a purpose that would cause a severe depression in 
her silver industry and a depreciation of her own stocks of silver. 

10. Should the control of the note issue be transferred to the Imperial 
Bank? 

I am in favour of such transfer provided that there is a sufficiently 
centralised control over the policy of the bank and adequate representation of 
the public interest. 


£6686 
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Statement submitted by Mr. Norman Murray, one of the Imaging Governors 
of the Imperial Bank of India, showing the Imperial Bank’s figiwes of 
Deposits RTid Advances divided under the heads “ European and 
“ Indian.” 

{See Question No. 9752 in oral evidence.) 

IMPERIAL BANK OE INDIA. * 

Deposits and Advances as at the Last Week in March, 1925. 

Deposits. 


Indian 

European 


Total 


Rs. 3522 lacs. 
Rs. 1688 „ 


Rs. 5210 


Percentage 
of total. 

67 

33 


Indian 

European 


Total 


Advances. 

Rs. 4827 lacs. 
Rs. 2318 ,, 


Rs. 7145 


68 

32 


Banks.* 


Deposits as on 27th March, 1925 
Advances „ 


Indian Banks. 

Rs. 185 lacs 
Ra 306 „ 


Other Banks. 

Rs. 576 lacs. 
Rs. 223 „ 


* These figures are included in the totals of ‘‘ Deposits ” and “ Advances ” in the preceding 
tables. 





Advances. 
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Letter from Ifr. J. F. Oennings, Barrister-at-Law, J.P., Acting Director, 

Labcmr 0£S.ce, Bombay, to the Secretary, Boyal Commission on In dian 

Currency and Finance, No. 4945, date the 19th November, 1925. 

Reverence : — Agricvltnral Wages. 

I have honour to forward herewith 12 tables according to the list 
attached to this letter. 

I have been able to get the statistical matter for 1925 tabulated sooner 
than I expected and the tables sent herewith are complete. The hgures for 
agricultural wages, prior to 1925, were supplied by the Mamlatdars and 
!Mahalakaris of all Talukas in the Bombay Presidency in Taluka Perm No. 
^V'lII every month to the Director of Agriculture. In the year 1924, the 
Government of Bomba,y in the Revenue I^partment, on the recommendation of 
the Labour Office, d^ided to enlarge the wages section of this form in order to 
procure additional information in connection with the wages of women and 
children and wages in kind, and passed a resolution to the effect that all the 
monthly returns in the enlarged form should be forwarded by the Taluka offices, 
to the Director, Labour Office, with efiect from the 1st January, 1925. Forms 
for almost all Talukas in all Districts of the Presidenw were therefore available 
in my office for the months of Januaiy to October or the current year. The 
fluctuation in the wages reported monthly is not very marked and most Talukas 
in the Presidency rej^rt almost similar wages for different classes of agricultural 
labourers for severd months at a time. I am therefore of opinion that the 
inclusion of the data for the months of November and December is not likely to 
make any perceptible difference in the final averages for the year 1925 and that 
the averages which I have compiled for the teri months January to October may 
be regarded as almost final for the year 1925. 

3. In the compilation of the figures for Sind, the weighted averages for 
urban areas have been ascertained from the daily averages of wages in the head- 
quarter talukas of five districts only instead or seven owing to the fact that I 
have not received any returns for the Talukas of Hyderabad and Sukkur. The 
averages for the rural areas have, however, been compiled from figures for all 
districts. The general tendenw in all districts in Sind at present is for wages 
to increase and the averages for urban areas show, in comparison with 19^, 
that wages have markedly risen. Owing to the considerable employment avail- 
able for skilled and unskilled labourers on the Lloyd Borage it is almost pc^itive 
that wages in Sukkur and Hyderabad have increased in the same ratio as in the 
remaining districts of Sind; and I am, therefore, of opinion that the averages 
compiled for five districts only may be regarded as fairly r^resmitative of the 
figures that would be arrived at ii all the districts were taken. I have asked 
the CoEectors of Hyderabad and Sukkur to make immediate arrangements to 
send me the miRsing returns and I shall re-calculate the averages for Sind as 
soon as the required information is received. In case there should be any change 
in the figures the changes wiU be notified to you at once. 

4. The tables given in paragraphs 19 to 25 of the Labour Office Report on 
Agricultural Wages are based primarEy on the statistics for the year 1922 in 
comparison with the years 1900 and 1913. But as you required the figures for 
the years 1923, 1924 and 1925 in the same form I have, instead of giving you 
separate tables for each year, combined the figures for aU three years into one 
table for each class of labour in urban areas and rural areas. The two ^parate 
tables given in the different paragraphs of the Report for Administrative 
Divisions and Economic Circles 'have also been combined together and six main 
tables have been prepared showing the daEy average wages m 1900, .1913, 1923, 
1924 and 1925, mdex numbers for. 1923, 1924 and 1925 in comparison with 
wages in 1900 and 1913 and the equivalent weekly wage in sterling. 

5. I would recommend that for purposes of comparison greater reliance 
should be placed on comparing wages for recent yeMS with the pre-war year 
rather than with the base year 1900. The great fa min e of 189^1902 must have 
had a Tna rkft H effect on agricultural wages and the tendency of wages in 1900 
must have been somewhat on the low side as ocimpared with wages dunng a 
normal year In this connection I would refer you to two articles published on 
page 5(® of the “ LcibiMr Gazette ” for January, 1925, and on page 635 of the 

Labour Gazette ” for February, 1925, dealing with this question. In order to 
facilitate easy reference I ain forwarding copies of these two issues of the 
Labour Gazette.'^ 
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6. With regard to the question of equivalent weekly wages in sterling 
these equivalents have been arrived at by multiplying the daily average wages 
by 7 and converting the products into sterling at the rate of exchange of one 
fibiliing and fourpenoe to the rupee. The question whether the daily average 
wages should be multiplied by six or seven was carefully considered in view of 
the fact that agricultural labourers in England work for six days in the week 
only. But as wages in India are reported for working month consisting of 30 
days it was thought that it would be better to take the earnings for a full week 
of 7 days rather than 6 days. Another important question in this connection is 
that of absenteeism'. The "Indian agricultural labourer is notorious for knocking 
off from work for two, three or even four days in a week if he has earned enough 
during the remainder of a week or of a longer period to keep body and soul 
together. This question is a very big one and no satisfactory conclusions can 
be arrived at unless complete statistics are collected in connection with this 
matter. A note dealing with Labour and Wages in the Bombay Presidency 
during the year 1924-25 for the General Administration Beport has been pre- 
pared by this office, which gives rather interesting inforination on the present 
position of labour, and which also deals with the question of efficiency and 
ab^nteeism in agriculture. I am enclosing a copy of this note for your 
information. 

(Enclosure I.) 

Labour and Wages. 

(The note referred to at the end of Mr. Gennings’ letter above.) 

1. Taking the purchasing power of the rupee as 16 annas in the pre-War 
year, its purchasing power fell from 10 annas and five pies for the year 1923-24 to 
10 annas and two pies for the year 1924-25. This was due to the fact that during 
1924 the cost of living rose steadily by 11 points between April and August, 
and remained at the same constant level from August to the end of the year. 
Expressed in terms of percentage the cost of living was 57 per cent, higher than 
that of July, 1914, during the year under review as compared with 54 per cent, 
in the previous year. The effect of the fall in the purchasing power of the rupee 
appears to have had its corresponding effect on wages throughout the Presidency, 
because wages of all classes of labour rose by about 5 per cent, during 1924-25. 
The position of labour in the districts to-day is much better than at any time 
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since the begi nnin g of the century. Prices reached their peak in 1920, and, 
with the exception of a short upward tendency, as shown above, have fallen by 
over 20 points during the last five years. Wages, however, have shown a 
constant upward tendency during this period, which suggests that the material 
condition of labourers in this Presidency, as expressed in terms of real wages, 
has considerably improved. 

2. This view is in harmony jvith the opinions expressed by many collectors 
of districts. Reports from the northern division state that, taken altogether, 
the labouring classes are in a happy condition. Several collectors from the 
central division are of opinion that the general position of the average labourer 
is good, and that there is an improvement in his condition. Reports from the 
southern division also show that the economic condition of labour was satisfactory 
throughout the year, whilst those from Sind state that the rates of wages are 
very high in comparison with pre-War rates, and that they do not appear to be 
much affected by a rise or fall in prices. A most gratifying observation 
frequently made is to the effect that labour has improved its standard of living 
in many parts of the Presidency during recent years. On the other hand, there 
is no corresponding increase in ejG&ciency. In the Kolaba district the Tata 
Electric Company had to import many labourers from outside owing to the fact 
that local labour was not sufficiently efficient. In this district high wages have 
neither conduced to increased efficiency nor to the adoption of better conditions 
of living; and greater independence has only resulted in slowness and indifference 
to work. The tendency to spend surplus wages in drink is becoming more 
marked, and absenteeism is on the increase, for the reason that the average 
agricultural labourer is generally not inclined for continual work. If he is able 
to sell his labour at a good price he knocks off from work for two or three days 
in a week. This is one of the principal reasons given why the supply of labour 
in several tracts is not sufficient to cope with the demand. 

3. With the exception of the general migration of labour to the cities of 
Bombay, Ahmedabad, and Sholapur, and, in the cotton season, to the two 
Khandesh districts, there was not much inter-district migration during the year 
in the Presidency proper. Contrary to the usual custom, very few Cutchi, Thari, 
and Marwari labourers migrated to Sind, the reason being that these people 
were able to eke out a satisfactory existence in their own territories. But there 
was considerable inter-district migration in Sind itself on account of the ready 
employment available on the various works in connection with the Lloyd Barrage. 

4. Agricultural Labour . — ^In the northern division agricultural labour 
continued to be scarce and costly. In the Ahmedabad district there is a crying 
need for a more settled agricultural population on account of an increase in the 
areas for cultivation, although vast tracts of waste still remain to be converted 
into arable land. In Broach, with the exception of the Bahra tract of the Vagra 
Taluka, where ^e season was not entirely favourable, there was the same usual 
scarcity for field labourers. In the harvesting season cultivators had to pay as 
much as a rupee a day, with food per head for the labour which they required. 
However, much of the agricultural work in this district is done by permanent 
servants, who are paid in cash, along with food and clothing. Their status is in 
many cases no better than that of bondsmen, but their position is fairly secure. 
In the Thana district cultivators are endeavouring to maintain a hold on their 
employees by making advances of money for marriages, but in many cases the 
labourers leave their masters as soon as they are married, because they know 
that no action can be taken against them tmder the Workmen’s Breach of 
Contract Act or any other law except through the lor^ and tedious procedure 
of the Civil Courts. The effect of the prevalence of high wages is resulting in 
a deterioration of agriculture because the burden of scarce and dear labour falls 
almost entirely on the tenant farmer class. The bigger landlords are not affected, 
as they do not usually undertake cultivation or contribute anything to the 
working expenses or to the improvemeut of their land. They simply lease their 
lands out at rents varying from three to six times the assessment, and the tenants 
have to bear all expenses of every kind. 

6. In the rural areas of the central division the average wages of agricul- 
tural labourers rose from six annas and three pies per head per day to seron 
annas and aiir pies or by 20 per cent. This was due to the gener^ly fOTOurable 
cha ract e r of the season in all districts .with the exception of W est Kandem, 
where no unusual demand for agricultural labour was in evidence. The agricul- 
tural labour outk^h is, however, causing great anxiety to the raohm? cultivators 
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(Enclosure II.) 

Agricultural Wages in the Bombay Presidency. 

List of Tables. 

Table 1. — ^Wages of Field Labour — ^TJrbau areas — By Divisions and Economic Circles. 

Table 2. — ^Wages of Field Labour — Bural areas — By Divisions and Economic Circles. 

Table 3. — ^Wages of Ordinary Labour — Urban areas — By Divisions and Economic Circles. 

Table 4. — ^Wages of Ordinary Labour— Riiral areas — By Divisions and Economic Circles. 

Table 5, — ^Wages of Skilled Labour — Urban areas — By Divisions and Economic Circles. 

Table 6. — ^Wages of Skilled Labour — Rural areas — ^By Divisions and Economic Circles. 

Table 7. — Summary of changes in Field, Ordinary and Skilled Labour — ^Urban areas — By 
Divisions and Economic Circles. 

Table 8. — Summary of changes in Field, Ordinary and Skilled Labour — Rural areas — By 
Divisions and Economic Circles. 

Table 9. — Cost of Living (Presidency) since 1900 and Pre-war (July 1 914) — (1) March 1900=100. 

Table 10. — Cost of Living (Presidency) since 1900 and Pre-war (July 1914) — (2) July 1914 
(Pre-war month) =100. 

Table ll. — Real wages for Presidency including Sind — Urban areas. 

Table 12. — Real wages for Presidency including Sind — Rural areas. 



Table No. 1. 

""ages of Field Labour ers — Urban Areas. By Divisions and Economic Circles. 
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The figures for 192.1 are based on averages for the ten months from January to Octwber. 
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Table No. 9. 


Cost of living {Presidency') since 1900 and pre-war {July 1914). 

1.— March 1900=100. 


Articles. 


Foodgrains 

Other articles of food 
Total food articles ... 

Fuel and lighting (kerosene) 

Clothing 

General arerage 


Number. 

March 

1900. 

JuIt 

1914. 

March 

1923. 

March 

1924. 

March 

1925. 

6 

100 

114 

155 

155 

16G 

11 

100 

120 

193 

199 

198 

17 

100 

116 

167 

169 

177 

1 

100 

100 

171 

166 

172 

3 

100 

135 

302 

311 

281 

21 

100 

117 

173 

176 

181 


Table No. 10. 


Cost of living {Presidency) since 1900 and pre-war {July 1914). 


2. — July 1914 (pre-war mouth) =100. 


Articles. 

Number. 

July 

1914. 

March 

1923. 

March 

1924. 

March 

1925. 

Foodgrains 

6 

100 

136 

136 

145 

Other articles of food 

11 

100 

161 

166 

165 

Total food articles t 

17 

100 

144 

146 

152 

Fuel and lighting (kerosene) 

1 

100 

172 

167 

172 

Clothing ... ... ... 

3 

100 

224 

230 

208 

General aYerage 

21 

100 

149 

151 

155 


Table No. 11. 


Beal wages for Presidency including Sind — Urban areas. 


Years. 

Cost of 
Living 
Index 

Index Numbers of Nominal 
Wages. 

Index Numbers op Real 
Wages. 

Nos. 

Field 

Labour. 

Ordinary 

Labour. 

Skilled 

Labour. 

Field 

Labour. 

Ordinary 

Labour. 

Skilled 

Labour. 







. 


1914 


117 1 

167 1 

147 

133 

143 1 

126 1 

114 

1921 

... 

195 

283 1 

271 


145 

139 

118 

1922 

... 



282 

249 

150 

141 

125 

1923 

... 

173 

317 

294 

251 

183 

170 

145 

1924 

... 

176 


288 

267 

175 

164 

152 

1925 

... 

181 



277 

193 

166 

153 






(1914=100) 



1921 

... 

167 

170 

184 

174 


110 

104 

1922 

... 

172 

180 

192 

188 


112 

109 

1923 

... 

149 

190 


189 

128 

134 

127 

1924 


151 

185 

196 


123 

130 

134 

1925 ... ' 

... 

155 

210 



135. 

132 

135 
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Table No. 12. 

Real wages jor Presidency including Sind — Rural areas. 


Years. 

Cost of 
Living 
Index 
Nos. 

Index Numbers of Nominal 
Wages. 

Index Numbers of Real 
Wages. 

Field 

Labour. 

Ordinary 

Labour. 

Skilled 

Labour. 

Field 

Labour. 

Ordinary 

Labour. 

Skilled 

Labour. 





(1900=100) 




19L4 


117 

180 

183 

133 

154 

156 

114 

1921 


195 

270 

258 

217 

138 

132 

111 

1922 


200 

290 

283 

233 

145 

142 

117 

1923 


173 

290 

300 

244 

168 

173 

141 

1924 


176 

300 

317 

250 

170 

180 

142 

1925 


181 

350 

325 

272 

193 

180 

150 






(1914=100) 



1921 

... 

167 

150 

141 

163 

90 

84 

98 

1922 

... 

172* 

161 

155 

175 

94 

90* 

102 

1923 

... 

149 

161 

164 

183 

108 

no 

123 

1924 

• •• 

151 

167 

173 

188 

111 

115 

125 

1925 

... 

155 

194 

177 

204 

125 

114 

132 


•Ooirrected. 


APPENDIX 50. 

Letter from the Secretary, Chamber of Commerce, Madras, to the Joint 
Secretaries to the Royal Commission on Indian Currency and finance, 
dated 1st December, 1925. 

I am directed to submit the views of the Committee of. this Chamber on the 
preliminary questionnaire. 

Q. 1. — ^Is the time ripe for a solution of problems of Indian Currency 
and Exchange by measures for stabilisation of the rupee or otherwise ? 

What is the comparative importance of stability in internal prices 
and in foreign exchanges 1 . 

What are the effects of a rising and falling rupee and of a stability 
of high or low rupee on trade and industry including agriculture and on 
national finance 1 

A . 1. — In view of the return of the United Kingdom and some of the 
principal European Nations to a Gold Standard this Chamber is of opinion 
that the time is ripe for an attempt to be made to stabilise the rupee. 

Stability in internal prices is of the utmost importance, but my Com- 
mittee cannot measure the comparative value of stability in internal prices 
as against stability in foreign exchanges. The one would appear to be 
largely dependent on the other as a stable exchange would tend, in a large 
measure, to control internal price fluctuations. 

Q, 2. — ^In relation to what standard and at what rate should the 
rupee be stabilised, if at all 1 

When should any decision as to stabilisation take effect ? 

A . 2. — In the opinion of my Committee the standard to be adopted 
should be the gold exchange standard which was in force before the war. 
My Committee are not prepared to name a rate at which the rupee should 
be stabilised as it considers that the rate most suitable to the needs of the 
country can only be decided upon when all evidence bearing on the 

Q uestion has been submitted and considered by the Members of the 

5ommission. . i 

Any decision in favour of stabilisation should take effect as early 

as possiole. 

Q. 3.— If the rate selected differs materially froml the present rate 

how should transition be achieved 1 . . 

A. 3. — ^My Committee consider that the transition wiU achieve itself 
■without any serious disorganisation if the ~ rate selected is one that 

2 A 8 
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Governmeat can fully maintain. The ease or difficulty in achieving the 
transition will depend, in a great measure, on the degree of confidence 
which the public held in Government’s power to maintain the adopted 
rate. 

Q, 4. — What measures should be adopted to maintain the rupee at 
til© s©l©ot/©ci ^ 

Should the Gold Exchange Standard system in force before the war 
be continued and with what modifications, if any ? 

What should be the composition, size, location and employment of a 
Gold Standard ^serve? 

4 . — ^My Committee presume that the rate to be fixed will depend 
on the measures Government have at their disposal to maintain that rate. 
It is further assumed that the Gold Standard Eeserve will be maintained 

used to prevent heavy fluctuations in exchange and the composition 
and size of file Reserve will again depend, in a large measure, on the 
rate selected. 

My Committee are of opinion that the Gold Standard Reserve should 
be in easily realisable short dated securities and Gold maintained in 
London. 

Q. 5. — ^Who should be charged with the control of the note issue and 
on what principles should control or management be transferred to the 
Imperial Bank of India, and if so, what should be the general terms of 
the transfer? 

What provisions should be made as to the backing of the note issue ? 

T^at should be the facilities for the encashment of notes? 

What should be the policy as to the issue of notes of small values ? 

A . 5. — ^My Committee are not prepared to express an opinion on this 
item of the questionnaire. 

Q. 6. — ^What should be the policy as to the minting of gold in India 
and the use of gold as currency f 

Should the obligation be undertaken to give gold for rupees? 

A. 6. — My Committee would not advocate any departure at present 
from the pre-war arrangement in regard to the exchange of gold for 
rupees and are not in favour of the minting of gold in India. 

Q. 7. — ^By what method should the remittance operations of the 
Government of India be conducted ? 

Shonild they be managed by the Imperial Bank ? 

A. 7. — ^My Committee do not propose to express an opinion on this 
item of the questionnaire but presume that the remittance operations of 
the Government of India will continue to be controlled, as in the past, by 
the Finance Member to Government. 

Q. 8. — ^Are any, and, if so, what measures desirable to secure greater 
elasticity in meeting seasonal demands for currency? 

Should any, and, if so, what conditions be prescribed with regard to 
the issue of currency against hundis ? 

A. 8.— ^In the opinion of my Committee the present facilities appear 
to be sufficient but consideration might be given to the widening of the 
field of securities against which the issue of currency can be made to meet 
seasonal demands. 

Q. 9. — Should any change be made in existing methods for the 
purchase of silver ? 

A . 9. — ^My Committee see no reason to alter the existing methods for 
the purchase of silver. 

fur^er directed to s^te that the Madras Chamber do not propose to 
tender oral, evidence before the Commission through a representative witness and 
ascertained no Member of the Chamber desired to appear before 
the Commission in his individual capacity. 

Briefly stat^ the views of the -Chamber are that stability in exchange is of 
vital importance to aU agricultural, industrial and trading interests, throughout 
the wuntry and my Committee consider that no violence will be done to any 
pwtioular interest whether the rate is fixed at If. 4d., Is. 6(1., or at any point 
tetween ^ese two figures provided Government have it in their power to main- 
tain tl^ Exchange value of the rupee at the level decided upon. 
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APPENDIX 61. 

Letter from the Secretary, Burma Indian Chamber of Commerce, Rangoon, to 
the ^omt Secretaries, Royal Commission on Indian Currency and Finance, 
No. C. L. 176-25, dated the 23rd December, 1925. 

I am directed by the Committee of this Chamber to submit hereby their views 
on the Indian Currency and Exchange policy for the consideration of the Royal 
Commission. 

2. The terms of reference to the Commission are : — ‘ ‘ To and report 

on the Indian Exchange and Currency system and practice ; to consider whether 
any modifications are desirable in the interests of India; and to make recom- 
mendations.” 


3. It is gratifying that the terms of reference are kept as wide as could be 
desired and are not needlessly confined to an examination of a particular system 
just as those to the Babington Smith Committee were n on fin ed only to an 
examination of the Gold Exchange Standard. The Commission have thus been 
left full discretion to recommend any measures which they consider most desirable 
and suitable in the interests of India. My Committee attach special importance 
and significance to the words “ in the interests of India included in the terms of 
reference because they believe that rightly or wrongly there is an impression in 
the Indian public mind that interests other than Indian have been given undue 
importance in determining and pursuing the currency and Exchange policy in 
this coimtry up till now. 

4. My Committee will now proceed to deal with the various questions 
contained in your memorandum : — 

Question 1. — (a) Is the time ripe for the solution of problems of Indian 
Currency and Exchange by measures for stabilisation of the rupee or otherwise ? 

(6) What is the comparative importance of stability in internal prices and 
in foreim exchanges 1 

(c) W^hat are the effects of a rising and a falling rupee and of a stability of a 
high or low rupee on trade and industry including agriculture and on national 
finance? 


Answer : — (a) My Committee are of opinion that time is not only ripe for 
an enquiry into the Indian Currency and Exchange policy with a view to revise 
the ill-conceived legislation of 1920, which altered the legal ratio of the rupee 
from Is. 4dl. to 2s. in accordance with the recommendation of the majority of the 
Babington Smith Committee but that such an enquiry has been delayed too long. 
It will be remembered that the most significant factor which influenced the findings 
of the Babington Smith Committee was the unprecedentedly high price of silver, 


to remain very high for a long time and that it would not in any case fall below 
f 1 per ounce for many years to come. In order, therefore, to give the Rupee a 
sufficiently high exchange value which would place the melting point erf the 
Rupee higher than that of the U.S.A. silver dollar in relation to the price of 
silver, the Committee recommended the 2s. ratio, which they have tried in vain 
to justify in paragraph 43 of their ^port. "When, however, the price of silver 
bpgifl.n to fall contrary to the predictions of the majority of the Babington Smith 
Committee, the rupee exchange ought to have been put down "pa/ri passu with the 
same promptitude with which the rate was put up when the price of silver began 
to rise in September, 1917. But this the au^orities woiRd not do in spite of 
strong representations and protests of the Indian commercial ^community and the 
in-operative yet injurious 2s. ratio has been allowed to continue on the Statute 
Book with the result that the Indian Currency system has been deprived of the 
automatic working whidi was its ckaracteristio feature before the war. An 
enquiry into the Indian Currency and Exchange System put off up tul now 
on various pretexts, chief among which were the unsettled political conditions 
in Europe, the state of pric^ throughout the world, the iinoertainty as to the 
price in terms of gold, and the uncertainty as to the relation betwmn the price 
of one commodity and another. Tinder these conditions the authorities 
sidered the stabilisation of exchange premature although Itodim public 
opinion thought otherwise. But with the return of England, the Dbminions and 
a number of European countries to the gold standard my Commttee are of 
opinion that time is now more than ripe to put the Indian Currency and 

Exchange System on a sound and stable basis. ^ - j. i 

"While my Committee are alive to the importance of stability in internal 
prici as well as in foreign exchanges, they are firndy of opimon that main- 
ten^oe of the former by Currency manipulptions is open to serious objections. 
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The fact that the authorities here have so far attached greater importance to 
tlie stability of internal prices than to the stability of exchange had brought 
about grave dislocation of trade. The maintenance of a stable price level in 
the country irrespective of fluctuations in world prices as a national policy is 
to be greatly deprecated. Because such a policy naturally results in exchange 
being moved up and down every few years just to maintain the country’s Index 
number constant. The goal should be toi see that the prices of various commo- 
dities in the country are not maintained at a higher level than is justified by 
the prices of similar commodities in other countries. My Committee therefore 
believe that prices in India should generally follow the movement of world prices 
and in their opinion the best means to secure this is to place Indian Currency 
on a genuine Gold Standard. 

(c) The question being merely an academic one, my Committee do not 
propose to discuss such effects. They may, however, be permitted to point out 
that whatever may be the implication of this question, they cannot agree that 
the consideration of such effects is under any circumstances a justification for 
tcompering with the standard of value of a country. They agree that the cost of 
Government remittances would be lightened by means of a high exchange but 
such an incidental and subsidiary advantage should be strictly subordinated to 
the more vital interests concerned. The balancing of budgets by such devices 
is economically unsound and my Committee would prefer direct taxation tO' such 
an indirect and imperceptible burden on the taxpayer. 

Question 2. — (a) In relation to what standard and at what rate should the 
rupee be stabilised, if at all ? 

(&) When should any decision as to stabilisation take effect 'i 

Answer. — (a) In dealing with this question, it is necessary to refer briefly 
to the ^stem of currency in force before the war in this country. Before the 
war the currency system' was based on what the Chamberlain Commission 
described as the Gold Exchange Standard. According to them, it w^, in fact, 
a gold standard supported by gold in reserve with internal circulation mainly 
of rupees and notes. In their opinion it was a part of the system that the 
rupee should not be allowed to go over Is. 4d. and that it was not possible for 
the Government of India to manipulate the currencv for their own ends. The 
experience has, however, proved that, while the Gold, Exchange Standard System 
fimctiomed satisfactorily before the war, it utterly broke down during and after 
the war and also that it was capable of being manipulated by the authorities in 
charge of the system. My Committee, therefore, advocate the establishment of a 
Gold Standard with a gold currency which has been the goal of this country since 
1893, when the Silver Standard was given up and Indian mints were closed to a 
free coinage of silver. Even the Fowler Committee of 1898 looked forward to 
“ the effective establishment in India of a Gold Standard and Currency based on 
the principles of free inflow and outflow of Gold.” Moreover, the balance of 
trade being normally in favour of India, the introduction and maintenance of a 
gold standard, my Committee consider easy of achievement, and beg to suggest 
the following measures to achieve this : — 

(1) The basis of the currency system of the country should be declared to 

to be the Gold Standard. 

(2) The unit should be defined as the Gold rupee containing 7’53344 grains 

of gold. The relation of the rupee to gold will then be Eb. 15 to the 
Britidi sovereign. 

(3) Sovereign or the Gold Mohur of 1918 which was of the same weight, 

fineness and dimensions as the former should be the standard gold 
oodn and should be minted in India. 

(4) The coinage of fresh rupees should be entirely discontinued, but the 

rupees in circulation at present diould be allowed to continue as 
full legal tender pending consideration of the question of 
demonetisation of the rupee at a future date. 

(5) For the present, currency notes should be convertible either in gold 

or silver at the option of Government. 

,(6) Answer to this question will be -found in mv Committee’s replv to 
Question 3. . ^ ^ 

Qwstion 3. — ^If the rate selected differs materially from the present rate, 
how ^ould transition be achieved % 

A.nswer . — 

5. My Committee have advocated the establishment of the Gold Standard 
under which the rupee is proposed to be the unit and to contain 7*63344 grains of 



APPENDIX 51. 


877 


gold, i.e Es. 15 to a Sovereign, or Is. 4:d. to a rupee. As this rate differs 
materially from tl^ present rate my Committee are of opinion that any decision 
should not take effect from any given date. They suggest that Government 

^ return to Rs. 15 to a Sovereign and they believe 
^at the effect of such a declaration will be an immediate fall in exchange. 
Government mould announce, with every such fall, that they would give rupees 
in exchange for gold at the then prevailing market rate. W^hen the market 
rate reaches approximately Is. 4d., i.e., Rs. 15 to a Sovereign, the latter should 
be made Statutory rate. 

Q- iC®) What measures should be adopted to maintain the rupee at the 
rate selected 1 ^ 

(6) Should the Gold Exchan^ge Standard System in force before the war 
be continued and with what modifications, if any 1 

(c) ^^^at should be the composition, size, location and employment of a Gold 
Standard Reserve ? 


■4. — (a) As for the measures, my Committee beg to suggest that (1) 
local currency should be made freely available against tender of gold at the rate 
of Rs. 15 to a Sovereign or Mohur. (2) Drawings by the Secretary of State by 
sale of Council Bills should be abandoned. (3) Home remittances of Govern- 
ment should be made exclusively by purchases in India. (4) Government should 
definitely abandon the policy of buying in excess of their budgetted requirements. 
(5) The sale of Reverse Councils to prevent exchange from falling below the 
gold export point must be given up and (6) the authorities should undertake to 
give gold for purposes of export at the mint par in such minimum quantities as 
they may determine. 


le Gold Exchange Standard should be definitely given up in favour of a 
genuine Gold Standard. 

(^)- 

6. Gold Standard Reserve should be composed entirely of gold coin and gold 
bullion or at least a major portion thereof and the sterling securities, which are 
now a part of the Reserve should be liquidated as early as possible and converted 
into gold. 


7. My Committee further suggest that the gold portion of the Paper 
Currency Reserve should consist as at present partly of gold and partly of 
sterling securities, the latter being held in London to facilitate transfer of 
Government account in times when the exchange position is weak. 


8. The Gold Standard Reserve and the gold portion of the Paper Currency 
Reserve should be amalgamated so as to form the gold backing to the note issue. 
The Reserve thus constituted being primarily a currency reserve it should be 
located entirely in India excepting the sterling securities of the Paper Currency 
Reserve and the small amount of such securities which may form a part of the 
Gold Standard Reserve. 


9. When the Gold Standard and the Paper Currency Reserves are amalga- 
mated and the gold portion of the Paper Currency Reserve is revalued on a basis 
of Rs. 15 to the Sovereign, the created securities in the Paper Currency Reserve 
will be wiped out and there will be a surplus in the Reserve in excess of the note 
issue. This surplus should be utilised for the redemption of silver rupees that 
may be tendered for conversion into gold. 

Q. 5 . — (a) Who should be charged with the control of the note issue 
and on what principles ? Should control or management be transferred to the 
Imperial Bank of India, and if so, what should be the general terms of the 
transfer ? 

(6) What provisions should be made as to the badsing of the note issue ? 

(c) What atxould be the facilities for the encashment of notes ? 

(<f) What should be the policy as to the issue of notes of small values? 

A. — (a) My Committee are of opinion that the time is now ripe for 
handing over the management of the note issue to the Imperial Bank of India, 
which now enioys the position of a Central Bank, under proper statutory 
restrictions and safeguards. 

(6) A reply to this will be found under my Pommittee’s reply to 
Question 4 (c). 

(cV My Committee have already stated in their reply to Question 2 (a) that 
for the present notes should be convertible either in gold or silver at the option 
of Government. Facilities for the encashment of notes should be as adequate 
and extensive as possible. 
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(d) As far as my Committee are aware, there seems to be a general impres- 
sion. that the discontinuance of one rupee notes was a mistake. These notes had 
become very popular with the masses but on account of the high cost of printing 
the same, they were discontinued as a result of the recommendation of the 
Retrenchment Committee. My Committee suggest that one rupee notes should be 
re-introduced as they feel that it would not be difficult for the authorities to 
reduce the cost of printing the same. In case of their re-introduction, my Com- 
mittee suggest that the requirements of the masses should be more closely studied 
and should be the principal factor in determining the new form' such notes should 
take. 

Q. 6. — What should be the policy as to the minting of gold in India and the 
use of gold as currency 1 

Should the obligation be undertaken to give gold for rupees ? — 

A . — ^As regards the minting of gold in India and the conversion of legal 
tender gold into legal tender silver and mce versa my Committee suggest 
that the recommendations contained in paras. 67 and 68 of the Babington Smith 
Committee’s Report with necessary modifications should be given effect to. As 
for the use of gold currency, my Committee do not overlook the economic advan- 
tage of keeping gold in reserve against note issue. But looking to the fact that 
the confidence of the public in currency matters has shaken during the past few 
years, my Committee think it necessary that gold currency should be put in 
circulation as freely as the resources would permit. 

Q- 7. — ^By what method should the remittance operations of the Government 
of India be conducted? 

Should they be managed by the Imperial Bank ? 

A . — ^My Committee are of opinion that the remittance operations of the 
Government of India should be entrusted to the Imperial Bank of India and the 
Government should thus divest themselves of all this work which is really of a 
banking nature. 

In this connection, my Committee may be permitted to say that sterling 
purchases are at present being made only in Calcutta, Bombay and Karachi. 
Under this arrangement, Rangoon has to sell to Grovernment in Calcutta or 
Bombay and pay per cent, to the Imperial Bank to draw proceeds. My Com- 
mittee therefore suggest that such purchases should be made in Rangoon also. 

Q:. 8. Are any, and if so, what measures desirable to secure greater elasticity 
in meeting seasonal demands for currency ? 

Should any , and if so, what conditions be prescribed with regard to the issue 
of currency agaih'st hundies ? 

A .—While my Committee consider the existing arrangements for the 
j^ue of seasonal currency satisfactory, they are of opinion that in order to make 
the amount of such currency more elastic, it is preferable to fix the limit of such 
currency at a certain percentage (say 10 per cent.) of the total amount of the 
note issim then in existence instead of fixing such limit at a specified figure. 

burn currency should be rnade^ available in such a way as would prevent 
the Bank Rate under normal conditions, from rising above 7 per cent. 

of si^ ^? change be made in existing methods for the purchases 


. .W Committee have suggested the discontinuance of any further 

OTinage or silver, t^ question does not arise. In case, however. Government 
nave to pur^ase silver for subsidiary coinage in the distant future my Com- 
mittee would recommend that tenders should be invited in India in the currency 
of this country for delivery in India. 

l^tly, my Committ^ would earnestly request the Commission to consider 
wnetJier ^OTernment shonld not encourage Indian indigenous banks by depositing 
a part of taeir b^ances witb them with a view to develop banking habit among 
he people. ^ My Committee are of opinion that approved indigenous banks satis- 
tying ^rtain sp^fio requirements as to the amount of capital and reserve, should 

on condition that Gkwernment shall appoint a director of 
hmr own on the Board. If this is done, it will go a great way in inspiring 
public confidence m such banks, and developing indigen(ms banking. 

In conclusion, I am directed to say that msy Committee have said all they had 

to ^y, m to memorandum. They therefore do not desire to supplement this by 
givii]^ oral evidence. ^ 
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Statement of evidence submitted by the Karachi Chamber of Commerce. 

solution of problems of Indian Currency 
and Exohajige by measures for stabilisation of the rupee or otherwise ? 

(6) What is the comparative importance of stability in internal prices and 
in foreign exchanges ? 

(c) What are the effects of a rising and a falling rupee and of a stability of 
a high or low rupee on trade and industry including agriculture and on national 
finance ? 


^ It would^^ be better to wait and see the effects of a bad monsoon on 

eimhange, but otherwise the time is probably as ripe as it is ever likely to be. 
The demand for a new Royal Currency Commission arose in 1920-21 when the 
variations of the Rupee Exchange were very wide indeed. The demand has 
persisted since Exchange steadied, chiefly from those who want a lower basic 
rate of Exchange. Government had indicated the price of gold falling to British 
mint parity, as a test of the suitable time for further consideration of India’s 
problem. 

(6) The relations between internal price levels in India and its Foreign 
Exchange are so close that they cannot be considered apart. 

From the point of view of the mass of the population, internal price levels 
are the more important. 

(c) The products of India fall roughly into two classes, firstly, those that are 
directly and immediately affected by world price-levels, secondly, those not 
directly nor immediately so affected. 

Instances of the former would be cotton, wheat, rice , food-grains generally 
and oil-seeds. Instances of the latter would be meat, fish, eggs, milk, butter, 
ghee and rent. 

Cotton-cloth and clothing generally in India would seem to occupy an inter- 
m^iate position, not so quickly affected as the first-class, yet directly affected, but 
with a “ lag ” either way, caused by special conditions in these trades. 

A rising rupee tends to make the cost of India’s monopoly products higher 
to those countries which absorb them. Jute is a monopoly and goat skins nearly 
so to India. 

It may be said generally that the cultivator participates in the high prices 
obtained for raw products, so long as exports are not curtailed thereby, and 
benefits also by cheaper imports. 

The question of the owner cultivator, who must get more rupees for his 
produce at a la. exchange, than at a la. . exchange value of the rupee, should 
not justify the Commission in deciding on the lower value, primarily because all 
prices have become adjusted to the higher value, and arbitrarily to reduce the rupee 
to a la. 4<f . exchange value would create great hardship by increasing the cost of 
living by some 13 per cent, (not to mention very great confusion). 

Secondly, because this class of cultivator must benefit to some extent, if not 
to the full 13 per cent., by having to pay less for goods he purchases that have 
been imported; or, even if the articles be made in the country, by their being 
reduced in price to compete with similar imported goods, even if the present 
policy of industrial protection is extended. 

Thirdly, any great increase in price levels resulting from a la. 4c?. rupee 
would mean an increase in the cost of living, which would hit the mass of the 
people hard. The extra share of the good things of life thereby allocacted to 
“ proprietors ” of all sorts, i.e., capitalists, would be at the cost of the masses 
who have little or no capital. 

And the general discontent and unrest resulting, strikes, the bitterness of 
subordinate officials, with whom agriculturists have so much to do, and, above 
aU, the increase in crime, whicih ^nerally accompanies “ hard times ” everywhere, 
might easily, rather wonitd 'probably, so affect agrarian and other capitalistic 
interests, as to make the position unciesirable and life less pleasurable, than when 
prices were easier and the mass of people fairly contented. 

The national, finance is also benefitted by railway and engineering plant for 
development purposes being obtained at less cost, and Government remittances 
made at less cost to the taxpayer, and “ exchange ” after all is a resvlt, the ratio 
expressed in rupee terms between the productivity of India, plvs its reserves, 
agamst the combination of its internal needs and its external obligations. 
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In conclusion, it might be as well to repeat that in the course of his speech 
on the Budget Estimates for 1925-26 in the Assembly, Sir Basil Blackett made the 
following remarks on artificial manipulations : — 

“ I say, therefore, that neither the producer, nor the consumer, nor 
the taxpayer, has anything to gain by legislative intervention to reduce the 
rate of exchange to Is. 4td. gold from its present level of Is. ^d. sterling, 
which for the moment is practically the same as Is. 6d. gold. I would 
admit at once that a sudden fall in exchange from Is. ^d. to Is. 4c?. would 
put money into the pockets of individuals in Bombay and elsewhere; it 
would also, no doubt for the moment, enable the Bombay cotton mills to 
charge higher prices for their produce at the expense of the consumer. But 
it would certainly not benefit the consumer, nor the wage-earner, nor the 
producer generally, nor would the benefit to the millowner be more than 
an ephemeral one. The truth is that rapid changes in the rate of exchange 
may for the moment help this or that section of the community, and that 
arbitrary intervention by the authorities, in order either to raise or lower 
the rate, always needs very strong justification. But what the country as 
a whole wants is stability — stability first and foremost in internal prices, 
and next in importance stability of exchange — and after a certain interval 
it makes little difference, either to the exporter or to the importer, either 
to the producer or to the consumer, what the precise ratio may be at which 
exchange may stabilise itself, provided that it remains fixed at that ratio 
for a reasonable length of time. On the other hand, it is a considerable 
disadvantage to the taxpayer in a country which has large payments to 
make abroad if the rate of exchange is deliberately and artificially 
depressed. It means that, among other things, the existing taxes and 
imposts provide a smaller amount of the external currency in which the 
external payments have to be made. In other words, more taxes have to 
be imposed, or the date of reduction of taxation has to be postponed. 
National causes connected with world movements of exchange and prices 
have recently tended to raise the exchange value of the rupee ; why should 
the taxpayer be arbitrarily deprived of this advantage which has come to 
him from natural causes 1 Is it not far better to let natural causes 
continue to operate as the Government of India propose, and leave the final 
decision of the ratio to be determined by the Currency Committee, in the 
light of the further experience which a few more months will give us, 
when in addition to dealing with the wider questions which must come 
before them, the Committee can finally fix the ratio at whatever figure may 
be most truly in the interests, not of this or that section, not of the producer 
or the consumer, nor the taxpayer, considered in isolation, but in the best 
interests of India as a whole? ” 

Full agreement is held with the views of Sir Basil Blackett as above- 
expressed. 

Q. 2. — ^In relation to what standard and at what rate should the rupee be . 
stabilised, if at all ? When should any decision as to stabilisation take effect ? 

A. — The present standard of rupee exchange is one reasonably and laboriously 
arrived at, expressing in rupee terms the current ratio between Indian pro- 
ductivity, 'plus reserves, against the combination of its internal needs and its’ 
external obligations. 

India’s productivity has been increased by a series of fairly good seasons and 
extended irrigation, and India’s consumption moderated by economies which the 
people and Government alike have practised perforce since the commercial and 
financial disasters of 1920-21. 

Regarding the present standard of exchange as one reasonably, laboriously, 
and gradually arrived at by natural processes, it is hard to see how the rise can 
be curbed at this stage, if on the one hand good seasons prevail and the people 
continue to restrict their expenditure on imparts, cashing only gradually the 
credits arising from the real genuine balance of trade in India’s favour by bullion 
imports, unless Government continue their immediate policy of providing all the 
rupees the public want at Is. T.T. 

Though it has been alleged that Government have deliberately manipulated 
the ri^ to this level by starving the currency and so forcing the public to buy 
rupees with sterling at constantly risiiig rates. Government would have been even 
more liable to criticism, and to criticism better based, if they had pursued the 
alternative policy of inflation. 
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Government, in fact, by moderate over-purcbases of sterling at suitable 
stages have moderated and restricted the rise in exchange, which would seemingly, 
without such over-purchases, have got out of hand, and played havoc with internal 
prices, and caused heavy trouble in the inevitable reaction. Government’s policy 
has, soi far as policy could do so, had an efiect of steadying Indian prices tO' the 
great benefit of the mass of the people. 

It is obvious that this policy should be maintained, and that any new 
standardisation of rate should be undertaken, if at all, only at or about the 
standard already existing. 

In no case should any violent dislocation of existing rates, calculated to upset 
internal prices, to breed mistrust and want of confidence, and leading to damaging 
reactions, as in 1920, be allowed consideration. 

Provided standardisation, if any, is thus handled and not, as in 1920, the 
exact moment of its adoption is of minor importance. 

(0. 3. — If the rate selected differs materially from the present rate how should 
tranmtion be achieved? 

A . — There can be no means of making a transition from the current rate of 
exchange to one widely different without chaos. 

Q. 4. — (a) What measures should be adopted to maintain the rupee at the 
rate selected? 

(6) Should the gold exchange standard system in force before the War be 
continued, and with what modifications, if any j 

(c) What should be the composition, size, location, and employment of a 
gold standard reserve ? 

A. — The free sales of councils and reserve councils as required, within the 
limits of Is. and Is. 6^d. to the fuU extent of the trade demand either way. 

If Government could provide all the rupees required at Is. 6^d. T.T. as 
currency, out of such purchases, after providing for its own requirements for any 
two years ahead at least, it ought to build up the gold standard reserve to 
£100,000,000 in London. 

'This course would involve the gradual extinction of Government securities 
in the Indian currency reserve, which are in effect merely I.O.U.’s in the till, and 
the substitution of sterling in London. 

Against that reserve Government ought to be under standing offer to sell 
sterling at the minimum rate agreed. 

This is essentially the gold standard system in force before the War, 
modified to meet current needs. 

The standing, offer of sterling at all branches of the Imperial Bank, which 
ordinarily buy sterling (i.e., sell rupees for Government) is of great importance. 

Without such sterling offer, after the disasters of 1920, the public could never 
have real confidence in any scheme of stabilisation. It may be regarded as the 
Jndian equivalent of the Bank of England’s standing offer of gold for export at 
the mint rate to support sterling exchange. 

<2- 5. — (a) Who should be charged with the control of the note issue and on 
what principles ? Should control or management be transferred to the Imperial 
Bank of India, and, if so. what should be the general terms of the transfer ? 

(6) What provisions should be made as to the backing of the note issue ? 

(ff) "^^at should be the facilities for the encashment of notes? 

■^^at should be the policy as to the issue of notes of small values ? 

A . — There seems a general inclination towards handing over the management 
of the note issue to the Imperial Bank of India. 

To this there can be no reasonable objection on the necessary trained staff 
being transferred on equitable terms from the service of Government to that of 
the bank, provided always the bank acts solely as the agent of Government and 
Government itself retains the sole responsibility. 

There is a grave objection to the Imperial Bank acting at all as the issuing 
authority, except as the mere agent of the Government. 

This objection is not one against the bank itself, but arises rather from the 
habit and outlook of the peoples of- India, especially outside the great ports. 

To the mass of the peoples of India the name of the Sirkar stands for all that 
is powerful, reassuring, and permanent. 

The popularity of the currency note issue has grown slowly, but steadily, 
because the notes are Government notes. The name “b^k” means little or 
nothing in the country at large; where it means most it spells distrust and 
suspicion and bitter memories of the bank failures of 1913, most of which were 



382 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


indisputably due to faulty, even fraudulent management and dishonesty, while 
the exceptional cases of mere misfortune caused no less loss to depositors and 
shareholders. If currency notes ceased to be Government notes and became 
BANK NOTES their popularity would be destroyed, and the progress of the whole 
country towards saner financial practice set bacK for at least a generation. 

Corroboration of this opinion should be sought not from town-bred financiers, 
nor from professional economists, but from district officers in touch with the 
views and common prejudices of the masses concerned. 

Further, under the gold exchange standard system suggested in Answer 4 the 
responsibility for its maintenance would depend on Government, while silver and 
notes would remain a managed token currency for internal use. The monopoly of 
the issue of such currency, being an integral part of the scheme, would necessarily 
remain with Government. 

The backing of the note issue should be in silver held in India, where it is 
required, to as large an extent as possible, allowing for the sterling in London 
that has also to be held. There should be no more ad hoc Government securities 
in India. 

It is plain that this currency reserve in London could only be drawn on 
against the surrender of currency in India at the minimum rate, so that the 
balance would be struck automatically. 

So also would it be if in times of stress Government had to utilise any part of 
it temporarily to buy silver for coinage to issue at Is. 6iW. T.T. 

The current arrangements for cashing notes in silver seem quite satisfactory, 
especially as silver is less popular than it used to be. 

The question as to whether small currency should be stamped on silver or 
printed on paper is chiefly one of the cost. Small notes are convenient and 
popular. 


Q. 6 — (a) What should be the policy as to the minting of gold in India and the 
use of gold as currency ? 

{b) Should the obligation be undertaken to give gold for rupees ? 

■d. — There is no more vexed question than that concerning the minting and 
use of gold for currency in India. 

Some take a sentimental stand, and demand Indian gold currency as an 
outward and visible sign of India’s growing wealth and standing amongst the 
nations of the earth. Others demand gold as the one means of turning the 
currency from a managed one, to an automatic one, and affect to believe that an 
automatic gold currency would stand impregnable against all vicissitudes and 
changes, and would solve all problems. 

_ Some advocate gold as the sole means of reducing the rupee from the current 
basis to Is. 4d. These last are chiefly employers of labour, who, worsted by their 
worl^eople after a long conflict in their efforts to reduce rupee wages, now seek 
&^™^^ut^p^ f ^ reducing effectively the buying power of the rupees 

Among th^ last there are some who suggest that the silver contents of the 
rupee shoidd also be reduced to 50 per cent., lest any rise in the price of silver 
should again menace their Is. 4<f . ideal. ^ 

The danger of such a course hardly needs explaining. 

+ j'T* is the historic coin of India, and is closely interwoven with the 

traditions of centuries. 


India is essentially a conservative country, 
of tim peopS™^^* debased the rupee would forfeit the confidence of the mass 

these last may be held to acknowledge that the real objection to 

ueonle ^ j rupees in the hands of the 

circulation, in the banks and treasuries, omd in hoard. 

The last at least are incomputable. 

raise^e nri^levftbf would obviously inflate the currency, 

golf S hithSo of the rupee. Even if the 

mSu?s Stdbv^SwSil^ * ^ remarked that of the gold 

15 ruTDees and aq mnh though, they were stamped 
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Gresham’s law is as evident an economic fact as it always was. The rupee, 
with an intrinsic worth of Is. against a purchasing power of 33 to 50 per cent, 
higher, must always drive out of circulation any coinage of similar purchasing 
power, but of higher intrinsic value. 

Bimetallism cannot work. 

The automatic gold currency system, for all its supposed “ impregnability,” 
broke down practically in every country in the world under the stress of the Great 
War, except in the U.S.A., which profited by the War. Even in Japan, in spite 
of her War profits, the yen collapsed after the 1923 earthquake. If India could 
afford the cost of replacing all rupees by gold the necessary amount of gold is not 
obtainable, and partial replacement is not practicable, owing to the action of 
Gresham’s law. Nor is it conceivable that the Government of India itself, the 
greatest of all employers, should link itself with private employers in a subtle 
conspiracy to reduce all effective wages. 

There should be no obligation on Government to give out gold in change for 
rupees, but only sterling at the minimum rate as indicated in Answer 4. 

Q- 7. — (a) By what method should the remittance operations of the Govern- 
ment of India be conducted 1 

(b) Should they be managed by the Imperial Bank ? 

A . — {a and 6) The present methods of Government’s buying sterling remit- 
tances are working excellently. In between the suggested standardisation limits 
of Is. Site?. Government could, as at present, suit itself as to what remit- 

tances it made for its sterling requirements in London, as also, perhaps, for 
increasing and building up the gold standard reserve in London, except that at 
the Maximum of Is. 6tlr<f., it must issue all the rupees required by the public. 

Good management would be required, but there is no reason to doubt the 
ability of Government to continue its present good management. 

Q. 8.— (a.) Are any, and if so what, measures desirable to secure greater 
elasticity in meeting seasonal demands for currency 1 

(6) Should any, and if so what, conditions be prescribed with regard to the 
issue of currency against hundies ? 

A. (a and b) The present amended currency expansion arrangements are 
working satisfactorily for increasing the amount of currency during the export 
season, viz. : — 

(1) Loans to the Imperial Bank from the currency department against 
Inland biUs. 

(2) The issue of currency against sterling securities under the Paper 
Currency Act. 

Both methods come under the heading of mflation, and since practically all 
Treasury balances are now kept with the Imperial Bank, and their sum total is 
known, they appear very small as against the heavy superstructure of credit in 
India. 

The working of scheme No. 2 has resulted in Governmment getting heavily 
overbought in sterling on a basis of Is. %d., which will be increased each successive 
good export season, unless the additional currency created thereby in the busy 
seasons comes back automatically in the slack seasons by Government supporting 
exchange down to the suggested minimum of T.T. Is. as money rates ease 
and exchange falls. 

As regards scheme No. 1 no hundies save those as at present put in by the 
Imperial Bank should be accepted. 

Q. 9. Should any change be made in existing methods for the purchase of 
silver 1 

A . — Yes; Government should be allowed to purchase it in the cheapest market, 
which may at times be Bombay itself. 



384 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 

APPENDIX 63. 


Letter from the Honorary Secretary, The Karachi In<L^ Merchants 
Association, Karachi, to the Joint Secretaries to the Eoyal Commission on 
Indian Currency and Finance, dated the 16th December, 1925. 


In accordance with the letter of the Assistant Commissioner in Sind, asking 
the Association to communicate their views direct to you, I am directed by my 

Association to state as follows : — _ . ^ ^ , 

Turning to the terms of reference shown in the accompaniment o± the said 
resolution, it is submitted that as a matter of fact there was no well-thought-out 
system, and the present system (which even according to Chamberlain Commmsion, 
was) is what is known as gold exchange standard system. This gold exchange 
system should be given up and effective Gold Standard system with a Gold 
Currency in circulation, be adopted; and that for the prosperity of the country, 
the sooner this system is abolished, the better, for (a) being unscientific in con- 
ception and harmful in practice, it has resulted in economic inefficiency; (6) it is 
so very liable to manipulation and has facilitated currency manipulations result- 
ing in disastrous consequences, and (c) it is nearly thirty years since the Fowler 
Committee recommended the adoption of gold standard with gold currency 
and that too decided to give up silver standard. But that those recommenda- 
tions were disregarded by the Government of India and the unjustifiable policy 
of manipulating currency in their own interest and perhaps in the interests of 
London bankers who are against any gold coming into this country, and by 
whom the world’s central gold market is controlled, was continued. As a result 
thereof, the gold needed for India had to be tendered to London Bankers and 
enormous quantities of the token rupee were issued against the sterling tendered 
in London to the Secretary of State in spite of repeated protests. In response 
to agitation for gold standard, the Commission, known as Chamberlain 
Commission, was appointed, which, to the dismay of the country, upset 
the purposes of the j^owler Committee’s recommendations and allege4 that the 
gold standard had already been secured without the gold currency. This attempt, 
in fact, was responsible xor several errors committed since then. 

Proposed modifications . — To avoid manipulation, as far as possible, the first 
and foremost modification proposed by my Association is the adoption of gold 
standard with gold currency in circulation, so that the people of the country 
may know what their real standard is. To achieve this object the mint should 
be open to coinage of gold and the sovereign, which is the gold mohur of 1918, be 
allowed to continue as the legal tender in India ; and that in order that this gold 
standard may be more effective, (t) no further rupees should be coined; and {it) 
any gold tendered by bankers for local currency be coined into mohurs and kept 
in Paper Currency Reserve for circulation. 

My Association are of opinion that the gold mohur should have a fixed ratio 
with the rupee, i.e., 1 : 15, to avoid the past contracts made in terms of rupees 
being vitiated. 

In view of a very large circulation of rupees and considering the earnings 
and disbursements of the masses in this country, my Association would suggest 
that the present tupee should be allowed to remain as unlimited legal tender for 
about 10 (ten) years. 

The next point on which my Association would like to lay stress is that nc 
Currency should be issued in future against anything but gold. Sales of Council 
Bills should be_ restricted to the needs of the Secretary of State. 

In the opinion of the Association the control of currency and notes issue 
should be transferred to the Imperial Bank of India and the remittance should 
also be operated upon through the said bank and its duties in this regard should 
be clearly laid dovpi by law and it should not be allowed to do any foreign 
exchange business in its own account. My Association would, however, urge 
that the Finance Department should divest itself of all this work which is 
essentially of a banking nature, it merely fixing dates and amounts in the Budget 
Estimates for the year. In fact, under these conditions the Secretary of State 
will l^ve no reserve with him and any balance left over with him should be 
deposited with the Imperial Bank of India in London. In cases of emergency 
necessitating ready funds over this balance, commitments could either be post- 
poned or flailed by aid of short-time-borrowings. 

Touting upon the questions suggested in your Memoranda it is submitted 
that m the opinion of my Associaton the time for currency reform is' ripe these 
two years nay even more ripe for reversion to gold standard in T-ndia, than any 
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of the diominions, for many countries have now reverted to the gold standard, 
while India is the one country whose balance of trade has given it command of 
very large amounts of gold, lacks behind. 

As regards the stability in internal prices and in foreign exchange, my 
Association’s view is that it can be best achieved by effective gold standard as it 
immediately makes Indian exchange stable with other gold standard countries, 
so that the consumer in this country may not suffer in comparison with the con- 
sumer in other countries. 

Regarding the first question, viz., effects of a rising and falling rupee, etc., 
my Association’s reply is that there is no question of stabilising the rupee. The 
effects of fixed appreciation and depreciation of a rupee, to say the least, are 
morally harmful to the welfare of the country. .^11 my Association desire is 
gold standard. 

As regards methods of transition from the existing, my Association would 
leave the matter to experts. 

As for the composition, size, location and employment of our Paper Currency 
Reserve, my Association propose that (a) it should be composed very largely of 
gold coin though a portion thereof may consist of securities: the gold part 
remaining in India to be utilized to foster industrial expansion of this country, 
as far as necessary, while the securities in England. 

As for gold reserve, a part of it may be transferred to the Paper Currency 
Reserve, with a view to facilitate the establishment of an effective gold standard. 
The interest accruing on paper currency to be regarded as revenue earnings and 
the interest on gold standard reserve should be added to the revenue itself. 

As regards the question of seasonal demands for currency my Association 
would suggest that the total of such currency to be issued should be 10 per cent, 
of the then existing note issue with due consideration of the bank rate. 

With regard to the remaining questions, the views of my Association have 
already been indicated in the earlier part of the Statement. 
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Statement of evidence submitted by Mr. S. N. Pochkhanawala, The Central 

Bank of India, Limited, Bombay. 

England has returned to gold standard and has stabilized its currency, 
the results of the past few months have shown that the step taken 
right direction The Government should have taken the question of stabilization 
of the rupee long before, as most of the leading countries of the world have now 
reverted to the gold standard and there is no reason why India should be leit 
behind. The heavy fluctuation in exchange rates in India m the last lew years 
has given a death-blow to some of the industries of the coimtry and tee Govern- 
ment manipulation in exchange, even to steady the rates, is haraly desirable in the 
interest of the country. India is known to be an agrioiRtur^ country, but ^ce 
the war a great many industries have been started in which its own people have 
invested crores of rupees with the idea of increasing the wealth of the c^try 
by industrial process and thus utilizing the raw produce the ^eater ^nefit 
of the country It is desirable that there should be some stability in mternal 
prices and in foreign exchanges, as the recent fluctuations We not only affected 
l!dT?rsX the trade VditioM, but. in some imtancM, TaJuable ^d most 
ing industries have suffered considerably and it is high time tlmt sorne »l^icm 
is found for the stabilization of the rupee. The right solution, in my opmion, 
to establish a real gold standard system wite gold currency in circ^ation. 

The system of “ managed currency and exdhange (feprives the country of 
the advantages of natural and automatic adjustments which a 
exchange based on a gold standard pure and simple has, viz., the inflow and the 
outflow^of gold having its instantaneous effect on the level of internal prices and 
thus bringing about the stabilization without the help of any external force 

As to the question of gold currency, the pvereigns or gold mohurs teould be 
TyiTTif.p.H in IndisL^ 3 »s it is done in tli6 Dominions. i 

Provision should be made for the coinage of gold tendered by bante for loc^ 
currency AU further coinage of rupee should be entirely discontinued and new 
SS^sh^d be confined to gold ^y. The present rupee currency should 
centime to be legal tender tiU such time as the gold standard works effectively. 
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In view of the hoarding habits of the people it is natural that it should take 
some time before the gold standard and the gold currency are re^larly and 
effectively established in the country, but there is no reason why a dehnite policy 
should not be adopted by the Government on these lines. 

The control and management of note issue should be handed over to the 
Imperial Bank. The backing should be in gold so far as possible and the encash- 
ment facilities of notes into gold or silver should be left on the option of the 
Government, so as to protect the reserve of gold against any undue raid by the 
public. 

The rupee exchange should not be stabilized at a higher level than in the 
pre-war days, nor can the rupee exchange be fixed at a lower rate than the pre- 
war rates of the rupee exchange without affecting adversely the import and the 
export trade of the country as well as the national industries and the national 
fin^ces. The best way is to fiac the rate of rupee exchange at the pre-war level of 
Is. 4c.d., and the rupee should be fixed in terms of gold at the pre-war rate, i.e., 
Es. 15 to the gold sovereign, pending the adoption of a full-fledged gold 
standard, i.e., a gold standard and a gold currency. 

The sale of Council Bills should be restricted to the actual needs of the 
Secretary of State for the year. 

To secure greater elasticity in meeting seasonal demands for currency the 
Imperial Bank should encourage the rediscounting system among banks, and the 
following conditions be prescribed with regard to the issue of currency against 
hundies : — 

4 crores at 6 per cent. 

5 crores at 7 per cent. 

10 crores at 8 per cent. 

The amount should be about 10 per cent, of the existing note issue. 

As there will be no more coinage of rupee required, there will be no need to 
purchase any more silver for many years to come. 
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Statement of evidence submitted by Sir DINSHAW E. WACHA, of Bombay. 


Q.- 1. — ^Is the time ripe for a solution of problems of Indian Currency and 
Exchange by means of measures of stabilisation of the Eupee or otherwise '( 

A . — ^I believe the time is fairly ripe at present for a solution on right 
lines and on an enduring basis the tangled problems of Indian Currency and 
Exchange which are the subjects of a prolonged and animated controversy. It 
is generally recognised that the Indian Exchange System, in vogue during the 
years immediately preceding the Great War, was in reality one of sterling rather 
than gold exchange standard. It is also admitted by business men of long 
experience that the Indian Currency System is not sufficiently automatic as it 
shoidd be. It is owing, perhaps, to the overpowering influence exerted by the 
India Office. It was greatly marked during that disturbed period when what is 
known as the ^stem of ‘ ‘ Eeverse Councils ” was most in evidence. The appoint- 
ment of the Currency Commission, therefore, is generally welcomed, as it is hoped 
that independent and. exhaustive investigation, with an open mind, will lead 
to the eventual establishment of a scheme which shall stabilise the Eupee on a 
sound basis and make the Currency itself perfectly automatic. 

Q. 1. (a) ^What is the comparative importance of stability in prices 

and foreign exchanges! 


^ generally recognised by the highest financial authorities of 

the West that mternational exchange greatly depends on the stability of world 
prices. ot^le world prices in their turn i:iwuence internal prices. These, in 
toeir turn, affect foreign exchanges. Thus, the three factors are interdependent, 
they act and react on each other. If world prices can be expected to remain 
wmparatively stable, a stable exchange means .stable internal prices. If not, 
India requires above all stable internal prices. 

^yiiat are the effects of a rising or falling Eupee and of stability 
SiSce Rupee on trade and industry including agriculture and national 


A 

only. 


of a ri^ or fall of the Eupee is, in my opinion, temporary 
ces naturally adjust themselves sooner or later unless greatly disturbed 
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by abnorm^ or unseen factors, or by the action of “ corners ” which are unnatural 
and mischievous. But in the interval, that is, within the intervening period 
when adjustment is proceeding in its natural course, some must gain and some 
must lose. A.t one time the importer may be a gainer j at another time the 
exporter; and viice versa. That is inevitable. Moreover, it should be remem- 
bered that in this age of rehned trade and industrial organisation and surer 
system of conserving national finance, there is the advice, technically known as 
- hedging ” whereby the risks attendant on a rise or a fall are minimised to no 
inconsiderable extent. The effects, however, for the time being are, it may be 
repeated, temporary. They are in no way everlasting. Otherwise, trades and 
industries, agriculture and national finance, would be paralysed to an appalling 
and intolerable degr^. But there never has been a permanent paralysis, which, 
therefore, is conclusive proof of the fallacy of those who talk of the evils contin- 
gent on a high or low exchange. 

2. — ^In relation to what standard and at what rate should the Rupee be 
stabilised, if at all ? 

•4- — ^The Rupee, if it is to be stabilised at all, could be best stabilised with 
a gold standard, with or without a gold currency in India. The world’s trade 
is now mostly carried out on a gold basis. Gold prices are quoted everywhere 
save in the Bast. India’s foreign trade is for years past almost wholly inter- 
national. Under the circumstances it is wisdom to place the Rupee, stage by 
stage, with caution and circumspection, on a gold basis. In my opinion a gold 
ourrencgr (unless bimetallism once more holds sway as it did for well nigh 400 
years) may perhaps be not at all essential. As the people of India, always 
conservative and a great deal suspicious of the ‘ ‘ Sarkar’s ’ ’ monetary policy, get 
themselves better educated and fairly well accustomed, it may be taken for 
granted that they will clearly perceive the inutility and waste of metallic 
currency for all practical intents and purposes, and altogether dispense with it. 
It WjC^d be prudence on the part of the Government of India to bear this ideal 
steadily in mind. My countrymen should be taught in an intelligent and practical 
manner to rely more and more on Notes the circulation of which should be 
steadily increased in proportion to the wants of the growing population and 
trade, great care and caution being taken that no inflation follows such expansion 
so as to debase the currency and contract the purchasing power of the people. 
The trend! in the Europe of to-day, under modern financial reconstruction seems to 
be toward that goal, though of course it will take some time yet to arrive at it. 
The stabilisation of the silver Rupee will never be assured so long as it remains 
unlimited legal tender. The ideal to be aimed at should be inconvertible notes on 
the lines laid down at Genoa, namely, at their gold par, by a system that makes 
them absolutely convertible into foreign currencies in countries having a gold 
standard and a subsidiary coinage which is not unlimited legal teinder. 

Q. 3. — ^If the rate selected materially differs from the present, how diould 
transition be achieved ? 

A . — ^Fluctuations in the Rupee during the transition stage will no doubt 
occur. But these can be achieved, though dififfcult and costly, by the resources 
of the Government which, I believe, are now greatly improved, thanks to the 
efforts of the Financial Department and its talented Chief during the last 3 years. 
The dilffoulties can be surmounted and the Rubicon safely crossed. What is 
wanted are reasonable arrangements which can be devised between the Bank of 
'England, the Federal Bank of New York and the Imperial Bank of India 
whereby the excess demand of gold which may arise in the transition peri<^’ can 
be met. Indeed, such an arrangement would lead to a general appreciation of 
gold aU the world over and afford larger facilities to sound and substantial banks. 

(Qi, 4 . — ^What measure ^ould be adopted to maintain the Rupee at the rate 
realised 1 

A . — Tntlia. should be given the opportunity to obtain gold at will in exchange 
for its currency, and the Rupee will automaticjally stabilise itself. Peo^ple will 
themselves see the practical wisdom of giving up the wasteful habit of using Gold 
Currency and of hoarding it. 

4 . ^ — ^What should be the composition, size, location and employment 
of a Gold Standard Reserve ? 

^ 1 . — The Gold Standard Reserve diould be maintained as it was so well 
maintained between 1908 (after the New York crisis of 1907) and 1914. For 
the first f ewi years it should have a backing of gold currency iip to a certain well- 
defined limit. Later on, as pwple get more and more educated and accustomed 
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to tke use of inconvertible notes for inland purposes, the backing may be altogether 
^soontinued. Care should be taken that all the evils arismg from a debased 
currency now so well known are avoided. The location sho^d be largely in 
India and partly in London. I am not in favour of the j^icy which would 
dictate* the entire location in India. A few years practical experience of the 
whole-hog policy would soon lead to its reversal. I am firmly of opinion that a 
partial location in England, say, 40 per cent, as a maximum, in a fluid state, will 
be of the utmost value in times of certain emergencies or of a monetary crisis, 
having regard to the close financial relations of the State with England. London 
and New York are the only markets of the world for gold, and gold at any time 
can be best converted into money which India will and must want, say what 
they will, till the beneficent British connection endures. This emergency can 
never be ’so successfully, so speedily and so economically met by the whole-sale 
location of the reserve in India, specially in times of a crisis leading to panic 
and sudden dislocation of the monetary system. It is a thoughtless cry that 
urges Government to have the whole amount of gold in the Gold Standard Reserve 
in India. Its employment, of course, should be for no other purpose than to 
support exchange. 

5. — Who should be charged with the control of the Note Issue and on 
what principle should control or management be transferred to the Imperial 
Bank; and, if so, what would be the general terms of the transfer ? 

A. — The issue of Notes should be controlled by the Imperial Bank of 
India in consultation with the Finance Department of the Government of India. 
In fact, it is most advisable to follow closely, so far as Indian conditions permit, 
the arrangement at present in operation at the British Treasury with the Bank 
of England. But the principle on which notes should be issued and withdrawn, 
as well as their control, must rest with the Imperial Bank. The terms of the 
transfer can be resolved upon by a Special Committee to be appointed for the 
purpose, say, of the Finance Member, the chief authority presiding over the 
Imperial Bank, the Controller of Currency and a representative of European 
commerce and one of Indian, both qualified and enjoying “ public confidence.” 

Q. 5. {a ) — ^What provisions should be made as to the backing of the note 
issue ? 

A. — The backing of the note issue should be as at present — a certain percent- 
age of gold, silver, and Government securities. 

Q. 6. (6) — What should be the facilities for the encashment of notes ? 

A. — ^Facilities for the encashment of notes by the Imperial Bank at its 
Dead Office, branches, and at district treasuries, where the Bank may have no 
branches, should be insisted upon, so that no cry may be raised, as in some former 
years, of scarcity of coins, specially for domestic wants of the humblest classes. 
But the obligation to give gold for Rupees should be left entirely to the discretion 
of the Bank according to time and circumstances. What, however, should be 
guardied against is the creation of “ corner ” by confederacies or syndicates of 
bullion dealers, speculators and stockjobbers. 

Q. 5. (c) What should be the policy as to the issue of notes of small 
values 5 

^he same policy as is pursued at present but more liberal in view 
OT gating people steadily accustomed to inconvertibility of notes. Five and 
T^ Rupee notes should be extensively circulated, but with due caution against 
inflation which may unfortunately lead to debasement and a serious contrac- 
tion of popular purchasing power. It is also advisable to resume the issue 
a ^ Eupse notes of a better size, better design and more endurable paper. 
Buon notes shoiud be broadcasted and their encashment fully ensured and facili- 
tated at every branch of the Bank and small district treasuries, say, up to Five 
impees m silver. I yenture to observe that it was a mistake to have withdrawn 
tne rupee notes from circulation just when they were coming into more and 
more popular favour and in greater demand. I differ from the reasons assigned 
^ the Currency Controller and the European Chambers, notably of Bengal, 
^en assuming that it costs more to print a Eiipee note than to coin a Rupee, I 
^^d risk without hesitation the additional expense which can be recouped 
out Di the profits made in silver purchases. 

use ^ ^ ^ minting of gold in India and the 

t of regret that the Government, after 

openmg for a few months a branch of the Royal Mint, should have suddenly closed 
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that coins of the nominal value of over 3 crore rupee were struck 
and that these ^me back to the Treasury. At the same time no active eiforts 
were made to effectively support the Gold Standard by an active gold currency. 
1 pass over the d^lorable consequences which arose from the plethora of some 70 
crores in gold' which accumulated, the sale of “ Eeverse Councils ” and other 
stopgap measures of a character far from wise. It is to be hoped that there 
uever will occur a repetition of that colloesal blunder. 

Q. 6. (o) — Should the obligation be undertaken to' give gold for Rupees? 

'Discretionary power only should be given to exchange Rupees for gold 
under special circumstances. ^ f & 

what methods should the remittance operations of the Government 
of India be conducted, and should they be managed by the Imperial Bank? 

.4 .— —The remittance operations should be entirely left to be conducted by the 
Imperial Bank under proper safeguards so as not to disturb the smooth course of 
exchange to the prejudice of India. 

Q>' 'Are any, and if so, what measures are desirable to secure greater 
elasticity in granting demands of currency ? 

4 . — ^Existing measures in operation are fairly elastic. The Imperial Bank, 
however, majr be empowered to extend still more the discounting of first class 
Mercantile Bills to a larger extent if imperatively needed for a time. Or the 
Government may from time to time raise the limit by an executive order in case 
of severe monetary stringencg/^. 

Q. 8. {a ) — Should any, and if so, what conditions be prescribed with regard 
to the issue of currency against hundis ? 

4'. — ^The issue of currency notes against hundis during the busy season, 
if demanded, should be permitted. But the Bank should see it creates no in- 
flation and that it safe-guards itself so far as to suJffer no loss. Hundis are 
nowadays growing very risky documents. Sometimes they create havoc in 
the market. Endorsements must be limited to 2 or 3 endorsees. The endorsees 
must themselves be absolutely solvent parties. Hundi transactions are prolific of 
evils and bona fide monetary business is greatly crippled at times, specially 
when “kiteflying” by aU and sundry is immensely on the increase. Htmdi 
brokers are generally of no fiduciary character and they abscond when a mone- 
tary crisis occurs. The Bank should engage guarantee brokers who will deposit 
substantial security with the Bank, for, say, not less than a lakh of rupees. 
The security should be forfeited if the Bank incur loss on account of them. 

Q. 9. — Should any change be made in existing methods for the purchases 
of silver? 

4 . — There is but one safe an'd certain method of purchase of silver. The 
Mint Masters at Bombay and Calcutta should be empowered to buy silver as 
needed from time to time under the directions of the Controller of Currency. 
There should be no monopoly of a broker. 

Concluding Remarks. 

In conclusion, I may be permitted to observe that what India wants is a 
Currency which should be a great improvement on the present system, say at 
1/6 gold. India is absolutely unprotected against the effects of a rise in the 
value of silver above 48d. gold. Therefore, it would be wise to take away the 
present legal tender character of the Rupee. The Imperial Bank should be 
so reconstituted as a State Bank, but certainly not as owned by the State, as to 
be able to definitely control the discount and monetary policy of the country. 
This would be greatly simplified by making notes convertible into gold in India. 
Lastly, it is most advisable in the financial interests of India that the less there 
is of the unnecessary interference of the India Office in these matters the better 
it will be for the smooth working of the Currency System that may be recom- 
mended by the Commission. 
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APPENDIX 56. 


Statement of evidence submitted by Mr. Harkissendas Shatter, Managing 
Farther of Sir Sarupchand Hukumchand, Kt., Sir Sarupchand 
Hukumchand and Go. and Messrs. JohurmuU Gumbheermull, Calcutta. 


I, Harkissendas Bhatter, am the Managing Partner of — 

1. Sir Sarupchand Hukumchand, Kt., of 30-2, Clive Street, who have been 
trading in different parts of India fotr over 70 years as importers of Cotton and 
Woollen piecegoods and Sugar, and in Jute, Hemp, Coal and Linseed. 

2. Sir Sarupchand Hukumchand & Co., Managing Agents . — ^Hukumchand 
Jute Mills Ltd. and owners — ^Hukumchand Electric Steel Works, of 80, Clive 
Street, who have been trading in different parts of India for over 10 years in 
Jute, Jute Goods and Steel Castings. 

3. Messrs. JohurmuU Gumhheerrmll of 30-2, Clive Street, who have been 
trading in different parts of India for over 70 years as large importers of 
Galvanised Corrugated Iron Sheets and Ridgings, Brass Sheets and Ingots, 
Copper Sheets and Ingots, Spelters and in Cotton and Cotton and Woollen piece- 
goods, Linseed, Rice, Jute and Hemp. 

4. We do banking business in addition to the business named above, and 
we come in close contact with the cultivators of Bengal and of the other Provinces 
in India, where we have branches. We also happen in the course of our business 
to have finanmal dealings with the cultivators and we have had opportunities of 
studying their needs and their conditions as affecting the position of the 
cultivators from year to year. 

5. The result of our experience of the past years is that whenever exchange 
is put higher the cultivator’s prosperity goes down and his buying power is 
seriously affected. During the War period and till 1921 the increase in price 
of raw materials in India was so abnormal that the above-named phenomena 
was not very clearly perceived, but now that things have returned to the normal 
and the world prices of raw materials exported by India are about the normal 
we have no doubt in our minds that the increase in exchange does affect and will 
for a long time continue to affect adversely the cultivator of India. A^ilst the 
cultivator is expected to pay the same amount of rupees with exchange at Is. 6<^. 
as was fixed when exchange was at Is. Ad. and whilst he has tO' pay the same 
amount of rupees again to his lender the proverbial Sowcar, the appreciated 
rupee undoubtedly affects the balance of saving of the cultivator. It is our 
confirmed conviction that any exchange fixed higher than Is. Ad. will be to the 
enormous loss of the cultivator of India. 


6. The rupee is a token coin worth only 10 annas in its bullion value. The 
oo^dence of the people of India in the rupee is therefore naturally diminished. 
The sooner the rupee is made a restricted legal tender the better for both the 
credit of the Government and for the genuine interests of the people of India 
Now when ^Id is freely available we consider it the bounden duty of the Govern- 
ment of India in fairness to the people of India to adopt the Gold Standard and 
to make available to tlie people of India a suitable gold coin. 

7. We understand that the Fowler Committee of 1898 recommended this, 
but for some reason of State or other the Government of India delayed carrying 
into execution the very sensible reootmmendation of the Fowler Committee. We 
^ j aware of the notable Minute of Dissent of Sir James Begbie, ex-Seoretary 

Bank of Bombay on the Chamberlain Commission Beport, 
which Minute will always stand to the credit of Sir James Begbie as- being the 
result of his mature experience of Indian ocmditions and of his great sense of 
lairness to the people of India.^ We cannot sufficiently admire the courage of 
conviction of Sir James Begbie in recording this Minute of Dissent. 

8. Our commumty is known as the Marwari community and we claim that 

^ ^dia Members of our community are bankers to the masses 
ol India. ^ We. therefore, feel that representatives of our community have a 
special claina to ^bmit the result of their experience for the information and 
guidance of this Itoyal Commission. We feel grateful to His Maiesty the King 
having appointed a Royal Commission to enquire into this question 

a decision which will be 

beneftcaal to India and do 3 ustice to her. 


impression created primarily in England and lately 
me par^of ^ndia m tbe upper cmcles that India is a sink for the gold of 
orid. How incorrect and misleading this.impression is will be amply proved 
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by the figures given by the Bengal Chamber of Commerce in their evidence before 
the Babington Smith Committee. (Vide Volume of the Minutes of Evidence.) 
We need only say that India has not yet received her full quota of the share in 
the -world’s production of gold, and if the people of India have not used the gold 
hitherto in the correct manner in which it is being used in the West, it is our 
conviction that such defect is due to two reasons : — 

(1) owing to the comparatively poor standard of education of the 
masses otf India, and 

(2) and the more important, because of the very defective and faulty 
currency policy of the Government of India till now withholding from 
the people a gold coin and compelling the people to use as unlimited legal 
tender a token coin the bullion value of Tvhich is fths of its face value. 

We need hardly add that no people, in the world, can trust such a currency 
and as long as the Government persist in this policy of theirs, they are forcing 
the people of India, against their own will, to put to uneconomic use the precious 
metals to which they are entitled. We will therefore again implore the Com- 
mission to come to a correct decision and allow no stories of the nature indicated 
by us in the first paragraph to come in the way of a correct decision. 

10. We hear occasionally of the isolated stories of a few silver rupees and 
a few bars of gold being foimd with some people. This is the inevitable result 
of want of education and at times to the social customs of the Hindu society 
and we feel that the latter instead of being adjusted to the latest ideas of the 
West are being strengthened in their hold on the people by the faulty currency 
policy of the Government and we feel that the responsibility for hoarding as it 
IS called must be laid at the doors of the Government of India. 

We therefore summarise our requirements as under : — 

(a.) Gold standard and gold currency for India ‘without any delay. 

(5) Exchange to be stabilised at Is. 4d. to the rupee. 

(c) The Government of India and the Assembly here to be left un- 
disturbed from outside in deciding upon the financial policy best suited to 

• India. 
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Statement of evidence submitted by Mr. F. B. Junnarkar, Head of the 
Department of Commerce, Dacca University, Dacca. 

1. The time is certainly not ripe for the stabilisation of the rupee if this 
means stabilisation at the level of Is. 6d. (gold). But the time for the formulation 
of a definite monetary policy is long past. Wnen the conclusions of the majority 
report of the Smith Committee were disproved by later developments, the only 
procedure was to take more seriously the minority report of the only member of 
the Committee whom events proved to be in the right. Had this been done, the 
present difficulty would not have arisen. 

2. Stability in external prices is more important than stability in exchange. 
This can be achieved only by linking a currency definitely to a standard. While 
gold may not be an ideally perfect standard of value, there is no practical 
alternative to it by which its use as a monetary standard could be dispensed 
with, unless silver- is utilised as a last resort. 

- Stability of exchange is besides a meaningless quest. The rate of exchange 
of one currency in terms of another would reflect changes in the purchasing 
power of doth. Fluctuations in exchange rates in so far as they arise from 
conditions prevailing in other countries would be beyond Indian control. 

Fluctuations in the value of the unit of currency in terms of commodities 
and services, where the term “fluctuation “ must be held to include a con- 
tinuous rise or a continuous fall also, — are undesirable in the interests of trade, — ■ 
especially the internal trade which is more important than the foreign, — and 
industry including a*griculture. The evidence of index-numbers so far as it -goes 
indicates that the rupee has been rising since 1920, in terms of commodities, in 
spite . of . apparently contradictory exchange movements. The rise, however, 
should be regarded as artificial in so far as it is due to a “ relative contraction ” 
of the currency in regard to the expanding needs of commerce! The distress of 
important Indian industries may be referred to this process of " deflation.” 
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While a falling price-level is in the interest of consumers, it has to be 
realised that a consumer is also a producer. It serves little purpose to tell an 
agriculturist that he has to pay less for the commodities he buys, it the price of 
his produce falls simultaneously, especially as he has to pay the same amount 
in taxes from the reduced price realised for his produce. This has only the effect 
of increasing the burden of taxation on the key industry of India. 

The only cheapness that matters in the interests of a consumer is that 
brought about by abundant supplies from increased production, and what 
is brought about by an artificial control of the money supply, which is besides 
injurious to production. 

A “ real ” rise in the value of the monetary unit would be reflected in a fall 
in the cost of production as well as the prices of commodities. Groods and 
services should be affected equally by a change in the value of the monetary unit. 
The evidence as regards the movement of wages and salaries is clearly against 
such a conclusion. 

The rise of the rupee in terms of goods is artificial in so far as it has resulted 
from an artificial limitation of currency, and temporary in so far as it does 
not appear to have affected services. It is urgent in the interests of the country 
that this “ deflation ” must cease, and a provision be made for an automatic 
increase in currency in accordance with the needs of commerce and industry. 

This reversal of the policy of “ deflation ” should not be interpreted to 
mean “ inflation.” Not every addition to currency is inflation. A state of 
“inflation ” commences only at the point where currency is forced on trade 
Myond its actual requirements. A sound monetary policy also postulates an 
expansion of currency provided this expansion is in response to the legitimate 
needs of commerce. 


3. In so far as this artificial process of “ deflation ” is responsible for the 
rise of the rupee in terms of goods, it is also responsible to that extent for the rise 
of the rupee in terms of gold. Probability would indicate that the rise in terms 
of gold has been further exaggerated on account of special circmnstances 
affecting gold. 

It will ^ recalled that temporary causes which made sterling cheap brought 
about a rise in the sterling value of the rupee in the latter half of the year 1921, — 
a rise which reached the height of Is. ^\d. in September, 1921— though such a 
rise was not warranted by trade conditions. It will be further noted that the 
rate of exch^ge found its natural level after a period of about 10 months, 
though the official policy stood aloof from a commitment direct or implied. 

A ^ssibility carmot similarly be put altogether out of account, that causes, 
equaUy temporary, might have made gold cheap thus bringing about a rise in the 
gold value of the rupee. In June, 1924, the rupee was only Is. M. -(gold). It 

a precipitate rise began carrying it to Is. Ad. in a 
Tnontli and to I 5 . 5^. at tho end of tlie year. 

It sty* <iedare itself. 
It wm be singularly unwise to base a permanent policy, taking the present world 

gold to commodities as normal^or aU times. 
It wiU be a mist^e to discount authoritative opinion in Europe about the 
probable appreciation of gold in the future.* ^ 

market^^A of its monetary unit in the exchange 

marfeet. A policy of conscious currency and credit restriction nursued in 

Debark and Norway had its mevitable veaction on the efteraS value S theS 
^Poo^^^'^on and leading to the distress of the industry and trade A 

pri^kvel is natural as a result of a natural monetar^”*^ is noimal, and the present Indian 

thew position if their oonduaions are falsified hv a chan^ and whether they will recede from 
oto onty he indicated by a stable eqSlSSn conditions.. A stable exchange 

mtexnal or world prices. ^ from normal conditions prevailing in the 

ih whirl «'T^ol^tely in the right 

theonstsf ■ . ® '®«°“®endations and where are now these 
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In India, the element of the bullish sentimentt s^rould appear to derive 
implied sanction from the ofi&oial policy and this combined with the process of 
deflation has carried the rupee beyond its pre-War gold parity. 

What, however, is very important to note is that India stands absolutely 
alone in its currency unit commanding a premium — and this, too, of 12^ per cent. 

— over its pre-War gold parity. Other nations financially and commercially 
stronger than India have been content to attain, or maintain their pre-W ar gold 
parity. India will be very unwise to adopt a different policy, especially after 
her experience of what followed from the recommendations of the Smith 
Committee. 

4. A declaration of the policy of adhering to the pre-War gold parity need 
not mean an artificial interference with the market involving the “ shepherding ” 
back of the rupee from the present level of 1^. 6<f. to the level of Is. 4(f. The only 
immediate step is to remove (my artificial interference that may exist at present 
and provide natural conditions to enable the rupee to find its natural level. 

In spite of the remedial measures adopted by the Government, the funda- 
mental situation remains unaltered that at present there is nothing in the nature 
of an automatic system whereby the country can obtain currency when required. 
Noir does the cash balance with which the Imperial Bank commenced the present 
exporting season suggest an improvement upon the position of the preceding years 
as the following comparison wul bring out. 

The Cash Balance of the Imperial Bank in the last week of October ; — 

Lakhs of Rupees. 

1922- 23 33,46 

1923- 24 36,34 

1924- 25 21,55 

1925- 26 24,96 

In the able memorandum (July, 1924) submitted by the Committee of the 
Bengal Chamber of Commerce, two methods were mentioned by which provision 
for the expansion of currency was possible, one being the issue of what may be 
termed ad hoc Treasury Bills. An expansion of currency by means of these would 
involve what is commonly known as inflation in the worst meaning of the term and 
the Committee therefore did not recommend it. The other method was by the 
deposit of gold or sterling securities in the Paper Currency Reserve. 

A sinmlar objection, however, was raised Iw the Government of India to the 
latter metnod. “ Your Committee suggest that this should be done by the 

t Apart from a purely bullish sentiment there is such a thing as a psychological factor in 
exchange movements. The Financial Oorrespondent of the Ca'pital thus commented (14th May 
1925) :~ 

'' There are shrewd analysts who deduce from present conditions that the exchange banks 
are overbought, — an assumption as difficult to establish as it might be to rebut, inasmuch 
as a definite judgment upon so interesting a possibility would not only require a very precise 
definition of terms, but a closer dissection of bank operations than detached observers can 
hope to obtain. A comparison of bank calculations at the beginning of the present year 
as against the actual course of trade, would certainly afford interesting reading, but partially 
on that account, it is not likely to be forthcoming. Trade movements and prospects — in 
themselves difficult to estimate — ^are further complicated, especially in so abnormal a period 
as is now operative, by mental processes at the same time so obscure in their trend, and 
so important in their effects, as to make what may be called the ‘ psychological factor,’ in 
exchange operations, often the decisive element in the situation. To take a concrete, though 
small, example. Bills paradoxically are generally most plentiful when rates show a tendency 
to rise. The reason is fairly clear. As long as rates are stable, or have a tendency to drop, 
bills are held back in the hope of better terms. Immediately a rise repeals this hope to be 
Yain, there is a rush te effect transactions before rates show a further worsening. And the 
same alteration of hopes and fears is visible continuously throughout the whole range of 
exchange operations. A general apprehension that a particular situation in, say, exchange, 
is likely lo develop will often produce so strong a reaction as to give exchange when the 
time comes, quite a different direction.” 

We may assume that the British Chancellor is counting very heavily on this 
psychological factor in relation, for instance, to the re-estahlishment of the pound. Much of 
the present strength of sterling undoubtedly derives from long-nourished expectations of 
State action, and had this not been forthcoming, it is fairly certain there would have been a 
prompt reaction. Confidence would have disappeared, and sterling would have slumped. 
Actually confidence has been further strengthened, and sterling continues to improve. One 
may calculate similarly that were the Government of India over its conviction that exchange 
would stabilise at I 5 . bd,, there would, probably, be at once a movement in that direction^ 
^ What may happen,’ becomes, in sudh circumstances, almost as important as ^ what has 
happened.^ There is a constant effort to discount the future.” 

For this reason, I am obliged to call the implications of some pronouncements and acts of the 
Finance Member and the Government of India as unfortunate, in view of an unprejudiced 
examination of the currency situation by this Commission. 
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purchase of sterling at the market rate then ruling and the issue of currency 
against sterling so purchased. If literally interpreted and carried to its logical 
conclusion, this formula would have the result of driving the sterling value of the 
rupee continually downwards,” the inference thus being that in the view of the 
Government the sterling value of the rupee must be maintained though the needs 
of the country in the way of currency might go unsatisfied. 

This reveals a monetary policy, fundamentally unsound. The paramount 
consideration in issues of currency — in the words of the Committee — should be 
that the supply must be adequate to the requirements of the country. 

The interests of a country cannot be sacrificed to a high exchange policj^. 

In so far as the present level of exchange is in pursuit of this policy, it is 
artificial and, I submit, in the interests of India,, this policy should be reversed. 
It may mean that the rate of exchange may sag in consequence. But it is desir- 
able that the rate of exchange should find its natural level, whatever this might he. 

I am aware, a fall in exchange may mean difficulty in the budget for the 
Finance Department. But it is unsound finance to rely upon the benefit — always 
precarious — of an artificial rise in exchange. The Retrenchment Committ^ 
which advised the Government of India had suggested other remedies for attain- 
ing equilibrium between the revenue and expenditure. The normal means of 
balancing the budget is a reduction of expenditure. 

But for the expectations of high exchange, which it would be impossible to 
deprecate in too strong terms, the alarming growth in the sterling expenditure 
since the war would have been impossible. This growth was regarded as being 
so serious that the Associated Chambers, which met in December, 1923, passed 
a resolution, “ that in view of the onerous nature of the external compared with 
the internal debt, this Association requests the Government of India to restrict 
its external borrowing as far as possible.” In this connection, attention may be 
drawn to the cautious and conservative policy in finance which obtained before 
the war. 

The only sane monetary policy at present is that while adequate provision 
should be made for the expansion of currency in accordance with the legitimate 
requirements of the country, exchange should be allowed to find its natural level. 
The only modification that I would suggest in the proposal of the Committee of 
the Bengal Chamber is that currency should be issued against the deposit of gold, 
both in India and in London, at the actual gold import point at the market rate. 
This will have the very desirable result of attracting gold into the currency 
reserve from the large imports which have been a feature for the last three years. 
With a strengthened gold reserve, India will be in a stronger position to effect a 
transition to the full gold standard at the appropriate moment — ^this might be a 
year hence and at the most two years. With the further resources of the Gold 
Standard Reserve, India possibly may not have to ask for assistance in the shape 
of gold from the gold standard countries for effecting this transition. Again 
there is that other ‘ ‘ secret ’ ’• reserve in the Paper Currency Reserve where gold 
and other securities have been valued at the rate of Rs. 10. 

5. The note issue should be transferred to the Imperial Bank of India. As 
to the terms of the transfer, the memorandum submitted by Mr. Keynes and 
published as an annexe to the Chamberlain Report may be taken as the basis for 
discussion. 

It should be possible to arrange for the encashment of notes at all the branches 
of the Bank. This may mean in the beginning some sacrifice on the part of the 
Bank. But the Bank has been earning a very high dividend W a number of 
years and can afford to make the sacrifice in the general interests of the country. 
Possibly the increased income on account of the enlarged scope of the Bank may 
lender such sacrifice unnecessary. 

However, even if it is necessary, the sacrifice is worth while. It will bring 
convertibility near the door of the agriculturist and may materially affect the 
up-country circulation which at present is probably predominantly metallic. It 
will provide a real line of advance for attacking the hoarding habit. A bank- 
note is the forerunner of the banking habit. 

On account of the wear and tear to which it is subjected in gT^an retail 
transactions, a paper-note has to be renewed often. The cost of this renewal 
would .make it questionable whether a small paper-note is really a cheap circulat- 
ing medium. For small retail transactions, a metal coin has a distinct superiority 
over a paper substitute. 

■ 6. Mints should be open for the coinage of gold. The choice of the gold 
coin should be made after careful consideration of the denominations of the 
existing paper currency which will be ultimately convertible into gold. 
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Tihe point to be borne in mind is that Rs. 10 and Rs. 100 notes are very 
popular. If these notes are made convertible into gold, there can be no doubt 
that their popularity will be increased considerably. The most suitable unit, 
therefore, would be the gold equivalent of Rs. 10. 

With the effective establishment of a gold standard, the legal tender limit 
should be Rs. 50 for the silver rupee. With this limit, it should not be convertible 
into gold. 

The 5-rupee notes should remain as at present with the Controller of Cur- 
rency, being convertible into silver rupees, the rupee reserve for the purpose being' 
under the Controller of Currency. These will be the rupee certificates that I 
have suggested. 

7. Remittance operations should be entrusted to the Rank. 

8. The attempt to introduce elasticity into the currency supply by the device 
of issuing notes against inland trade bills may be said to have succeeded and a 
cautious advance developing this useful measure will be advisable. 

Hundis, bearing an endorsement by a bank, may be accepted as the basis for 
such issue. 

It is well known that the periodical monetary stringency is due tO' the demands 
of the inland trade, especially with reference to the movement of crops. But 
unfortunately on account of the fact that bills are not the usual instruments by 
means of which this trade is financed, it has not been possible to arrange the 
supply of currency to meet the need for it exactly where it arises. 

India, however, is not alone in this respect. In South Africa, for instance, 
recently the scope of operations of the Reserve Bank appears to have bedc 
widened, an aim of the Bank being to popularise the bill of exchange as an 
instrument of credit in the domestic trade in preference to the open account 
system, the other important object being to provide South Africa with an 
organised Money Market. 

Fortunately in India, Hundis as instruments of credit, are familiar in 
mdigenous banking circles, though their popularity would appear to be on the 
wane. Unless banks in India establish a point- of contact with old banking 
methods, the real banking advance desired by all must be hindered. Hundis, after 
all, are familiar to the Indian mind and banks should show more adaptability 
by adopting these instruments themselves in the form in which they are familiar. 
An Indian peasant or sowcar may not understand a cheque or a bill, but he does 
understand a Hundi. 

An energetic campaign to popularise bills and Hundis will be of great value, 
but the campaign must be led by the Imperial Bank. 

There is another direction in which advance is possible and the possibilities 
of such advance may be explored though an immediate decision may not be feasible. 
I take it, the Imperial Bank will be a Bank of Issue. If this is so, it would be 
useful to enquire whether cash credit accounts cannot be utilised as the basis for 
issue of additional currency, as appears to have been the Scotch Banking practice 
■with beneficial results to agriculture and industry. This might remove the 
difficulty of the paucity of bills for the purpose of issue of currency. A very 
cautious advance may be made, the agency of the Co-operative Credit Societies, 
or co-operative banks being utilised for the purpose. The educative value of such 
a measure, however small, for fostering the banking habit, may be very great. 

9. If India decides for a gold standard, this question will not be urgent. 
The best rule is to. buy silver in the most convenient market whether India or 
London. 


APPENDIX 58. 
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Statement of evidence submitted by Mr. J. McK. Forrester, of Ure and 
Company, Encbange, Finance, Stock and Share Brokers, Rangoon. 

We must recognise that • Burma is primarily an exporting country, there- 
fore a low exchange will suit Burma as it will also suit the exporters of il^mbay 
and Calcutta. Therefore, any rate decided upon by the Commission must also 
apply to Burma. 

We must also recognise (1) that- pre-war figures as a basis of fixation carry 
very little weight owing to the tremendous development of India in the last 
15 years, (2) that post-war figure are no better to go on owing to the colossal 
world speculation indulged in after the declaration of peace, the result of which 
is still felt in all the markets in the world, (3) that the world in general has not 
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vet sufficiently settled down to enable a definite opinion to be formed as regards 
the trend of Indian trade during the next 10 years, (4) that as the result of 
the premature (in my opinion) return to the gold standard trade and trade 
conditions have not improved in England, (5) India during the past five years 
has had on the average good monsoons. Consequently the balance of trade has 
been immensely in favour of India and exchange has risen from Is. ^d. to its 
present level. Supposing a series of bad monsoons what would happen to 
exchange and how far would Government be prepared to support it at the rate 
which they may fix, (6) that as the result of trade conditions exchange has risen 
to its present level and might have gone higher but for Government’s inter- 
ference, (7) if Government have decided to fix exchange (although I think it 
premature to do so and later on will make an alternative suggestion) I consider 
that it should be fixed at or about the present level of exchange, for the following 
reasons : — 

After TTinlriTig allowance for a number of bad monsoons it seems fairly 
obvious that the balance of trade will remain in favour of India for many years 
to come because of the large agricultural areas in India which have been made 
independent of the monsoon by irrigation, and because of the policy of protection 
embarked on in India which must continue and will undoubtedly lead to a 
restriction in the amount of foreign imports, and the investment of foreign 
Capital in Indian industries. 

Therefore while we may rely on a steady demand for India’s products and 
raw material it cannot be assumed that there will be the same increase in foreign 
imports more particularly in view of the national movement in favour of home 
industries. 

Under these conditions any material drop in exchange is unlikely and as 
prices for Indian products have adjusted themselves to the present level of 
exchange and prices for imported goods have also adjusted themselves to the 
same level, I think that if exchange must be fixed, although in my opinion the 
time has not yet arrived to do so, it should be fixed at Is. ^d. 

In stating so, I fully recognise the necessity in the interests of trade of a 
steady exchange. I think that no definite decision should be arrived at for one 
year pending a further settlement in the world’s trade political and economic 
conditions. In the meantime, as an experiment and in order to steady exchange. 
Government should be authorised to extend its operations to forward commit- 
ments and should openly announce its intention to buy at T.T. Is. 6i Vd. ready 
and forward as far as three months ahead. 

As regards whether we should have a gold standard or a gold exchange 
standard I incline towards the latter as being less expensive and probably more 
elastic. 

I am not in favour of a gold standard because : — 

1. The cost of introducing a gold standard would be very heavy. 

2. Of the difficulty of ensuring a sufficient and permanent supply of 
gold for aU India’s possible requirements in the future. 

3. Of the loss to Government by selling silver currency and replacing 
it with gold. 

4. Of the loss to the millions of poor people in India whose capital 
is hoarded in silver, by the depreciation in the white metal and the con- 
sequent decrease in its purchasing power. 

5. The loss to merchants in China and trading with China would be 
enormous in the event of any collapse in the silver market brought on by 
heavy Indian sales. 

Should the Commission decide on a gold standard I think that silver should 
only be sold in mnall amounts spread over a considerable period, say, five years. 
Gold for the initial stages might be provided out of the proceeds of a gold loan 
which could he floated in the U.S.A. for that purpose. ^ 

In the event of a gold standard being adopted I suggested the composition 
of tne reserves as follows : — 

. portion should be limited to 30 per cent, of gross 

circulation. ® 

^ The investments should consist of half Government of India 
securities and half sterling securities. 

3. men the Paper Currency Reserve is reconstituted the invested 
portion should consist of Government of India securities in order that 
sterlmg securities may be liquidated intp gold. 
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4. Seasonal currency might be issued to the extent of 10 per csent. of 
the note circulation against inland or foreign bills of exchange with a 
usance of no more than three months. The balance of the note issue 
should be backed by gold. 

In the event of a gold exchange standard being adopted I suggest that 
instead of the old obsolete method of issuing Councils in London, buying or 
selling of sterling in India by the Government should be adopted, for the reasons 
that by far the greater part of India’s trade emanates from India, rates of 
exchange are fixed in India, and a reversal to the old method of issuing Councils 
in London would not be in keeping with India’s present day requirements. 

As the scope of enquiry covers local currency questions and as it is suggested 
that the Imperial Bank should take over the Paper Currency Department I am 
in favour of the Imperial Bank taking over the management of the currency 
if in addition to their present responsibilities they are in a position to do so and 
to run the Currency Department on up-to-date lines. 

I am not in a position to give an opinion regarding the probable import and 
consumption of the precious metals during the next few years. I think that 
consumption of late has increased because of uncertainty of exchange (both gold 
and silver having become popular gambling, counters in India), increase in 
India’s wealth and the old idea that the sovereign is still worth Rs.16 and can 
be purchased for Es. 13.10.0 or thereabouts. 

I am of the opinion that all purchases and sales of bullion should be made 
through brokers in India. 

As regards Burma’s particular requirements as previously stated Burma is 
primarily a large exporting country but being a province of India any alteration 
in India’s currency must apply to Burma. 

There are, however, one or two important points to be considered from 
Burma’s point of view. 

I consider that Burma as a great shipping centre should be in the same 
position as Calcutta, Bombay, or Karachi in obtaining funds from Government. 
Presumably when the rupee is stabilised, and if a gold exchange standard is 
adoptedi, Government will either offer Councils in London or buy sterling in India 
when ^d as required. As previously stated I am against a return to the old 
Council “ once a week ” system as being out of date. 

AU sterling purchases or sales should be made in India and Burma in the 
open market to approved banks or merchants for amounts of not less than 
£50,000. At present Government purchase sterling from time to time in 
Calcutta, Bombay and Karachi only, but Eangoon has to apply to India for 
funds and has to pay the Imperial Bank per cent, for transferring these funds 
to Eangoon. It stands to reason, therefore, that Eangoon exporters cannot 
obtain the same price for their bills as Indian exporters obtain in India. 

I suggest that Government should buy in Eangoon as in India. This might 
entail a certain loss of revenue to the Imperial Bank who, however, in my opinion 
would be amply compensated for any such loss by the amount of free money which 
they hold on account of banks and Government on which they pay no interest. 
If the old Council system is revived, Eangoon during the busy season will have 
to apply to London for allotment, may in due course after several days receive 
payment in India, and will then have the funds transferred to Eangoon at a cost 
of it per cent. 

Surely, apart from the loss in exchange, the delay involved makes many 
financial operations impossible. The same reasoning applies to local borrowing 
If the banks during the busy season are unable to at once obtain funds for 
immediate financial purposes and have to pay ^ per cent, to obtain same from 
India it stands to reason that the elasticity of our local money market will be 
affected. 

I think the abolition of the Ee.l note a mistake, both from the point of view 
of trade and also because a paper currency is less expensive than a metallic 
currency. 

I think that notes of all denominations should be of a standard size. 
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APPENDIX 59. 

Statement of evidence submitted by Mr. C. B. Chitnis, B. Com. (Iiond.), B.A., 

B.Sc. (Bom.), ol Delhi. 

A. 

I have the honour to submit the following views of mine on the subject of 
Indian Currency and Exchange for the consideration of the Royal Commission 
recently appointed for the purpose. I am giving same in the form of a draft 
scheme with few preliminary remarks and necessary explanation. The scheme 
given here for the reform of Currency in India, however, is in its broad outlines 
only; the details will have to be necessarily adjusted on the consideration of facts 
whicii I cannot possibly have fully before me and especially in the light of the 
immense material that will be brought before the Commission by the various 
different interests affected. 

The terms of reference to the Commission are sufficiently wide and general 
in scope so as to allow of a satisfactory solution of the Indian problem, and evien 
of quite radical changes in the currency system, if it be sO' necessary. I am pro- 
posing for a gold standard for India, or rather for that kind of a modified gold 
standard which at present exists in England, and which seems to be popular also 
in other parts of the world. I am not one of those who are thrilled by the touch 
of gold or who feel a peculiar pleasure in handling gold coins ; neither do I believe 
that gold is a perfect standard of value. There seems to be some measure of 
uncertainty attached to the future value of gold ; but I think this should not worry 
us, especially as a large and important part of the world has (or has now returned 
to), a gold standard in one form or another. It is not so much the absolute change 
in the value of gold, or a rise or fall in the general level of prices all over the 
world at once, but a relative change in the value of gold (as between two countries 
or with reference to a particular country), i.e., a rise or fall in the general level 
of prices in one country relative to that in some other country, that is troublesome 
and that is a matter of anxiety to the trade and industry of a country and as such 
to the Grovernment of the country concerned. The other alternative worth con- 
sidering is the acceptance by us of some such scheme of “ managed currency ” as 
Mr. Keynes would propose, but I have my serious doubts as to the practicability 
of any such scheme, especially in a country like India. However, I agree with 
Mr. Keynes and strongly emphasise the importance of the stability of the internal 
price-level. Internal price-level is a complex thing; and monetary factor is only 
one of the several factors operating. It, however, being an important factor 
involved, I think, the Government, the financial authorities here, i^ould be com- 
paratively free, within certain limits, free to pursue a currency policy of their own 
best suited to the needs of the country and calculated to promote the best interests 
of the community at large. It is the authorities here that will be faced with all 
sorts of complex administrative problems, and problems of taxation in order to 
be able to meet the internal expenditure here, as well as the expenditure abroad. 
The difficulties are enhanced owing to the absence of a Central Banking Institu- 
tion following a consistent and appropriate credit policy such as will he instru- 
mental in pr(xlucing the desired effect on the price-level, production, savings and 
accumulation of capital, etc. The Internal price-level is a thing deserving the 
closest attention from and utmost care of the Government and of the Central 
Banking institution. Under the pre-war system, described as the Gold-exchange 
standard ^stem, the currency policy or price-policy pursued for internal purposes 
■here was bound to come into conflict with the exchange policy pursued for purposes 
abroad, the stability in the internal price-level having been sacrificed to the 
stability in the exdaanges. In my opinion the pre-war system was definitely 
inflationary in its ultimate effects, besides creating fluctuations in the internal 
price-level. If there was a heavy “ balance of trade ” in favour of India, the 
drawback was of providing enough rupees without having undesirable effects on 
the, price-level. The, rise in prices could not fail to have bad effects on trade 
and industi^ in so far as the cost of production was increased, but distress 
would be chiefly inflicted on fixed income ^d salaried classes, and also savings 
would be checked. Under the abnormal circumstances of the war rupees could 
not be provided in sufficient quantities, and the system broke down on that 
accpunt. On the other hand, in case the balance turned against India, the ability 
of the Government to maintain the exchange rate stable was dependent on how 
large the gold resources at its disposal were. Bad years in succession would 
sufficiently strain the resources as to cause an ultimate breakdown of the system ; 
and recourse would be necessary to increased taxation at a, very undesirable time. 
It must be.carefuUy. remembered that it is very necessary for T ud ia. to export more 
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than siie imports in order to be able to meet the ‘‘ home charges,” eta, and thus 
liquidate her indebtedness abroad — (if very heavy taxation is to be avoided). 
From the discussion given above it would be seen incidentally that the general 
trend of the result of the working of the pre-war system was to benefit the export- 
ing interests at the expense of the community in general, and that although the 
external value of the rupee was stabilised at I 5 . and maintained stable at 
that ratio, tJie internal value of the rupee kept on fluctuating to a degree, great 
or small, with all the consequences of such fluctuations to that extent. 

Now it is not quite necessary to have gold coins actually in circulation in 
order that we may nave a gold standard. (In my opinion, however, in order to 
have an effective gold standard people must be given the option of circulating 
gold coins if they so elect. They may choose to do so, or may make their payments 
by means of notes or cheques for reasons of convenience or i^or any other reasons; 
but they must have the full freedom to do what they like, convertibility into gold 
on demand, melting and export being allowed. But in India at any rate during 
the period of transition — and for ever as I should very much like — it could be 
arranged in the following way) ; 

The rupee shoidd be stabilised at Is. flc?. (gold) for reasons stated below. 
There shoulu be an imaginary ten-rupee gold coin, that is, a gold coin, if it were 
a real one, containing a weight of fine gold worth at present ten silver rupees, the 
rupee being stabilised at Is. ^d. The gold coin would contain very nearly a weight 
of goM that could be bought in the market for a ten-rupee note. There shoiuld be 
a fictitious half -gold-rupee coin on the same basis exactly; this would contain, if 
it were also a real coin, gold of the value of five silver rupees, or such a weight 
of fine gold that could be bought for a five-rupee note. Thus a ten-rupee note (or 
ten silver rupees) and a five-rupee note (or five silver rupees) would be equivalent 
to the new gold rupee and half rupee respectively, the rupee being stabilised at the 
latlo of Is. 6<f. (gold). The rupee should be limited legal tender up to five rupees. 
I do not think, considering the average rates of wages paid, scales of retail prices, 
the habits of the people, etc., this would cause any inconvenience. The five-rupee, 
ten-rupee notes, and notes of higher denomination should be unlimited legal 
tender up to any amount. The rupee was never convertible into gold on demand, 
except at the convenience of the Government. It remains so under this scheme 
also. The notes of five, ten rupees, etc., should be theoretically convertible into 
gold, practically not, except after the period of transition and when thought 
desirable and convenient or practicable by the Government after the accumulation 
of sufficient gold reserves to enable it to introduce gold currency in circulation 
actually. Even then use of gold could be economised in this way : if a five-rupee 
note is presented, it could be paid out in five-silver-rupee coins or in one half -gold- 
rupee coin; similarly a note of ten rupees could be paid out in one gold-rupee 
coin, or in one half -gold-rupee coin and five-silver-rupee coins. Thus silver rupees 
could be pushed back into circulation and maintained there steady. I tbink con- 
sidering the average income of the majority of the people, the standard of living, 
etc., the silver rupee will remain as popular as before; the necessity or desire for 
small change will be there always, any gold coins being of much too high a de- 
nomination for many practical purposes. The gold coins or corresponding notes 
will have a limited circulation, the circulation depending upon and increasing with 
the wealth, standard of comfort, eta, of the people — (allowance being made for 
change in habits, such as more frequent or constant use of cheque^. As between 
notes and gold coins how far preference will be shown by the people for one or the 
other is a practical problem to be considered when the decision to introduce gold! 
currency actually in circulation and to end the period of transition is to be taken, 
and no such decision should be taken unless sufficient gold reserves are accumulated 
(and unless trial experiments are made previously such as those that are made 
when introducing a new coinage with a view to test how far these would be t.a.kftn 
up by the public and absorbed into circulation). Sovereigns and half-sovereigns 
should cease to be unlimited legal tender and should be taken out of the Indian 
currency system altogether, since the issue of these could not possibly be fully 
controlled by the authorities here. A sound currency i^stem should not p /vnt.a.i^ 
in it any constituent, the issues of which cannot be completely controlled or'regu- 
lated by the authorities responsible for the working of the system as a whole. 
With rupee as unlimited legal tender sovereigns will never circulate in India on 
the basis of a fised price for the simple reason that, if more gold could be 
obtained for the price in rupees fixed for a sovereign than is contained in the 
sovereign,- sovereigns will be returned to the Treasury ultimately; if less gold 
could be obtained, sovereigns will be demanded in exchange for rupees, and, it 
be impossible for the Treasury to meet the demand. Thus the Treasury will be 
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at tiTnag flooded with gold, and at other times drained oif all its gold. The unit 
of account under this scheme remains unchanged; it is the mlver rupee as before 
(not exactly the present silver rupee, but the same stabilised at If, Qd. and 
maintained for all purposes, external and internal, at ^actly one-tenth value of 
the newi gold rupee by the proper limitation of the quantity, etc.). The rupee will 
remain a token coin (except under one circumstance when the price of silver rises 
sufELciently high so as to make the bullion value of the rupee equal to or greater 
than its nominal exchange value) ; and although it will now be relegated to the 
position of a true subsidiary coin (being also made limited legal tender), it will 
still remain a principal coin in circulation and be as popular as before for reasons 
stated above. Rupee notes and 2^-rupee notes that may be still in circulation 
should be made also limited legal tender up to five rupees. The quantities of the 
several constituent elements in the system should be so adjusted between them- 
selves and regulated from time to time that over — or under — ^valuation of any 
particular constituent will not be possible or will not exist at any time. Internal 
parity must be carefully maintained; necessary steps should always be taken as 
now for the preservation of the same. 

Export and import of gold should be freely allowed. Gold should be made 
available for export for trade purposes in bars of 400 ounces each as is the case 
in England at present. This could be undertaken as soon as sufficient gold 
reserves exist here, and at an earlier date than may be possible in case of the 
decision in introduce gold currency in droulation. To accumulate the necessary 
gold reserves as a first step all the gold resources at the disposal of the Govern- 
ment of India should be mobilised. In the gold standard reserve located in 
England there are forty million pounds sterling worth of securities. Perhaps 
these could be deposited with the Federal Reserve Board of America, and some 
of their surplus gold of the corresponding value approximately could be shipped 
to India. These securities should be retired annually by arrangement or accord- 
ing to an agreement entered into between the United States Government, the 
British Government, and the Indian Government. It may be possible to arrange 
the necessary details as between the three Governments concerned to the satis- 
faction of all the parties. The profits on rupee-ooinage should be also utilised 
for the purpose of increasing the gold reserve and stren^hening it. I have said 
above that the notes should be convertible into gold on demand as much as they 
are at present in England. It may be possible later on to make them really con- 
vertible into gdd on demand, especially if a decision to introduce gold into 
circulation is taken, whenever it may be done in future if at all. 

The Imperial Bank of India should be converted into a true Central Bank 
and should be brought imder stricter and complete Government (public) control. 
It should act as a Central Reserve authority, and power to issue notes should be 
given to it. (Constitution of the Bank may be required to be changed.) There 

shoffid be a fixed fiduciary issue, the limit to which being dictated by past ex- 
perience. Every note in excess of this should be fully backed by gold or in part 
by silver (only to the extent to which rupees oould be pushed into circulation as 
stated above). The silver portion should not be increased too much, i.e., to the 
maximum limit possible as above; and nothing should be done to endanger the 
gold value of the rupee when once stabilised at If. %d. ; there is a limit to the 
absorption of silver rupees into circulation. The notes should be a first charge 
on all the assets of the Bank, while remaining a charge on the revenues of India as 
now.. The nature of the notes need not be changed; only they may be counter- 
si^ed by the bank. The government in any country remains ultimately liable on 
the ^te-issue; hovvever, as far as possible the responsibility should be pinned dovm 
on the actoal note-issuing authority, whatever may be the liability of the Govern- 
ment in the last resort. Elasticity in the note-issue may be secured by giving per- 
mission to the bank to issue a oer^n number of notes (maximum limit to be fixed) 
gainst 1st class trade bills or bills of exchange. (Ptesent limit is of 5 crores). 
Further emergency issue may be made possible by allowing the bank to issue notes 
^ paying a tax of 5 or 6 per cent, (graded further up if necessary) to the 
Gover^ent on its uncover^ excess issue. Of course, it will be nectary to 
careiully reconsider tne position of the bank as regards the reserve requirements 
gainst total liabilities, the cash reserves against demand liabilities, etc., and 
ciroumstanoe that the power to issue notes may be transferred to 
tne ba^, Ime m^^ement of the bank should be brought under stringent public 
COTtroL The Exohang^banks, the Indian Joint-stock banks, etc., should be 
allowed facilities of rediscounting with the Imperial Bank of India certain 
classes of approved paper; and also arrangements should be made for effective 
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transier of funds as between the three Head Otiices of the Bank and as between 
different centres in times of stringency. The bank should be required to give 
the necessary rediscount facilities, and it should be placed in such a position in 
other ways that it will be able to follow a consistent and appropriate discount 
rate policy and that its discount rate will be effective in the money market. In 
times of stringency the money market should be placed in a position of confidence 
that the assured support when necessary will be given to it by the bank, so as to 
avoid any unnecessary crises or violent disturbances in the money market. Of 
course, when such rediscount facilities are made available, the position of all 
these banks in respect of adequate reserve requirements against demand 
liabilities, proportion of cash balances usually held to liabilities, etc., should 
be carefully considered. 

Now as regards the rate of exchange between England and India this will be 
determined in the same way as between any two gold standard countries by the 
conditions of trade, etc., the fluctuations being corrected by the necessary gold 
movements to and fro between the two countries. Now these gold movements 
could be minimised in the following way: India has to make certain payments 
abroad, meet the “ home charges ” every year, etc. It must be carefully 
remembered in this connection that it is the financial authorities here that have 
to find the money ultimately whether to meet the home charges abroad or the 
internal expenditure of the Government here. The Secretary of State should, 
therefore, hold in England in advance cash balances enough to meet the current 
yeg,r’s expenditure (which could be estimated), allowing for an ample margin; 
and while he is doing so the cash balances should be replenished in advance to 
meet the next year’s expenditure; and this could be done in two ways: (i) the 
Government should purchase sterling in India, or rather instruct the bank to 
purchase sterling on its behalf (ii) the Government here should send cable 
instructions to the Secretary of State to sell drafts (Council Bills)— demand 
drafts or telegraphic transfers — on India at the particular times stated and to 
the extent of the particular amounts stated. These transactions could be con- 
veniently carried out through the bank; and past experience (as well as the 
monetary and general situation of the moment) will be able to indicate the most 
favourable times to do so. So long as the Secretary of State is kept in funds in 
advance,' it does not matter exactly what times of the current year the cash 
balances to be required for the expenses of the next year are replenished ; and in 
this way it would be possible to minimise the gold movements. Similarly 
purchase of silver in the London market for purposes of coinage of rupees and 
small change in India, purchase of stores in England required for Government 
purposes in India and payment for all these, if possible, should be so adjusted 
during the course of the whole year that unnecessary gold movements could be 
avoided. Unnecessary governmental interference in the matter of exchange 
should be avoided, advice of the bank should be taken from time to time — (all 
money transactions being carried out through its agency) — its convenience as 
well as the convenience of the Government should be consulted, so that, in brief, 
the exchange will be left as free as possible and to the free play of all the several 
different forces acting. I think the exchange rate will remain stable on the 
whole within certain limits — ^within the gold points — in case unrestricted export 
and import of gold is freely allowed. 

The point at which the rupee should be stabilised is a controversial question 
I have prbposed to stabilise it at l5. 6d. (gold) ; the rupee has been stable round 
about la. 6d. for quite some time past. To change the ratio to la. 4d. or to any 
other ratio would mean that the settled expectations and anticipations of the 
people would be upset and the economic life of the community disturbed to that 
extent. To lower the ratio down to la. no doubt will lie beneficial to the 
export trade; but I doubt as to how far it will really be a stimulus to industry 
and agriculture. ^Vhat I am afraid of is a little more inflation and the consequent 
rise of prices. The salaried and fixed income classes will suffer on this account 
savings will be checked, or will be smaller. The expenditure of the Government 
may increase, and higher or increased taxation may be necessary. The cost of 
production in case of manufacture may increase in so far as the prices of raw 
materials used, of imported machinery, etc., may increase. In the case of 
agriculture the rise in prices for its produce may be regarded as a stimulus in 
some way, but it may be doubted how far the benefit will go to the actual 
cultivator himself in the shape of risen prices, and how far "any such benefit 
accruing from increased prices will not be pocketed by the middleman. Inside 
a community there are always groups whose interests are conflicting among 
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themselves, although broadly the interests of the community as a whole may not 
annear to be so divided. A balance has to be sought for ; and whatever policy is 
adopted it is not possible to please all the sections of the community at one and 

the I Rave stated above that under this scheme no 

revolutionary changes or alterations are to take place in the coinage, currency- 
notes, etc. — although the basis of the currency system as a whole will be changed. 
It will be a true gold exchange standard system for all purposes, internal and 
external), or a gold standard system without gold currency in circulation. It 
could become, if considered desirable, a gold standard system with gold coins 
actually in circulation. It is hoped, hoivever, that prices (internal) will remain 
more stable under the working of the new system as proposed here than was 
possible under the old. 

B. 


It is always difficult to answer a question like this; for a tolerably good case 
could be made out either way, for or against. Ultimately it becomes more or less 
a question of the expression of one’s own personal opinion. Everyone is aware 
of the circumstances under which the mints were closed here to the unrestricted 
coinage of silver in 1893. The Jb'owler Committee of 1898 had to make its recom- 
mendations under conditions which could not be then regarded as quite stable; 
subsequently certain administrative practices were developed and given effect to, 
and thus the gold exchange standard system was evolved : the external value 
of the rupee was maintained stable at Is- dof., or at the ratio' of fifteen rupees to 
the pound sterling. The stability in the foreign exchanges had no doubt certain 
good results; but there were limitations also set in practice to the ability of the 
authorities to maintain the exchange rates so stable. The Chamberlain Com- 
mission of 1913-14: had its terms of reference rather restricted in scope; so were 
practically the terms of reference to the Babington-Smith Committee of 1919-20. 
The crisis of 1907 (following upon the American crisis of that year) brought to 
light the limitations in one direction to the conditions under which the gold- 
exchange standard system could be worked successfully, while the abnormal 
circumstances of the war showed the limitations in the other direction. This 
brief history will indicate that the problem of Indian Currency and Exchange 
is stiU awaiting a satisfactory and final solution — ^final in so far as there is a 
finality with regard to such matters. There seems to be an intense popular de- 
mand for such a solution of the problem. The unstable conditions following 
upon the Great World War cannot be said to have wholly disappeared; however, 
one country after another has tried to solve its currency problems more or less 
in a satisfactory way, and has achieved a certain measure of success. Especially 
as England has now returned to the gold standard in April last, there seems to 
be no reason why a solution of the problem in this country should not be at- 
tempted. Nothing in my opinion is more unsettling to the trade and industry 
as well as to the national finance of a country or more harmful to its credit than 
the uncertainty attached to or in regard to its currency and exchange matters. 

We cannot take the rupee put of the Indian currency system altogether, 
and think of substituting something else for it, whether there is any gold cur- 
rency actually in circulation or not. A gold coin of a satisfactory and not too 
small a size will be of much too high a denomination to be of use for many prac- 
tical purposes, considering the average income, standard of comfort, etc., of the 
majority of the people; besides, the necessity or desire for small change will 
be there always; and under the circumstances of India the rupee will tend to be 
not merely the small change, but the principal coin in circulation. Adoption 
of a silver standard is out of the question; similarly I~-con'sider a scheme for 
‘ managed currency ” as impracticable in India. I do not also approve of a 
^eme for an inconvertible rupee of which the issue may be fixed. If the rupee 
is to be stabilised in relation to gold, it could be stabilised for external purposes 
only ^ under the pre-war gold exchange standard system, or it could be so 
stabilised for all purposes — external and internal. In the latter case a true 
gold exchange standard system could be evolved — ^in which the actual currency 
in oi^lation is something other than gold, i.e., silver or paper, or both, but it 
IS demitely plated to gold at a certain ratio which is maintained effective- 
jnis could become a true gold standard system as soon as gold currency 
IS introduced into circulation, and convertibility into gold on demand is made 
practic^ly possibls ; 8ixd it remains so even when no g'old is in actual circular 
tion, while people continue to possess the choice of having so, and further 
poa^ss the rights of convertibility, melting, export, etd 
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Stability in internal prices does not mean that all prices remain stable at 
all times or remain the same over a period of time. Of course, the individual 
prices of commodities (and services) keep on fluctuating within certain limits, 
both at a point of time and over a period of time. However, the general price- 
level broadly or the value of money does not fluctuate violently, that is, remains 
comparatively stable ; and whatever rise or fall is there in case of particular 
commodities, the monetary factor is as a rule least to blame. When prices rise 
or fall, within a community certain classes benefit at the expense of others, while 
otliers are losing and vise versa ; and thus a certain measure of injustice is done. 

Stability in Foreign Exchanges is no doubt beneficial to the foreign trade 
of a country and thus brings with it certain advantages as a result. In so far 
as, however, such a stability is bought at the expense of fluctuations in the in- 
ternal price-level, all the consequences of a fluctuating internal price-level arise. 
Comparative Stability in the Foreign Exchanges, as well as in the internal price- 
icvel, are not two incompatible things. However, I think stability in internal 
prices is the more important of the two, because in the long run the ability of a 
country to export and thus pay for its imports or otherwise liquidate her indebted- 
ness abroad depends ultimately upon how best her internal conditions are ad- 
justed, such as production, distribution, consumption, etc. Such a priced-level 
must be maintained inside the country that it will be to the interest of foreigners 
to buy from that country. (There must be, therefore, freedom to pursue a price- 
policy, in other words, a currency policy as required.) It must not be under- 
stood that the foreign exchanges are to be left absolutely to themselves and are 
a matter of no care from the Government of the country. But I think, provided 
the internal prioe^level is well taken care of, the foreign exchanges will be a 
matter of less anxiety and will greatly take care of themselves, requiring special 
attention only at special times. 

When prices rise (or the value of rupee falls) all those whose (money) incomes 
are fixed, (or do not increase in proportion to the increase in prices), lose, while 
the industrial, business community gain from the rise in prices. Under the 
classes that lose may be mentioned salaried persons, government servants, wage- 
earners in so far as their wages lag behind the rise in prices, holders of fixed 
interest bearing securities, etc. Expenditure of Government may increase, and 
higher taxation may be necessary. Savings are smaller or may be checked ; 
accumulation of capital suffers ; investing classes lose as above ; and all these 
things ultimately have undesirable effects on, or a.ffect adversely, the industry, 
trade, etc., especially the further industrial development, new capital ventures, 
etc., and in the long run the country’s productivity may be impaired-^(at least 
temporarily). In so far as higher prices are obtained for the produce of agri- 
culture, or industry, it may be regarded as a stimulus, but one cannot estimate 
how far the efficiency will be increased, or provision may be made by way of 
reserves against bad' times, or how far the lot of wage-earners may be im- 
proved' — (higher wages may be given to them and maintenance of a higher 
standard of living, or at least of the present one, made possible — '), or in case of 
agriculture ho^i^ far the cultivator or the peasant himself will benefit from the 
rise in prices ; it is doubtful how far the benefit will reaUy go to him and how 
far it will not be pocketed by the middleman. In so far as the cost of production 
is increased, manufacturers will go on dharglng higher prices as far as they can ; 
ultimately they will begin to complain of the increasing foreign competition. 
(Some businesses will no doubt be wiser and from a long point of view will pursue 
a policy of increasing the efficiency and increasing the reserves, etc., charging 
of steadier prices to the consumer being thus made possible.) The effect of falling 
prices, (or a rise in the value of rupee), will be opposite to that described above. 
What is really disturbing to the trade, industry (including agriculture), as well 
as to the national finance, is the rising or falling rupee when one does not know 
exactly how far it will rise or fall, and where and when such a rise or fall will 
stop. Hence I have emphasized the importance of a stable internal price-level. 
Whether rupee is stabilised high or low, provided it remains stable there, eco- 
nomic and other conditions will have soon adjusted to it. It is when a change 
from high to low, (or low to high), rupee is desired that the consequences will 
have to be considered. If, for instance, the rupee, which is stable round about 
I5. fid?, for some time past, is to be made stable say at I5. the pre-war ratio, 
what I am afraid of is a little more inflation and consequent rise in prices. 
Exporters will gain, but importers will lose, and all the effects of rising prices 
will manifest themselves, — ^until economic conditions have adjusted themselves to 
the new ratio. 

II. Gk)ld should be adopted as a standard of value in India, and -runee 
should be stabilised in relation to that, I have proposed the ratio of Is, ^d. fsrold^ 
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at which the rupee should be stabilised. Of Murse, under the working of the 
system I have proposed the rupee will be slightly fl^uctuating ro^d about this 
ratio within certain limits. The system proposed by me slightly dihers from 
the pre-war system, and therefore, the working of the system in all its details 
wiU take some time to begin— until the necessary gold reserves are accumulated 
in India etc In other respects the working of the system could begin straight- 


away. 

III The rate selected by me for the stabilisation of the rupee does not 
raateriaily differ from the present one; and therefore, there is hardly any transi- 
tion to be achieved. However, under my scheme certain changes are made in the 
system in force before the war involving a period of transition. 

IV I have proposed in the statement already made for a Gold standard 
system for India, or rather for a true gold exchange standard system. The 
system in force before the war has been so modified that, tO' start with any way, no 
big and visible changes are to take place ; but at the same time an early intro- 
diiction of a gold standard, (with or without gold currency), has been made 
possible. As soon as sufficient gold reserves are accumulated, the system pro- 
ved under my scheme can straightaway become the kind of modified gold 
standard as at present exists in England. It can further become a true gold 
standard with gold currency in circulation, — if considered so desirable, or con- 
venient. I have proposed for an imaginary gold coin worth ten silver rupees, 
and one worth five silver rupees. The quantity of the silver rupees in circulation 
is to be so adjusted as to make the rupee stable at Is. Qd. when once stabilised at 
that rate. All the accepted rules and practices should be carefully observed 
with a view to effectively maintain the internal parity as between the various 
component parts of the currency system. The currency (and Exchange) policy, 
as well as the credit policy, should be so followed as not to lead to any appreciation 
or depreciation of the rupee in terms of gold. I have, therefore, proposed for a 
true Central Bank which will function in the desired way in close touch with and 
under strict control of the Treasury here,-ySO as to make the Bank and the 
Financial authorities in India fully responsible for the working of the system. 
The gold standard reserve will merge mto and become a part of the Central 
Reserve which is to be accumulated in India. The Bank will, of course, have to 
keep reasonable reserves against demand liabilities ; and there will also be the 
reserve against note-issue ( — ^backing for the notes issued — ). The central reserve 
will consist in part only of silver (coined or uncoined), and the rest of it will be 
in gold. ■ Part of this reserve may be conveniently kept at the three Head offices 
of the Bank ready for shipment abroad in case of necessity, and the rest may 
be kept at a convenient central place, from which it could 1^ transferred to any 
part of India in case of emergency. The central reserve will be thus wholly 
located in India. No part of this central reserve is to be invested in securities; 
it must be in gold, and in silver to a limited extent only. The fact should never 
be forgotten ^at it is a reserve and created for certain definite purposes only; 
and it must be available as such any time if required. As to the size no definite 
limit should be decided on just at the moment. When the gol(f resources at the 
dispo^ of the Government are mobilised in the shape of a reserve, and sufficient 
additions are made to it so as to form a respectable central reserve (say of £100 
million sterling), the decision should be taken to have a gold standard in India 
like the one at pre^nt existing in England. Larger reserves will be necessary 
when gold is to be introduced into circulation, if at all. (Re-discount facilities 
should be given, and other facilities also to make the effective transfer of funds 
from one centre to another according to necessity. “ Open market operations ” 
p<Jicy, as in America, may be followed— to make the discount-rate of the Bank 
otherwise effective ; — also funds may be transferred in this way.) 

'll Til® Bank of India, *if it is to become a true Central Bank at 

all, ^ould be given the power to issue notes. I liave proiposed for a fixed 

fiduciary issue ; and the rest of' the notes should be fully backed by gold (and 

to a limited extot only by silver). The arrangements should be -thus automatic 
as far as possible. /But the Treasury here in the public interests should have 
the power - of requiring the- Bank not to issue notes against gold, although 
accumulated in its vaults, ^makuig^ it possible to effectively lock up gold thus 

circulation and consequent rise in prices, etc. 
(The budget arrangements will n ot be upset accidentally in this way). Of 
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course, the Bank and the Treasury will be in close touch with each other, and will 
know when such a policy is necessary and is to ^ followed, and when it is to 
end. The gold thus locked up should not be made available as a reserve against 
the demand liabilities of the Bank, so that credit inflation by the Bank will be 
effectively checked. (The Bank will have the alternative, as below, of paying 
the tax to the Government to increase its note issue. Ultimately it will Jiave to 
raise its discount rate ; and the -Treasury can then decide how far industry, 
trade, etc., would suffer, how far it is in the public and general interests to 
continue to pursue the policy of locking up gold, and so on). Bigid control should 
always be avoided. 

A limited number of notes may be issued against trade bills, bills of 
exchange, hundis, etc. — and further emergency issue may be made possible by 
allowing the bank to issue notes on payment of a tax of 5 or 6 per cent, on its 
uncovered excess issue. Details could be arranged as to the division of profits 
between the Government and the Bank arising from the note issue thus trans- 
ferred to the Bank. The bank should carry out certain services for the Govern- 
ment free of charge, etc. Public deposits should continue to be kept with the 
Bank as now. The independent Treasury ^stem should be altogether abolished, 
— ^the Bank being asked to open a small branch office in their place, wherever 
these may be existing to date. The Bank should later on be required to make 
an advance of a reasonable sum or sums to the Government free of interest ; and 
this should be utilised by the Government for the establi^ment of agricultural 
banks, co-operative central banks, and industrial banks, thus greatly helping 
Uw;ards the agricultural and industrial development of India. (The advance 
should not be spent directly as such — ^but only through the agency of the banks 
so established; — the machinery thus set up should be mainly fed on private 
support; — the Government only taking up the initiative and starting the institu- 
tions and the public later on supporting them and taking full advantage of the 
facilities so created). 

Under my scheme the notes become inconvertible so far as convertibility 
into silver rupees is concerned. (The rupee being a token coin, convertibility 
into rupees hardly means anything at all). But the fact of inconvertibility 
need not be made public until it may be possible for the Government to introduce 
gold currency into circulation, and until convertibility into gold on demand 
could thus be undertaken. Even then it will be absurd for a bank to refuse to 
give silver rupees for notes in case one wants the small change for paying wages, 
or for any other purpose ; besides five rupee notes will be convertible into silver 
or gold, and ten rupee notes partly into gold and partly into silver, as already 
explained. It would be easier to attain the kind of gold standard as at present 
exists in England — ;and in that case the notes may remain convertible as now — 
if that is any satisfaction to the uneducated public ; — gold being made available 
for export etc., in bars of 400 ounces or so. By limitation of quantity, etc., if 
the rupee is effectively maintained stable at Is. Qd. (gold), — this fact would give 
much confidence, and would make it easy to introduce gold into circulation later 
on if desired. 

The rupee and rupee notes are, I believe, being withdrawn from circu- 
lation. If the public takes them, there is no harm in having a limited number 
in ciroulation — (fully backed by silver — ^if not a part of the fixed fiduciary issue 
etc.). They are to be also limited legal tender as the rupee is. 

VT. If gold is to be minted in India at all, ten-rupee and five-rupee gold 
coins should be minted, whenever decision to introduce gold currency is to be 
t^en. Personally I consider it imnecessary to have gold in circulation, pro- 
vided gold is made freely available for export in bars of 400 ounces or so. Con- 
vertibility of rupees into gold on demand depends upon whether any gold coins 
are introduced into circulation or not ; and it cannot be undertaken unless and 
tmtil sufficient gold reserves are accumulated. 

VII. All the remittance operations of the Government should be conducted 
through the agency of and be managed by the Bank. I have mentioned already, 
how sterling should be purchased in India, how drafts on India should be sold 
in England, — all transactions being managed, by the Bank for the Government 
and under their strict instructions. Pur^ase of .Government stores, etc., and 
payment for. same, if possible, should also be so managed that the gold movements 
are minimised. 

VTII. To meet the seasonal demands for Currency I have already said that 
a limited , number of notes should be issued against bills of exchange — ^hundis and 
other trade bills, etc. The paper eligible, for re-discount purposes should be the 
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kind of paper which can be also accepted for the issue of notes against. Emer- 
gency issue of notes may be made possible by allowing the Bank to issue notes 
on payment of a tax of 5 or 6 per cent, (further graded upwards — if necessary) 
to the Government on its uncovered excess issue ; it will be found convenient by 
the Bank to accept as collateral such paper as may be eligible for re-disoount 
purposes, — while giving advances in the form of the notes so issued — (or rather 
notes may be required to be issued to meet the credit given in case any of the 
cheques drawn against are actually cashed). The Bank should adopt a consis- 
tent and appropriate discount rate policy, pursue, if necessary, a policy of ‘ ‘ open 
market operations,” or in any other way give facilities for the transfer of funds 
from one centre to another, or one part of the country to another. This would 
enable the Bank to earn highest profits by employing or investing its funds into 
something yielding best returns ; the money market, the general business, com- 
mercial, industri^ community, as well as the public at large, would also be 
benefited. Steadier rates would prevail, the bank would be best able to meet its 
responsibilities in various other directions — (encashment of notes, buying and 
selling, export and import of gold, etc.), and as the public’s confidence is in- 
creased banking habits, payments by cheques, etc., would develop more quickly 
t'nd with distinct advantages to all. 

IX. The purchase of silver should be carried out through the Bank, 
naturally under Government instructions, the mint being supplied with the 
necMsary raw material according to requirements. Advantage of the purchase 
of silver in the London and other foreign markets (America) should be taken for 
the purposes of minimising gold movements and stabilising the exchange-rates 
(f. 0 ., effectively maintaining the value of rupee at l.s. Qd. (gold) when onc^for all 
stabilised at that point). 


APPENDIX 60. 

Statment of evidence submitted by the Honourable Mr. Phiroze C. Sethna of 

Bombay. 

With reference to your memorandum I desire to offer the following 
observations : — 

j ^ certainly ripe for solution of the problems of Indian Currency 

and JjiXCJiange. In fact it has been overdue. We badly need a gold standard and 
gold currency. Steps should be taken to gradually demonitise the Rupee so that 
say withm 10 years at the longest we have a full fledged gold standard in operation 
with the :^p^ recognised as legal tender for only a small amount. 

• it.’ ratio of the Rupee and any gold coin which may be adopted for 
coimt^ will have to be fix:ed for internal purposes. I would suggest 
that the new gold com be called the Gold Mohur and it L of the same size and 

K®®® u and the rate of the Rupee be one-fifteenth of such Gold 

Monur, which will be the same ratio as formerly. 

fluctuation in Exchange has certainly done much damage to agi-i- 
c^tural as well as industrial interests in the country and this state of affairs 
^ be remedied as early as possible. Fluctuations in price affect trade 
conditions ^rioimly and retard the progress of industries so necessary for India, 
for question of the gold exchange standard system which was in 

^ continued I would say that Indian opinibn is very strongly 
Shag ^ exchange standard. What we want is a gold standard and 

standard reserve the country insists on its being maintained in 
ft ^ entirely in this country and not in London as 

of I^epartment of the Government 

TmS.1 i tS- k Central Bank I believe the 

the note issue far better than the 

publ£^^ TheStfc^f facility should be given to the 

Lis greatlv DODurari«»a' 1^1’ ii^otes of Rs. 100 ^d under are cashed at any centre 

drae^ riLSCS^ denominations. The same ought to be 

aone in regard to notes of higher denominations, ° 
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Personally I am strongly in favour of once again introducing one-Rupee 
notes. I would not favour notes for Rs. 2-8-0 and the next higher denomination 
sJiould be Rupees five. The one-Rupee note which when first issued was not 
much liked, subsequently became quite popular. In other countries where there 
is gold currency the unit such as the Dollar or the Yen is in paper notes and the 
one-Rupee note in India will prove equally useful. 

With regard to the question as to the policy of minting gold in India, the 
opinion in the country is strongly in favour of a gold mint for India and the 
gold being coined here for currency. 

Remittance operations which are carried out at present by Government should 
hereafter be carried out by the Imperial Bank of India and Government divest 
themselves of all operations of a banking nature. 

For meeting seasonal demands for currency. Government should provide suffi- 
cient currency to prevent undue stringency which has been sO' marked during the 
last several busy seasons. 

If we have a gold standard and a gold currency adopted then it will not 
become necessary to make purchases of silver for a very long time because of the 
large amount of Rupees in circulation at the present moment. If later on silver 
is required to be purchased, this should be done by public tenders, such tenders 
being invited in India. 


APPENDIX 61. 

Statement of evidence submitted by Mr. S. C. Shahani, M.A., Principal, 
Dayaram Jethmal Sind College, and Zamindar, Jamrao, Sind. 

1. — (a) Is the time ripe for a solution of problems of Indian Currency 
and Exchange by measures for stabilisation of the rupee or otherwise ? 

{b) What IS the comparative importance of stability in internal prices and 
in foreign exchanges ? 

(c) What are the effects of a rising and falling rupee and of a stability of 
high or low rupee on trade and industry including agriculture and on national 
finance ? 

1. The time is ripe for a solution of the problems of Indian Currency and 
Exchange. We have waited seven years since the armistice in a state of sus- 
pended thought. Our currency and exchange problems ought to be carefully 
examined as soon as possible, and a policy for the future formulated. Other 
countries too are considering their problems of Currency and Exchange. 

From the standpoint of the nation as a whole stability in inteimal 'prices and 
in foreign exchanges are both equally desirable — the former for internal and the 
latter for external trade. It is difficult to say whether internal or external trade 
is more important. The two are not independent, and in India especially, where 
necessaries both of life and industry are the staples of external trade, the con- 
nection between the two trades is fairly dose. Judged, however, by the total 
volume and value, the number of transactions and the number of persons directly 
involved, internal and stability of internal prices should be regarded as more 
important. 

A rising rupee stimulates import, discourages industry, generally (agricul- 
ture induded) and makes Government finance easy in respect of Government’s 
foreign obligations. 

A falling rupee discourages imports, stimulates exports, stimulates industry 
generally (agriculture included) and makes Government finance difficult in respect 
of Government’s foreign obligations. 

A high exchange would act generally as a drag on export trade and industry 
in general, and would have a tendency to stimulate import trade until markets 
and prices adjusted themselves to the new conditions. It would make Government 
finance easier in respect of its foreign obligations. A low exchange would tend 
to produce opposite effects. 

Q. 2. — In relation to what standard and at what rate should the rupee be 
stabilised, if at all-1 

When should any decision as to stabilisation talre effect 1 

Q. 3. — ^If the rate selected differs materially from the present rate, how 
should transition be achieved ? 

Q_ 4. — ^What measures should be adopted to maintain the rupee at the rate 
selected 1 
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Should the Gold Exchange Standard system in force before the war be con- 
tinued and with what modifications, if any ? 

What should be the composition, size, location and employment of a Gold 
Standard Eeserve ? 

2, 3 and 4. The Gold Exchange system should be abolished and a true Gold 
Standard established in its place. 

(a) Reasons for the abolition of the Gold Exchange system . — Ear from secur- 
ing for the country stability of internal prices, it has actually caused an inflation 
of prices by the over-issue of currency. The over-issue is made possible by the 
fact that the rupee is merely an inconvertible note printed on silver and our 
paper currency is payable only in rupees. Rupee circulation cannot be con- 
tracted by the people at their will, for rupees will neither be melted, hoarded or 
exported. That the parallelism between increasing prices and increasing circula- 
tion is fairly close is shown by the following two tables compiled by Professor 
Keynes and Professor Jevons, respectively. 

[Taken from Economic Journal, March, 1909.] 


Year. 

Professor 

Keyne’s Article. 

Index of Estimated total of 
Prices, currency on ls^ April. 

1903 


100 

100 

1904 


102 

no 

1905 


112 

115 

1906 


131 

127 

1907 


T40 

136 

Tj^en from Professor Jevons’ Future of Exchange.. 

Year. 


Index of prices. 

Index of circulation 

-1912. 


100 

100 

1913 


104 

102 

1914 


107 

99 

1915 


111 

105 

1916 


134 

119 

1917 


143 

145 

1918 


164 

165 

1919 


201 

195 

1920 


205 

205 


(6) Our currency is managed by the Goxemment . — Its expansion and the 
contraction depends on the Government’s will and judgment. There being no 
automatic arrangement for elasticity we experience seasonal stringency and high 
bank rate. 


(c) The Gold Exchange System has not given us even that stability of internal 
exchange for which it was especially devised. Our exchange rose from Is 4d in 
1914 to 2s 4d in 1919; in February 1920 it touched its highest water mark at 
2s lid; then it began its downward course reaching the level of Is 5d again 
in December 1920. These violent fluctuations produced all those evils which the 
country had experienced during the period 1873-1893 and to escape which the 
silver standard had been departed from in 1893. 

ifd) The Gold Exchange system has not made us independent of the silver 
market. ^ When in 1893 mints were closed to the free coinage of silver the object 
was to divorce the rupee from silver. Under the Gold Exchange system, however, 
the rupee continues to follow silver. That the divorce “decree has not been 
effective is shown by the following table: 


Date. 

April 1919 - . 

May 1919 

Jxme and July 1919» 
August 1919 
September 1919 
,0<dwber 1919 
' FTovember 1919 


Average 'price of 
silver per ounce. 

51d 
54d 
. 59d 
62d 
64d 
70d 


Excha/nge rate of the Rupee. 
18rf 

I 20(f from 13th May. 

from 12th August, 
j- 2Ad from 16th September. 
26<f from 22nd November. 
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Exchange rate of the ru'pee. 

28(^. from 12th December. 

35t?. 

29^?. 

26<?. 

^Id. 

22 ^<?. 

21ld. 

18 M. 

17<f. 

(Copied from Modern Review, January 1921, p. 114.) 

The Government helplessly acquiesced when the rupee ran after rising silver 
in 1919 ; but when it followed falling silver in 1920 the Government ma^e hercu- 
lean but vain efforts to it to 2 shillings gold and then to 2 shillings sterling, 
wasting 35 crores of India’s money in the a..ttempt. 

(e) Under the pretext of supporting exchange the Secretary of State transfers 
India’s fiinds — ^not only of the gold standard reserve, but also of .the paper 
currency reserve and General Balances — ^toi London and placos them at the disposal 
of the London money market. If India’s funds remained in India a vast credit 
structure could be built up which would support and develop the country’s trade, 
industries and agriculture. As it is India is starved and the London market 
is taught to lean for support on India’s funds which is bad for the London market 
itself. Under the true Gold Standard the Secretary would not have' to support 
Exchange and India’s funds, would remain inland and fructify in various 
directions. 

(/) The first essential of a currency is that it should be acceptable to the 
people. Now all elaborate schemes like that of Keynes, Fisher and others are 
not easy to understand and therefore will not be acceptable to the people; the more 
so because these schemes need to be worked by experts who are thoroughly 
conversant with principles of currency— ^and how few such experts are there in 
any country. The official managers of currency are riot experts; they commit 
mistakes; people suspect Government of manipulating for its own ends and 
bitterness arises. The danger is specially great in a country like India where 
there is foreign rule and where people sunk in ignorance and poverty are ready 
to believe any wild rumours. People like gold and if they are given that they 
will readily accept it and the system being automatic in 'working Government 
will be free from criticism and attack. 


Date. 

A verage price of 
silver per ounce. 

December 1919 


January 1920 

80d } 

February 1920 

b’&d 

April 1920 


May 1920 

57d 

June 1920 

5Qd 

July 1920 

56d 

September 1920 

60d 

November 1920 

4:6d 

December 1920 

41ef 


The case of a true Gold Standard. 

A true gold standard requires that all values shall be measured in terms 
of a standard coin made of gold, that there shall be an open mint for this 
standard coin, that all other media of exchange whether made of met^ (token 
coins) or of paper like paper currency or cheques shall be convertible into' this 
standard coin. A true gold standard in India would thus mean (1) a standard 
gold oodn, (2) an open mint for gold, (3) paper currency convertible into gold, i.e., 
gold notes, and (4) the rupee a token coin of limited legal tender. Reasons for its 
adoption ; — 

(a) Its acceptability. — ^People here as elsewhere like gold and have faith in 
it; they therefore readily accept gold and suspect all substitutes. Indian people 
in particular having been deprived of gold under the gold-exchange system have 
come to attach a special value to it. 

(&) Its Automatic worhvng. — The Government will be free from the respon- 
sibility. of working and managing the system. There will be no chance for 
popular suspicion and criticism. The system will be el^tic. Expanmon and 
Contraction of currency will take place in response to requirements of trade. 

(c) Under it India's funds will remain in India. — On their basis a strong 
credit structure can be raised to promote India’s prosperity in agriculture, in- 
dustry and trade. ' ’ . 

' (d) It would give stable exchange with the principal trading countries of 
the world. — ^fol* these too- have a gold standard. "We shall be free from the influence 
of the silver market! - - . 

2 0 


66596 
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(e) It wovld secure a relatwe stability in 'prices . — ^Even Professor Keynes who 
advocates an artificially regulated standard writes in his Tract on Monetary 
Reform that “the metal gold might not possess all the theoretical advantages of 
an artificially regulated standard, but it could not be tampered with and had 
proved reliable in practice.” Again in the same bwk he says — ■“ The consider- 
able success with which gold maintained its stability of value in the changing 
wo'rld of the nineteenth century was certainly remarkable. I have applauded 
in the first chapter. After the discoveries of Australia and California it began 
to depreciate dangerously, and before exploration of South Africa it began to 
appreciate dangerously. Yet in each case it righted itself and retained its 
reputation.” Professor Keynes, however, thinks that gold will not be able to 
maintain this reputation in the new conditions of the 20th century and therefore 
pleads for an artificially regulated standard. While it is true that during recent 
years there have been large variations in the value of gold, yet on the other hand 
inconvertible paper currencies have led to violent fluctuations in prices and all 
attempts at a government regulated system have failed. It is therefore more 
prudent in practice to have a tried though imperfect gold standard than to have 
one which has proved a signal failure. An artificially regulated system on paper 
may sound perfect — ^but like all perfect paper schemes, e.g.. Socialism and N.C.O-, 
it requires perfect men with unlimited resources to work it in a perfectly calm 
and favourable atmosphere- Since such perfect conditions are difficult to attain 
it is better to have a less perfect but more practicable scheme like the gold standard. 
“ The possibility of a gold exchange system being perverted to suit some corrupt 
purpose is very considerably greater than the possibility of the simple gold 
standard being sot perverted.” (Cannan.) 

if) A gold currency in circulation and convertibility of all other media of 
exchai^ into gold would inspire confidence and people would be encouraged to 
bring out their hoards of gold for investment which would promote the industrial 
and commercial prosperity of the country. 

(a.) Objections against a Gold Currency answered . — The people in India do 
not need gold for currency purposes. Their transactions being of small value, 
the rupee is better suited for their requirements. 

This is true of the bulk of the people who are small men engaged in small 
transactions. But this is no objection to gold currency. When in Akbar’s time 
the rupee was a standard coin, bulk of the people were using Copper Dams because 
of the very low level of prices and wages that then existed. So also now. Gold 
may be the standard coin, but the people in the villages may continue to use silver 
rupees for their purposes. The smallness of transactions is rather an argument 
for limiting the legal tender of the rupees and making them true tokens as required 
by the gold standard. 

Residents of towns and cities, and grain agents and larger zamindars in the 
country will use gold coins freely as they did fn the years just preceding the war. 
The large absorption of sovereigns during the period 191(> — 1914 led the Govern- 
ment to institute special inquiries about the exact use made of the gold. The 
mquiries of 1911-12 diowed that ‘ ‘ a very considerable portion of the gold absorbed 
in the Punjab was actually in circulation as currency, that in some cases better 
rates and terms could be obtained when gold was tendered in payment of produce 
than when silver was offered, gold thus being practically at a premium. ‘ The 
people preferred gold because it was less troublesome than silver money.’ The 
enquiries made in the Gujranwalla district showed that all the grain agents paid 
the zamindars chiefly in gold and that the zamindars paid their revenues in gold. 
‘ The zamindar prefers to have his price for the grain in gold as he can easily 
carry it, and easily exchange it, and if necessary, put it away. He shies at 
currency notes of any value as they cannot be easily exchanged and to receive 
payment in silver means cost of carriage and a greater risk of being robbed.’ 
Gold was- in short, preferred because it is money of higher monetary utility than 
silver. The enquiries made in Bombay showed that gold was not being hoarded 
or melted to the same extent as before, and that gold circulation was steadily 
increasing. _ The enquiries made in the United Provinces, Madras and Burma 
showed similar results.” Enquiries were again made in 1913-14 and the general 
cpnolusion of the Comptroller of Curi^noy was that “ in large portions of India 
sovereign is now entering largely into ordinary transactions in oases in which 
they ,are of sufficient size to make its use possible.” 

(b) .l^eople in India wo\jZd simply hoard gold coins . — There is no doubt that 
tuCTe is a certain amount of hoarding going on in India. In the absence of 
widespread banking people cannot but hoard their spare cash: ■ But the extent 
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to which the hoarding takes place is often exaggerated. The bulk of the people 
being miserably poor and perpetually in debt, have nothing to hoard. Men 
of substance in the country, e.g., Zamindars may have to hoard their spare cash 
in the absence of good banking service at home, but this is not inconsistent with 
their using gold as currency to the extent of their requirements. The extract 
given above shows that gold was being increasingly used as currency and was 
not disappearing into hoards “ like rain into the sea.” When after the out- 
break of the great war the sovereign went out of circulation it was merely a 
case illustrating the operation of Gresham’s law. The refusal of the Government 
to give soverei^s freely during the war merely intensified the hoarding habit. 
The habit is undoubtedly an evil, but it cannot be cured by withholding gold from 
the people. It can be cured only by giving them gold freely and creating banking 
facilities. Gold as a rare thing is prized and hidden away. Make it common 
as currency and its charm will be lessened. 

(c) Gold in reserves is a better support for exchange than gold in circulation. 
— True, but as it was pointed out by Sir J. Begbie ” gold in circulation was a 
better protection for exchange than token coins.” Again, banks would keep 
their reserves in gold only when gold became the currency of the country. 

(d) Gold currency was “ almost certain in the long run to militate against the 
use of notes.'' — Gold would certainly be preferred to rupee notes, but under the 
gold standard notes being freely convertible into gold this preference would be 
very much weakened and in the long run the greater convenience of the note was 
bound to telL 

(a) Gold currency was a wasteful luxury. — The first essential of a currency 
was that it must command people’s confidence. A currency that commanded 
such confidence would certainly serve better as currency than another which was 
legarded with suspicion. Such a currency cannot be described as a luxury. It is a 
necessity. It is the gold exchange system which is viewed with suspicion and 
works with friction that is really wasteful. In a single attempt to reach the 2 
shillings exchange the Government threw away 35 crores of India’s money. Can 
there be a greater waste than thisi These 35 crotres would have given India a 
gold currency and a true gold standard. 

Q. 5. — ^Wha should be charged with the control of the note issue and on what 
principles should control or management be transferred to the Imperial Bank of 
India, and if so, what should be the general terms of the transfer ? 

What provisions should be made as to the backing of the note issue ? 

What should be the facilities for the encashment of the notes 1 

What should be the policy as to the issue of notes of small values ? 

5. As stated above, Paper Currency should be put on a gold basis, i.e., made 
convertible into gold. The entire note-issue should be backed by a Paper Curreneg?- 
Reserve of equal value ; but the notes shall be deemed to have been issued on the 
credit of the Government of India as well as on the security of the reserve as 
now. The experiment of gold notes being now the reserve should be held more 
liquid than at present. 75 per cent, should be metallic, mostly in gold; 25 per 
cent, in securities at their purchase price. The securities shall be partly of the 
United Kingdom and partly of the Government of India, the former never ex- 
ceeding the latter. The securities of the United Kingdom shall be such that 
the date of their maturity is not more than one year from the date of their 
purchase. Of the securities of the Government of India not more than Bs. 12 
crores shall be created securities. To relieve seasonable stringency, in addition 
to these securities, the Paper Currency Reserve may hold commercial paper, matur- 
ing within 90 days and endorsed by Imperial Bank, of the maximum value of 
Rs. 12 crores — against which notes may be issued to Imperial Bank. 

Location of the Reserve. — The object of the Paper Currency Reserve being 
to support notes legal tender in India only, the whole of the reserve should be 
located in India. 

Chamberlain Commission’s recommendation should be carried out. ‘ ‘ We re- 
commend that the Grovernment should increase, whenever and wherever possible, 
the number of places at which the notes are encashable of right as well as the 
extra legal facilities for encashment. We think it would be desirable to univers- 
alize at once the notes of Rs. 500.” Such small notes as Re. 1 should not be issued. 
They afford no oonverdenoe to the public and are difficult to preserve. 

Paper Currency should continue to be controlled and managed by Govern- 
ment. Reasons : (1) People havfe greater confidence in Government than in 
Ban^: (2) The experiment of gold notes is new:' 
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Q . — ^Wihat should be the policy as to the minting of gold in India and 
the use of gold as currency ? 

Should the obligation be undertaken to give gold for rupees? 

6. The obligation to give gold for rupees should be undertaken; and the 
policy as to the minting of gold in India ana the use of gold as currency should 
be as follows : — 

(1) Indian mints should be thrown open to the unrestricted coinage of 

gold. 

(2) Two special gold coins — equal to Rs. 20 and Rs. 10 respectively (a 

mohur and a two-mohur piece — ^Mohur = 10 rupees) — ^be minted 
in India. These coins to be legal tender in India. No other 
gold coins to be legal tender. 

Special gold coins are recommended (and not British sovereign 
and half-sovereign) with a view to avoid repetition of a conflict 
with the British Treasury and the Royal Mint at London. 

(3) The Secretary of State should not intercept gold due tO' India by 

reason of the favourable trade balance. He should confine his 
sale of Council Bills to the realisation of the Home charges. The 
gold thus allowed to flow into India would feed the gold mints. 
Similarly in times of distress hoarded gold may be brought to the 
mint for coinage. 

(4) The Gold Standard Reserve should be located in India and held in 

liquid gold. 

(5) Gold should be given for rupees in India. 

(6) As far as possible Government should discharge its obligations in 

India in gold. 

(7) The rupees should be declared a limited legal tender up to a maximum 

of Rs. 50. 

(8) “ No fresh rupees should be coined until the proportion of gold in the 

currency was found to exceed the requirements of the public.” 

(9) Paper currency should be put on a gold basis. Gold notes to be 

issued in place of silver notes. 

(10) “ With the obieot of attaining the effective establishment of a gold 

standard and currency as above, the Government of India should 
husband its resources, exercise a resolute economy, and restrict the 
growth of its gold obligations abroad.” To; this end stores should 
be purchased in India and the services should be Indianised. 

Q‘ By what method should the remittance operations of the Govern- 
ment of India be conducted? 

Should they be managed by the Imperial Bank? 

7. The remittance operations of the Government of India should be 
managed by the Imperial Bank. 

Q. 5.-— Are any, and, if so, what measures desirable to secure greater 
elasticity in meeting seasonal demands for currency? 

^ Should any, and, if so, what conditions be prescribed with regard to the 
issue of currency against hundis ? ' 

8. The existing policy of issuing notes against commercial paper or 
bundles, of not more than 90 days’ maturity, endorsed by the Imperial Bank of 
India, of the total value of 12 crores of rupees, is desirable to secure greater 
elasticity in meeting seasonal demands for Currency. 

silve^? ^ SliO'kld any change be made in existing methods for the purchase of 

9. ^me change should be made in existing methods for the purchase of 

silver. Less of rupee coinage will have to be gone in for under the true gold 
standard. Therefore less of silver will have to be purchased. Silver should be 
purclia^d in small quantities from year to year to escape the clutches of the 
speculators. ^ 


APPENDIX 62. 

Statement of evidence submitted by Mr. B. Das, M.L.A., of Cuttack. 

Didia is emphatically of opinion that problems of stabilisation 
Lave too long been shelved by the dictates of 
British p^cy has Wn to see London the centre of world’s 
allow India a fr^ hand to shape its own policy in currency 
ultimate transfer of India’s Gold reserve frofii London to 
India and cessation of exploitatuon , of Inaa’s helpless financial situation by 
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British financiers and cabinet ministers. Indian commercial opinion has held 
similar views which has been recorded! in evidences of representatives of different 
Indian Merchants’ Chambers before various commissions dealing with currency 
problems in the past. The suspicion, that Whitehall wants strong control over 
the Indian Finance member and his policy of currency and that exchange is 
manipulated by dictation of Whitehall so that India gets the least advantage 
in her trade and commerce, is well grounded and has still to be controverted by 
the successive Finance members of the Government of India. The least that 
the present Royal Commission can do is to give freedom of action to future 
Finance members of the Government of India who can shape their financial 
policy for the good of India and the Indian taxpayers. 

2. The rupee can have one standard — ^the Gold Standard — ^being 1/15 of 
the Sovereign. India desires Gold Standard in the interest of her commerce 
and industry, and not the least of all, in the interest of her national dignity. 
India needs no manipulation in this direction to suit the taste of financiers and 
merchants of England. 

3. The present manipulated rate has been maintained at great odds by 
secret manipulations the history of which are buried in the archives of the 
Finance Department of Government of India and the Secretary of State for 
India at Whitehall. Concensus opinion in India wants the rate of 1/15 of the 
Sovereign. In the transition stage there are bound to be temporary disloca- 
tions, but no crisis can be worse than what India faced in 1920-21 when the then 
Finance member of the Government of India by stroke of pen bartered away 
India’s millions of reserves in London and justified his policy of high exchange 
by selling reverse council bills. India can Have no sadder disaster. Gold 
Standard can only permanently remove chances of recurrence of such disasters. 

4. A!s I have already observed, in Gold Standard lies the solution of the 
Indian currency muddle. I reiterate my observation in paragraph 1 that all 
Gold reserves shall remain in Indian Banks and State Banks in India. Too 
long has England traded on India’s Gold reserve. The Secretary of State will 
have no further control on India’s Gold reserve and the same should immediately 
be transferred to India. 

5. I have no objection to the transfer of the control of the Note to the 
Imperial Bank of India, provided that Bank fulfils all the obligations and 
duties of a State Bank. 

The Imperial Bank of India as at present constituted, though it has large 
Indian shareholders, is entirely European-controlled and European-managed- 
It has got too much rope from the State through the Imperial Bank of India 
Apt, 1920, and in spite of gilded bodies such as Central Governing Board or 
Local Advisoopy Boards with Indian merchant magnates on the same, its control 
and management are in the hands of a few interested — ^the vested interest of a 
few European employees of the Bank. Interpellations on the policy and 
management of this Bank are tabooed in the L^islative Assembly under rules 
and clauses in the armoury of the Finance member. The people of India look 
with great suspicion on the doings of the management of the Imperial Bank. Since 
its amalgamation it has gone on creating new posts for bank clerks of England 
and the number of European employees have alarmingly increased - 

The system of recruitment in England for superior services of the Bank do 
not allow equal opportunity to Indian young men to compete for them. The 
ring formed by British and European banks, for not giving facilities for training 
to Indian graduates in banking, is another drawback to Indians. Even the 
London branch of the Imperial Bank does not give proper facility for training 
to Inrli fl-n commercial graduates. Such policy of racial discrimination mixst be 
'done away with before the Imperial Bank can be made India’s State Bank. It 
should have Indian managing governors. It should train up Indian commercial 
graduates in England for superior services and by and by, the invidious dis- 
criminating policy in its services must be done away with. At present there 
are no Indians occupying Staff Appointments in the Imperial Bank of India. 
All these must go, and before the control of Note is given to the Imperial Bank, 
the Bank must function as a State Bank existing for the good of the State and 
the people of In'^a. I take this libertj to enclose copy of a bill I am anxious 
to see through in the Indian Legislative Assembly and the passing of which 
will bring the Imperial Bank nearer to a State Bank. The Bank handles without 
paying any interest the huge sum of 500 crores of rupees or more on behalf of 
the State. Before transfer of further power in ^ape of a>ntrol of Notes and 
transfer of India’s Gold reserve, the people of India desire to see its policy 
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controlled by the Indian Legislature. In fact, the Bank should be run as a State 
Department under the control of Indian Legislature. If necessary, the State 
may take steps to Rationalise the Bank at present market valuation. 

The Secretary of State 'will not exercise any control over the Imperial Bank 
of India when constituted as the State Bank. The Governor-General in Council 
with the guidance of the Indian Legislature shall shape its policy. 

Every facility should be given for the encashment of notes and notes of 
five rupees ahaH be the lowest denomination. I am against use of one-rupee 
notes as the villagers are adversely affected by their easy destruction from water. 
I have known tragic instances where hard-earned incomes of poor villagers — at 
time it does not exceed a ruj^ or two, becoming valueless under water. _ Members 
of the Commission as constituted — the Commission has no representative of the 
middle classes or the masses on its body— may not quickly grasp this tragic 
situation W let not masses suffer because a few people in the cities can have 
handy one^rupee notes in their coat pockets. 

Indian mints should be opened to coinage of gold and gold coins should be 
given in exchange of rupees. 

7. No money shall lie in the name of the Secretary of State for India, in 
London. All money shall be remitted through the Imperial Bank of India 
(constituted properly as the State Bank) in the name of the High Commissioner 
of India and the High Commissioner shall disburse all liabilities on the Indian 
exchequer. The Imperial Bank of India should not dabble in foreign exchanges 
dnd -will only operate for the State and for its clients. 

8- The Imperial Bank of India constituted as the State Bank of India 
should have power to issue emergency currency or adopt such methods as to 
mitigate stringency of currency due to seasonal demands. The Governing body 
of the State Bank shall be so constituted as to have on it representatives of the 
Government of India, of the Indian Legislature an’d of the industrial and com- 
mercial magnates of India. Due consideration should be given to the observations 
in his excellent note of dissent on the report of External Capital Committee 
wherein my friend Pandit Madan Mohan Malaviya, M.L.A.. has defined the 
policy and constitution of the State Bank of India. I have pleasure in recording 
here my full agreement to the same. 


\To he introduced in the Legislative Assemhly-'^ 

A Bill further to amend the Imperial Bank of India Act, XLVII of 1920. 

Whereas it is expedient to amend the Imperial Bank of India Act of 1920 
■for certain purposes hereinafter appearing; It is hereby enacted as follows : — 

1. — (1) This Act be called the Imperial Bank (Amendment) Act, 192 . 

Short Title & (2) It shall oome into force on such date as the Governqr- 

Commenoe- General in Council may, by notification in the Gazette of India, 
ment. appoint. 

2. After Section 10 (6) the following shall be inserted, namely : — 

lusertioi^ of New 10 (2) (^) That from the date of the promilgation of this .A.ct 
Section 10 (.?)(c) as amended, the total number of European officers shall 

(<i) in Act, 1920. not at any period exceed the number employed at the 

time of amalgamation of the Presidency Banks. 

(<^) That the London Branesh shall provide training for at 
least five Indian graduates from recognised Universities 
every year. 

3. In Clause (©) of Sub-section (1) of Section 28 of the Imperial Bank. 
Amendment of Act, 1920, after the words “ Central Board ” insert the words “ of 
Section 28 (I), whom one at least shall be an Indian.” 

Statement of Objects and Reasons. 

The Imperial Bank of India Act, 1920, was passed with a view to regulate 
the relations of the Secretary of State with the then Presidency Banks that were 
amalgamated with the Imperial Bank. This Bank now practically acts as the 
State Bank of India and enormous Government balances are entrusted to it. It 
is not unreasonable to ask that Indians might be given wider opportunities in a 
iWk of t^ kind. The Act as amended now will remove some of these standing 
grievances. 
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Demi-ofBcial letter No. 375 F., dated llth January 1926, from 
Mr. A. C. MoWatters, C.I.E., I.C.S., to the Right Hon. E. Hilton 
Young, P.C., D.S.O., M.P. 

There is one subject which was not discussed when I g-ave evidence before the 
Currency Commission and which the Commission are likely to desire to consider. It 
is the re-introduction of the one-rupee note. I think it would be convenient for the 
Commission to have before them the official correspondence on this subject, which 
I enclose. 


I. — Office Memoranda relating to the Retrenchment Committee’s suggestion that 

the issue of one-rupee notes should he abandoned. 

Office Memorandum hy the Government of India, Retrenchment Office, No, 742 R.E.T.^ 

dated 7th April 1923. 

“ Generally speaking, no solvent country, so far as we know, issues a note of such 
a small denomination as one rupee, and we think that if, as appears to be the case, a 
saving would accrue from the discontinuance of the one-rupee note, the issue of these- 
notes should be abandoned.”® 

Will the Finance Department kindly say what steps have been, or are being, taken 
to give effect to the above recommendation ? 

* Extract {rom Report of the Indian Retrenchment Committee. 

Memorandum from the Government of India, Finance Department, No. 648 F,, 
denied 14th April 1923, to the Retrenchment Office. 

The Committee’s recommendation raises a large question which requires careful 
consideration. It is proposed to examine it as soon as possible, but meanwhile, in 
order to effect as much saving in expenditure as possible during 1923-4, the Finance- 
Department have arranged to cut down new supplies of one- and ten-rupee notes and 
to continue re-issues of notes of the latter denomination. 

II. — Correspondence between the G-overnment of India, Finance Department, and 

.Chambers of Commerce, &c., in India. 

From the Government of India, Finance Department, No. 708 F., dated 24th April 1923, 

to all Chamhers of Commerce. 

I am directed to invite your attention to the remarks of the Indian Retrench.ment 
Committee on the question of the discontinuance of the one-rupee note. Para. 5 of 
the Committee’s report under the head “ Currency ” reads as follows : — 

“ We reproduce as Appendix A an extract from a note by the Controller o£ 
the Currency regarding the relative cost of the silver rupee and the one-rupee 
note, from which it would appear that it is more economical to use silver 
rupees than paper rupees. The one -rupee note was introduced as a war 
measure. Generally speaking, no solvent country, so far as we know, 
issues a note of such a small denomination as one rupee, and we think that 
if, as appears to be the case, a saving would accrue from the discontinuance 
of the one-rupee note, the issue of these notes should be abandoned.” 

2. The Government of India do not wish to trouble the Chamber on the subject of 
the relative cost of one-rupee notes as compared with silver rupees. The calculations 
quoted by the Retrenchment Committee were admittedly of a hypothetical nature, and 
the Government of India will themselves consider this aspect of the question in the 
light of all the information that is available, and after consideration of the report of 
the special officer who has been deputed to England to study the question of reduction 
in cost of note forms and the possibility of manufacturing or printing them in this 
country. There are, moreover, other factors which enter into the question of coat 
which have to be taken into consideration'; for example, a reduction in the number of 
note forms will appreciably reduce the cost of handling notes at the Currency Offices 
and will thus reduce the cost of Currency establishments. On the other hand, the 
substitution of silver rupees for notes will lead to an appreciable increase in the 

Ff 
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romittance -charges which are home by Qovenmieiit ; for example, in the last two 
””rs the greats? part of the finance of tte jnte crop m Bengal has been met by notes 
of the ten-rupee and one-rupee denominations which have been sent out to the jute 
dktricts If the one-rupee note were discontinued, some portion of the remittance 
would undoubtedly have to be in the form of silver, which is naturally much more 
exnensive Another factor which has to be taken into consideration is the extent to 
wMch the one-rupee notes in their booklet form, which is slightly more expensive 
than the single notes, have replaced notes of higher denominations. The question of 
relative cost, therefore, will involve very careful and detailed examination. 

3 The point on which I am to invite an expression of opinion of youi Ohamber 
is the value which, in the opinion of vour Chamber, is attached by commercial men and 
the public generally to the provision of paper currency of such a small denomination 
as one rupee. It is obvious that the question of the discontinuance of the one-rupee 
note cannot be decided on the question of cost alone. The Indian Retrenchment 
Committee, it will be observed, objected to the one-rupee note on grounds of principle 
also and the question of principle is undoubtedly an important one. On the other 
in a matter such as this the convenience of the pubhc reqiures to be fully 
considered. The notes in the booklet form are popular, and they have in fact been 
unable fully to meet the demand. There is the further point that the one-rupee note 
in the past was found useful as a substitute for silver when the price of silver was 
high and silver was difficult to obtain. It may, therefore be regarded as a useM 
reserve should similar circumstances arise again ; and the use of these notes, which is 
now more or less firmly established throughout the country, might be difficult to 
restore in time of emergency. 1 am to invite the opinion of your Chamber on these 
general aspects of the question. 


From J. K. Mehta,, Esq., M.A., Secretary, The Indian Merchants' Chamher, Bombay, 

No. T. 410, dated 26th April 1923. 

< Eegaxding the request of the Honourable Finance Member for an expression of 
views of my Committee on the advisability of continuing the issue of one-rupee notes, 
my Committee have discussed this question among themselves and have come to the 
conclusion that, whereas the preference by the community for currency notes of other 
denominations as against silver metallic coins is to be welcomed as making it easier 
for the Government to go over ultimately to the Gold Standard, the question of 
one-rupee notes should be examined on very different grounds from this. The chief 
points which occur to my Committee are : — 

(I) The cost of maintaining a continuous issue of one-rupee notes, which, they 

understand, at present involve an additional a,nd uncalled for burden on the 
tax-payer ; • 

(II) The convenience to the public of different classes. 

Regarding the question of convenience the consensus of opinion is that the 
present material used in ope-rupee note and its size involve considerable losses by 
these notes being either lost or tom or mutilated in their currency from hand to hand 
and in being carried about. The convenience in tearing out one-rupee notes for 
pTnall expenditure from the 25-rnpee note books for the middle and higher classes 
does not compensate for the losses iuEioted on the poorer section of the community 
in their use of this forni of currency or on the tax-payer in the cost of keeping up this 
form of currency. 

' From J. K. Mehta, Esq., M.A., Secretary, The Indian Merchants' Chamber, Bombay, 

No. T. 442, dated 5th May 1923. 

With reference to your letter No. 708 F., dated the 24th Apiil 1923, I am 
directed by my Committee to say that they have nothing to add to their letter No, 410, 
dated 26th April, addressed to your Department on the subject of the discontinuance 
of the one-rupee note. 


From Sagar Mai Barlalka, Esq.,, Honorary Secretary, Marwari Chamber of Commerce, 
' Calcutta, No. 119, .dated 7t7i May 1923. 

With reference to your letter No. 708 F., dated the 24tih April 1923, I am 
directed by my Committee to state that they concur in the opinion of the Indian 
Retrenchment Committee about the discontinuance of the one-rupee note, because 
•the public have to suffer much for its size, durability, &c. They wholeheartedly wish 
(that pne-J:ppse, no?ie sho.uld'.be discontinPei . 
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From the Secretary, Karachi Chamber of Commerce, No. 20 C.F. 1, 

dated 9th May 1923. 

I am’ directed to acknowledge receipt of your letter No. 708 F., dated the 
24th April 1923, on the above subject, and in reply to state that in the opinion of my 
Committee no disadvantage would accrue if, in the interest of economy, the one-rupeO 
note were abolished. Enquiries made by my Committee show that in some cases the 
abolition would be welcomed. 


From Messrs. Goculdas Jivraj Dayal and Harjivan Valji, Honorary Joint Secretaries, 
Bombay Native Piece-Goods Merchants' Association, No. 141, dated Sih May 1923. 

We are directed by the Managing Committee to acknowledge the receipt of your 
letter No. 708 F., dated the 24th ultimo, and state that after very careful consideration 
of the question, they are of opinion that one-rupee currency notes should be 
discontinued and silver coins be substituted for them. 

From the Honorary Secretary, Marwari Association, Calcutta, No. 104, 

dated 9th May 1923. 

I am directed by the Committee of the Marwari Association to acknowledge the 
receipt of your letter No. 708 F., dated the 24th ultimo, asking for the opinion of 
my Committee on the question of the discontinuance of the one-rupee note. 

My Committee note that the Government of India do not wish to trouble them 
on the subject of the relative cost of one-rapee notes as compared with silver rupees. 

My Committee agree with the Government that the question of discontinuance of 
one-rupee notes cannot be decided on the question of cost alone. On principle ihy 
Committee agree with the Indian Retrenchment Committee that a note of such a 
small denomination as one rupee should not be issued. 

As regards the value attached by the commercial men, I am. to mention that in 
making big trade payments the one-rupee note hardly finds a place, and what use is 
made thereof in making trade payments can with equal convenience be served by 
the one-rupee coins. The convenience of the public exhausts itself as soon as the 
one-rupee note is taken out of the booklet, and thereafter the handling of the one-rupee 
note becomes very inconvenient, and the note is easily liable to damage and loss.- 
In the muffassil, people are accustomed to put their cash in the loin cloths, and the 
one-rupee note does not conveniently yield itself to such treatment. Petty dealers, 
by the very nature of their occupation, have often to keep their hands moist or oily 
and dirty,*and the one-rupee note is very inconvenient to be handled by such persons. 
The large use made in recent times of the' notes of one-rupee denomination for jute 
payments referred to in the letter under reply is the result more of compulsion than 
of choice, inasmuch as the law compelled the seller and the creditor to receive such 
notes in payment of their dues. . 

My Committee have carefully considered the point that the one-rupee note in the 
past was found useful as a substitute for silver when the price of silver was high 
and silver was difficrdt to obtain, and it might therefore be regarded as a useful 
reserve. The question of substitute necessarily involves the question of principle 
to which I have already adverted. Furthermore, my Committee believe that the too 
lugh price of silver was due to the very abnormal conditions created by the war, 
which affected the whole of the world, and lasted for several years, and the like of 
which is not to be found in history. To continue a currency not sound in principle 
to meet such an abnormal contingency cannot be justified. The maintenance of 
the high price of silver has also been due to the operations under the Pitman Act, 
another emergency measure on account of the war, and which operations wiR cease 
within a very short time. 

In the circumstances, my Committee approve of the discontinuance of the one- 
rupee note. 

From the Honorary Secretary, Chittagong Chamber of Commerce, dated 

lOth May 1923. 

I have the honour to acknowledge receipt of your letter No. 708 F. of 24th 
ultimo, and am directed to say that the general preference seems to be for silver 
rupees. It is, however, the opinion of the Bankers here that the one-rupee note is 
handier for the public, and should not be discontinued. 
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From the Secretary, Burma Chamber of Commerce, dated 10th May 1923. 

In reply to your letter No. 708 F., dated the 24th April 1923, 1 am directed to 
say that the use of the one-rupee note has now become so well established in all 
large centres that its abolition would be extremely^ unpopular. It is far more 
convenient for bau dlTug than silver, and the early prejudice against it has not only 
disappeared, but there is reason to believe that it is more readily accepted than 
silver coinage. Its popularity will no doubt continue, provided no difficulties 
are placed in the way of the substitution of clean notes for those whicli have become 
dirty or worn. 

It is seemingly true that the one-rupee note remains unpopular in outlying 
districts, away from communications ; and, in fact, there are many parts where it 
has not been, and probably cannot be, brought into circulation. There is also a 
border line where its circulation is liable to abuse. 

3. Hwever, the principal circulation of money being in large centres, there 
seems to be no doubt that the majority are in favour of the retention of the one-rupee 
note, and this Chamber is opposed to its abolition. 

From the Assistant Secretary, MiUoiimers' Association, Bombay, No. 470-76, 

dated 15th May 1923. 

I am directed to acknowledge receipt of your letter No. 708 F., dated the 24th 
April 1923. 

My Committee are generally of the opinion that the one-rupee note, and more 
especially in the booklet form, is a great convenience to the public, and shows a 
tendency to grow in popularity. This tendency is probably not so marked among 
the labouring classes in the mofussil, amount whom the silver rupee is preferred 
at the present time. 

Among merchants and traders divergent views are given as to the extent of the 
note’s popularity, but there is general agreement that they could be improved. 

The objections to the note in its present form are — 

(a) The note is too small, cannot be handled efficiently, and is easily lost. 

. (h) The quality of the paper used is poor, and the notes are easily torn and 
• quickly soiled. 

Taking all the circumstances into consideration my Committee suggest that, in 
view of the growmg popularity of the one-rupee note, and taking into consideration 
the possibility of improving it as regards size and quality, the note should be given a 
further trial for five years before the question of its discontinuance is decided upon. 


From the Acting Secretary, Chamber of Commerce, Bombay, No. 1233-187, 

dated 17 th May 1923. 

I have the^ honour to acknowledge the receipt of your letter No. 708 F., dated 
the 24th April 1923, in which you request the opinion of this Chamber on the 
question of the discontinuance of the one-rupee note. 

2. I am to say at the outset that in so far as the economic aspect of this question 
is concerned, my Committee are strongly of opinion that the withdrawal from 
circulation of the one-rupee note is greatly to be desired, for, in their opinion, there 
can be no justification for the continuance of the issue of these notes having regard 
to the very favourable percentage of metallic backing that the Indian note issue at 
present possesses. 

3. Notes, of this sn^U denomination were originally issued purely as an emergency 
measure to cope with circumstances that my Committee consider will never 
"Occur a^ain to the same acute extent : and as the reserves of silver coin are clearly 
of sufficiently large dimensions to permit of the redemption— if need be— of this- 
class of note I am to say that my Committee have no hesitation in affirming that they 
should be withdrawn from circulation as soon as may be convenient. 

, , 4. I am to state that in the opinion of my Committee the withdrawal of small 
denomination notes is likely to increase the circulation of silver coin, a state of affairs 
most fluently desirable in India, where the illiterate section of the populace believe 
mat the free circulation of silver rupees is a sign of strength, in the position of the 
Government ; further, I am to add that notes of this denomination are invariably held 
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mainly by tbe poor and ignorant classes, and that therefore their withdrawal will 
remove to a ^eat extent the danger and inconvenience of a rush to exchange paper 
for currency in times of ernergencj’'. 

5. Finally, I am to point out that considerable inconvenience is experienced in 
many instances by the commercial community owing to the difficulty of “ shroffing 
these notes; also my Committee are of the opinion that the abolition of the one- 
rupee note would probably lead to an increase in the use of the five-rupee note, for 
the era of the one-rupee note has led to an extended use of paper currency, and for 
this reason they do not view at all seriously the theory that should the one-rupee note 
be nithdrawn it would be difficult to restore it in case of emergency. 


From, the Secretary, Bengal Chamher of Commerce, Calcutta, No. 1534-, 

dated 29th May 1923. 

T am directed to acknowledge the receipt of your letter No. 708 F., dated 24th April 
1923, on the question of the proposed discontinuance of the one-rupee note. 

2. You refer to the remarks which were made by the Indian Retrenchment 
Committee on this question. It appeared to the Retrenchment Committee, fr o m 
■certain figures which had been put before them by the Controller of Currency, that 
it is more economical to use silver rupees than paper rupees. They accordingly- 
suggested that the one-rupee note should be discontinued. In support of the 
suggestion they mentioned that the note was introduced as a war measxare ; and that, 
so far as was known to them, no other solvent country uses a note of so small a 
■denomination. 

3 ^ You indicate that the question of cost will be dealt with by the Government in 
the light of information that they are now collecting. But you ask for an opinion 
frorn^ the Chamber as to the value which is attached by commercial men, and the 
public generally, to the provision of paper currency of such a small denomination as 
one rupee. In reply to this request I am to say that the Committee of the Chamber 
•agree with the Government that the question of principle which the Retrenchment 
Committee raise is of importance, and is therefore worthy of consideration. They 
doubt, however, if it is correct to suggest that the use of a note of so small a 
denomination is a sign of a bankrupt Government. For it is, they believe, a fact 
that the French Government and the Government of the Straits Settlements use 
notes of much smaller denominations. Moreover, it must be borne in mind that 
proportionate to the living expenses of the mass of the people a one-rupee note in 
India is not really very far short of the equivalent of a 10a. note in the United 
Kingdom. 

4. When the proposal to introduce the note was put forward six years ago the 
Committee of the Chamber, although they wished to support it strongly, pointed out 
that there was a possibility of danger, for the innovation was being made at a time of 
great national crisis. The Government of India were themselves also apprehensive 
that the issue might have a greatly disturbing effect, seeing that a rise had occurred 
:in the price of silver, and that silver currency -was generally believed to be scarce. 
But the result of the experiment fortunately showed that these fears were without 
foundation. The note was readily accepted, and tbe Government must have been 
relieved to find that it so quickly became popular, especially in the jute districts. It 
now seems to be thoroughly well established, and its popularity is sufficient evidence 
-of its value to the public. As must be clear to everybody, it is infinitely more 
■convenient, and less cumbersome to carry and to handle, than the silver rupee. 

5. This being the position, it may be safely affirmed that veiy great value is 
.^attached to the one-rupee note by commercial men, and the public generally, in tbip 
province. The Committee of the Chamber would be decidedly opposed to its 
■withdrawal, for they have always been, and stiU are, advocates of the extension of the 
use of the paper currency. They are consequently glad to see that the one-rupee note 
has so readily found acceptance ; and they would advise the Government not to throw 
.away the advantages which have been thus gained. The situation at the moment is 
.admittedly different to that which existed in 1917 when the note was introduced. But 
•the need may arise again in the future, and it may be that confidence would not be so 
f^easily secured a second time. 
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From Bar Sahib Bidhu Bhusan Uhatterjee', Assistant Secretary, Bengal Mahajan Sabha,. 

Calcutta, dated 31st May 1923. 

With refsreiice to your circular letter No. <08 1., dated the 24tli April 1923) 
inviting opinion on the question of the discontinuance of the one-rupee note, I have to 

• state as follows : — 

The Sabha has not taken into consideration the disputed point regarding the 
relative costs of the silver rupee and the one-rupee note as directed by your circular, 
nor has my Chamber gone into the question of the relative costs of remittance of the 
said two fo rms of currency which in our opinion is a hypothetical matter. 

The opinion of the Sabha on the general aspects of the questions is as follows : — 

1. The rupee note, although more portable, has corresponding disadvantages for 
which it does not find favour with the cultivators, farmers, boatmen, manghis, and 
fishermen, dealers in country produce generally, and with the merchants and 
shopkeepers in mofussil towns and villages, some of the principal reasons being 

■ that the one-rupee note gets soiled and torn very soon in handling — the farmers andi 
labourers do not as a matter of fact manage to keep the notes clean even for a 
comparatively short time. It becomes very difficult in the villages to get such soiled 
and partially tom notes accepted by the villagers and labourers themselves, with the 
result that these notes have to be sent to the Currency in Calcutta for renewal at 
•considerable cost, inconvenience, and delay. 

2. The cultivators, labourers, fishermen, and even petty shopkeepers always carry 
the notes about their person tucked up somewhere iu their loin clothes, as they have 
not boxes or bags or any other safe places, even at home, to keep them. These notes 
consequently get oily, dirty, wet, and torn when the farmers, manghis, and boatmen 
and fishermen are at work in the rains in the water-logged fields, or having their 

• daily ablution. 

3. These notes, being very light and small, more often get lost (blown away by 
wind and affected by rain, water, damp, and moisture) than the silver rupee, and that 
is one of the reasons why people like the one-rupee notes in the booklet form. So far- 
as the information of my Sabha goes, the booklets have found favour with business 
people in towns and the travelling public only, and not with the labourers, agricultural 
classes, and petty business people, who form by far the vast majority in Bengal. 
My Sabha does not consider that the rupee notes have become firmly established 
throughout the country, but, on the contrary, are still looked upon with disfavour by 
the masses. 

4. The villagers and other mofussil residents look on the silver rupee with more 
-confidence and favour, and the fact that the disadvantages as stated above do not exist 
in the case of the silver coin is one of the reasons for its popularity. 

5. The poorer classes of His Imperial Majesty’s subjects have to handle the rupee- 
notes oftener and very seldom have occasion to handle notes of higher denomination 
and consequently the disadvantages enumerated above cannot equally apply to notes 
of all denominations. 

My Sabha recommends, therefore, the withdrawal of the one-rupee paper notes and 
the universal circulation of silver rupees. 

From the Secretary, Upper India Chamber of Commerce., dated 31st May 1923. 

I pi directed to refer to your No. 708 F. of the 24th April 1923 on the subject of 
the discontinuance of the one-rupee note. _ 

Opinion as to the usefulness and as to the desirability for the continuance of the- 
issue of these notes is so divided that it may be said that it is immaterial whether the 
one-rupee note is discontinued or not. 

On the whole, howevei', opinion inclines in the direction of letting the one-rupee 
note alone'; to issue it and to see how the continued demand for it regulates itself. 

From the Secretary, Punjab Chamber of Commerce, Delhi, No. 464, dated 

Ath June 1223. 

In reply to your letter No. 708 F., dated the 24th April 1923, 1 am directed to- 
mfonn you that my Committee has cpefully considered the several points indicated 
in your letter upon which an ppression of the opinion of this Chamber is invited, 
and, while the question of principle has been given due. weight, my Committee* has- 
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■endeavoured not to neglect the prominence due to other factors, which are dealt with 
below : — 

1. The one-rupee note is popular in commercial and industrial circles, as a 

medium for the easy and safe storage, accounting and distribution of money. 
It is apparently popular with all classes of the public, particularly in the » 
booklet form. 

2. Withdrawal of the one-rupee note from circulation and a return to the various 

inconveniences experienced when coined rupees have to be carried, stored, 
and generally dealt with, would probably be considered inimical to 
convenience by a large section of the public. 

3. Purchases of silver by Government must always tend to raise the price of that 

metal, which is also at times diflScult to obtain in the large quantities 
required, and the utility of the one-rupee note in cheapening the price of 
silver while employed as an acceptable substitute for it has been proved by 
experience. 

4. It is conceivable that emergencies may arise in which Government will 

require to have recourse to the re-establishment of the one-rupee note to 
replace coined rupees in circulation, and the vogue now accorded to the 
one-rupee note will be difficult to establish again. 

5. The utility of the one-rupee note in diminishing hoarding is not touched- 

upon in your letter, and I am consequently instructed to do no more than 
mention the point as worthy of consideration. 

6. The only real argument against retention of the one-rupee note is that of 

economy, and whilst this Chamber is very anxious for Government to 
reduce expenditure in every possible way, my Committee is not convinced 
that much or any saving would be effected in the budgets for this and many 
succeeding years by the purchase and cost of minting silver to replace 
one-rupee notes now in circulation. 

'7. The one- rupee note serves a useful purpose in educating agriciilturists and 
others in the districts as regards the value of paper replacement of coin, 
which should be encouraged, as leading to an extension of the use of notes 
of larger value, and ultimately to cheques, bills, &c., and the banking 
facilities demanded by civilised populations. 

In conclusion I am directed to inform you that the following resolution was passed 
by my Committee at their meeting held bn the 26th May 1923 : — 

“ Resolved that Government be advised that this Chamber is in favoui' of the 
retention of the one-rupee currency note.” 

From the Vice-Chairman, Madras Ghamher of Commerce, dated 6th June 1923, 

I am directed to acknowledge the receipt of your letter No. 708 F., dated 
the 24th April 1923, relative to the above subject, and to make the following 
•observations : — 

Although the Re. 1 note issue was introduced as a war measure it has since 
■established itself, and on the reports received from time to time by members of the 
Chamber its popularity is increasing throughout the Presidency. The convenience of 
the one-rupee notes is appreciated by the general public and particularly by the 
trading community, who find them cheaper to move than silver rupees. 

If, as appears to be the case, peculiar conditions in India are such that notes of 
smaller denominations than are usual in some other countries are found to be a 
convenience to the public, the Chamber does not see any objection in principle to 
their issue provided a strong backing is maintained. ^ . 

A currency that can easily be transported from place to place is essential in a 
widespread country like India, and a note issue meets this, but the previous notes 
were too big in value for the petty payments required, so heavy consignments of silver 
had to be sent up-country. The 26-rupee books seem to just meet Ae need. They 
are practically Rs. 25 notes that can be split up into rupees if and when required. 

Having regard to the facts as stated above, I am directed to advise you that this 
■Chamber is strongly in favour of the continuance of the issue of the one-rupee notes. 

From the Honorary Secretary, Narayanganj Chamber of Commerce, Narayanganj, 

dated Qth June 1923. 

■ In reply to your • communication No. 708 F., dated 24th April, I am directed to 
put before you the views of this Chamber, which represents particularly the raw jut© 
-trade, on the above question. 
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With regard to para. 5 of the Retrencbraeat Committee’s report under heading- 
“ Currency,” my Committee find it difficult to bring their views to coincide with 
those expressed therein, namely, “ that it is more economical to use silver rupees than 
paper rupees.” The Committee also are unable to agree that no note of such small 
. denomination as the one rupee is issued by other and solvent countries. 

2. Whilst recognising that economy, by reduction of establishment, &c., could be 
efEected by the discontinuance of the rupee note, my Committee are strongly of the 
opinion that the restoration of the silver currency would bring with it much additional 
expenditure, which would more than counterbalance such saving, and that subseqtient 
economy would be improbable if not impossible. 

3. In the jute growing districts of Bengal the rupee note has shown itself to some- 
extent a measure of safety to small traders, and a substantial obstruction to crime 
(robbery, &c.). 

4. Apart from a considerable increase in remittance charges, the silver rupee 
currency would necessitate additional cost of extra police protection for the coin in 
transit, and also of means necessary for such conveyance, i.e. boxes, bags, seals, &c. 
There is little doubt but that the former activities of dacoits in tlie outlying districta 
and on the rivers would be quickly revived. 

5. In the event of a shortage of silver during the currency of the silver rupee, 
hoarding would no doubt again become a common practice. 

6. Undoubtedly, in the settlement of the whole question, the convenience of the- 
public should be first considered, and in this event my Committee are of opinion that 
no argument against the continuance of the note currency could be entertained. This 
Chamber is therefore unanimous in strongly urging its continuance. 

From H. Waddington, Esq., Searetary, United Planters' Association of Southern India _ 
Goimhatore, No. 1593, dated 9th June 1923. 

The attention of this Association having been drawn to the fact that you were 
inviting opinion on the question of discontinuance of the one-rupee ‘ notes, I am 
instructed by the Executive Committee of this Association to advise you that the 
Planters in Southern India are very strongly in favour of the issue of these notes- 
being continued. 

The relative value of the rupee note as gauged by average daily wage with that 
of the 10s. note at Home must be ve^ similar, and provided a sound backing 
maintained there appears to be no objection to the issue of a note of such a small 
denomination in a coxmtry in which conditions are similar to those in India. 

The cooly population in planting districts is now educated to the use of these- 
notes, and no case of attempt at charging a discount on them bfl.H come to our 
knowledge for some years ; ffiey are more easily handled than silver and a great, 
convenience as regards transport to both planters and petty traders. 

From the Honorary J oint Secretaries, Madras Piece-goods Merchants' Association 
(ined.). No. R.C. 25, dated IMh June 1923. 

We have the honour to enclose herewith a copy of the resolution passed at a. 
meeting of the Executive Committee of our Association held on Saturday, the 9th 
instant, regarding the discontinuance of circulation of one-rupee notes for your 
consideration. 

We have to add that a Mahazar Petition signed by several influential business men. 
of this place has_ been addressed to us regarding this matter and we enclose a copy 
of the same herein. 

Proceedings of the Executive Committee of the Madras Piece-goods Merchants' Association 

met at4:p.m. on Saturday, QihJune 1923, under the presidency of M. R. Ry. B.. 

Venkatasubhayya Ghetty Qarti. 

® ® » Sg 

VII. Read “Mahazar,” dated 29th May 1923, from Messrs. K. Haji Khader- 
.Batcha Saheb and Company and 15 other members of the Association suggesting the 
passing of a resolution requesting the G-overnment of India to discontinue one-rupee 
notes from circulation. 

Resolved that in view of the fact that the circulation of Re. 1 notes is a matter 
«£. considerable inconvenience to the business and general public and that the- 
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discontinuance of the same would save the Government much expense in printing 
and paper, and in view of the changed conditions in the bullion market as compared 
to those that necessitated the issue of these notes of small denominations, this 
meeting of the Executive Committee of the Madras Piece-goods Merchants 
Association requests the Government of India to arrange for the discontinuance of 
these notes. 

(Sd.) B. Venkata SDBBAYTA Chettt, 

Chairman. 

To the Honorary Joint Secretaries, The Madras Piece-goods Merchants' Association^ 

Madras, dated 29th May 1923. 

Dea-r Sirs, 

It is an admitted fact that one-rupee note is a troublesome thing to the public 
in general and to the merchants in particular. Every one of us feels how inconvenient 
it is to preserve and count these small notes. With reference to this matter the 
following telegram from Bombay was published in the Daily Ex'press, dated 23rd 
May 1923, morning edition : — 

Bombay, 21st May. 

“ The Indian Merchants’ Chamber favour tbe discontinuance of the issue of 
one-rupee note on the ground of additional expenditure involved for 
maintaining continuous issue and inconvenience for use to public at 
large. — A. P.” 

In view of the above circumstances we the undersigned members of the Association 
request that a similar resolution may be passed in any one of our meetings and 
submitted to the Imperial Government as soon as possible. 

Yours faithfully, 

(Sd.) K. Haji Khader Badsha Sahib & Co. 

Md. Abdul Vahab Sahib Khaja Murtdza Hussain Saheb & Co. 

H. H. Md. Abdul Azeez Sahib & Co. 

K. A. ELiJi Abdul Shakoor Sahib & Co. 

R. T. N. Sted Abdul Wahab Sha Saheb & Co. 

Shop Haji Madae Sahib & Co. 

C. S. Abdul Razzaox Mian Saheb & Co. 

V. M. Burandeen Sahib and Sons. 

G-ulam Easool Khan Saheb & Co. 

Ohittooe Sowoar Syed Mie Hussain Saheb and Sons. 

V. Sringaravelu Chetty & Co. 

K. Shaik Meeran Sahib & Co. 

V. Md. Azam Sahib & Co. 

V. Abdul Khuddus Sahib & Co. 

H. H. Md. Abdul Basith Sahib Sc Co. 

From Sir M. G. T. Midhia Chetty, President, SonJthern India Chamber of Commerce^ 
Madras, No. 172, dated IQth June 1923. 

I have the honour to reply to your letter No. 703 F., dated 24th April 1923, on 
the above subject, as under : — 

My Chamber is in favour of the discontinuance of the one^rupee currency note. 
The reasons adduced by the Retrenchment Committee for such discontinuance appeal 
to US strongly. So far as the Chamber is aware, Indian commercial opinion on thi& 
side, and also the public generally in this part of the country, do not attach much 
yalue to the provision of paper currency of such a small denomination as one rupee. 
For political considerations as well, it is desirable to abolish the paper rupees and 
encourage the use of ' silver rupees in their stead. For ordinary rupee transactions^ 
buyers and sellers would, in our opinion, prefer to handle the time-honoured coin 
made of the precious metal to the bit of sHppery paper known as a rupee note. Nor 
do the booklets of these notes enhance their popularity in any way. These books 
are wire-stitched and not well perforated, with the result that it is not easy often 
to detach individual notes from the booklets. We do not believe that when silver 
is difficult to obtain these pieces of paper ■will really be taken as a satisfactory 
substitute. We do not contemplate a contingency when the Government of India 
will neither be able to obtain sufficient gold nor sufficient ^ silver for circulation in 
order to maintain public confidence. But if such a contingency does happen, the 

Gg 
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present one-rupee note will by no means be found to be a useful or a safe reserve. 
In any view of tbe matter we have no apprehension that the proposed discontinuance 
of one-rupee notes will cause any inconvenience to the commercial or the general 

public. 

From the Honorary Secretary, Bengal National Chamber of Commerce, Calcutta, 

No. 495 M. 3, dated ISth J une 1923. 

I have the honour to acknowledge receipt of your letter No. 708 F., dated the 
24th April 1 923, on the question of the discontinuation of the one-rupee note. Tn 
reply l am instructed by the Committee of the Bengal National Chamber of Commerce 
to state as follows : — 

(1) The Committee have carefully considered the arguments for and against 
the circulation of one-rupee notes that were adduced at the time when the question 
of issuing one-rupee notes was discussed in the Imperial Legislative Council. The 
objection to its introduction was that it would not be acceptable to the masses, who 
often carry a few rupees about them and have to work in fields where they stand in 
water and get wet in rain. It was, moreover, urged that these notes would get soiled 
very soon. But the Government of India overruled the objections and issued 

notes. It was even apprehended that the issue of a note of such small 
denomination at a time of crisis like the world-war would rouse some suspicion in 
the public mind. But these notes have been accepted generally by the public. 

(2) The Committee axe aware that in France, Italy, Egypt, and Ceylon notes of 
fttnall denomination are in use. But they have noticed that the poorer classes in 
India prefer the silver coin to the one-rupee note, which is easily soiled or lost. In 
the mofEusil it is diflSicult to change soiled rupee notes, 

(3) On the other hand these notes are of great advantage to commercial people 
who have to send remittances to rice and jute districts, where they can be remitted 
at less cost and risk. 

(4) Considering the points discussed in the foregoing paragraphs and also keeping 
in view that the use of these notes is now more or less firmly established throughout 
the country, the Committee would not recommend the discontinuance of one-rupee 
notes, but would insist upon metallic reserve against the notes being always kept in 
India. 


From the Secretary, East India Cotton Association, Limited, Bombay, 

No. 5727 Gl. 1, dated 25th June 1923. 

I am directed to acknowledge receipt of your letter No. 708 F., dated the 
24th April 1923, and also subsequent reminder No. 942 F., dated 5th June 1923, 
in which you request the opinion of the Bombay Cotton Trade Association on the 
question of discontinuance of the one-rupee note. The Bombay Cotton Trade 
Association having ceased to function, the letter under reference was passed over to 
my Association, which now controls the cotton trade of Bombay. 

2. My Board have considered the question in all its bearings and acquiesce in the 
views expressed by the Indian Retrenchment Committee in relation thereto and also 
accept the recommendation made by that Committee that the issue of these notes 
should be abandoned. My Board are opposed to tbe continuance of the one- rupee 
note in so far as the economic aspect of the question is concerned, as they do not see 
any warrant for its continuance considering the very favourable percentage of metallic 
backing that the Indian note issue at present possesses. 

3. The issue of the small denomination note was an emergency measure devised 
to meet certain circumstances created by the Great World War. From the point of 
view of practical utility these notes get soiled in no time in the course of circulation, 
and the cost of reproducing them for replacement of those withdrawn from circulation 
is rather heavy and which my Board consider should be avoided. 

4. Too much is made of the convenience offered to a certain class of the public 
by one-rupee notes, especially in book form. My Board do not agree with this and 
think that the importance given to this convenience is exaggerated. No solvent 
important country in the world has currency notes of such small value as Re. 1, and 
my Board are unanimously of the opinion that the Rs. 5 note is the correct minimum 
value current^ note suitable to India in normal times. 
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5. Against the comparatively small convenience of the class referred to in the 
paragraph above, my Board would like Government to consider the great loss to the 
agriculturist and the population in rural areas, who is continuously being miilcted 
of discounts (small and big) by the village when the one-rupee note (so liable to be 
soiled and tom and worn out) is offered to be changed into silver and copper or to 
be accepted against debts. In view of what is said in para. 3 above, it is not feasible 
to print the one-rupee note on stronger or better paper. And therefore my Board 
have no hesitation in urging Government to accept the recommendations of the 
Retrenchment Committee in regard to the discontinuance of the one-rupee currency 
note. 

From the Hon. Mr. W. P. Barton, C.S.I., G.I.E., Resident in Mysore, No. 7312 — 166, 

dated 12th September 1923. 

At the instance of the Government of Mysore, T have the honour to forward, for 
the consideration of the Government of India, a copy of a letter dated the 8th July 
1923, addressed to the Mysore Government by the Honorary Secretary to the 
Combined Mysore Planters’ Associations in regard to the desirability of retaining the 
one-rupee currency note. 

Letter from the Honorary Seeretai'y to the Combined Mysore Planters' Associations to 
the Chief Secretary to Government, dated Sth July 1923. 

T have the honour to bring to your notice that at a combined meeting of the South 
Mysore, North Mysore and Bababudin Planters’ Associations held at Chikmagalur on 
28th June, a resolution was passed to the effect that the Government of Mysore be 
approached with the request that it would urge most strongly upon the Government 
of India the desirability of retaining the one-rupee currency note, the abolition of 
which is at present under consideration. 

In planting districts very large sums in the aggregate are distributed weekly in 
small individual amounts amongst the labour force for essential purchases in the 
bazaars, and the one-rupee currency note is the most convenient form to all concerned 
in which these payments can be made. There is now no prejudice against the note 
and its abolition would be unnecessary and unprofitable hardship. Even if there are 
parts of India where there is no demand for the note there appears to be no 
satisfactory reason why other parts should be denied its circulation. 

I therefore have the honoxir to request that the Government of Mysore will add 
its powerful influence to the representations already being made and will urge most 
strongly upon the Government of India the retention of the one-rapee currency note. 

From Lala Pannalal J ainy, Honorary Secretary, Delhi Piece-goods Association, 

dated 21st September 1923. 

I am directed to invite your attention to your letter No. 708 F., dated the 
24th April 1923, which you circularised to various commercial bodies inviting their 
opinion on the question of discontinuance of the one-rupee note. In the first instance 
I am directed to protest respectfuUy though emphatically against the ignoring of my 
Association in this matter. This Association is the oldest commercial body in Delhi 
and represents all the important merchants of Delhi, Cawnpore and Amritsar dealing 
in foreign piece-goods, which is the mainstay of Indian trade. Formerly we used to 
receive all such communications, sometimes directly from the Government of India 
and sometimes through the local Government; but in this particular matter both 
apparently considered it beneath their dignity to consult this Association. I need 
not emphasise that the inflation of currency which is the natural result of issuing 
a note of such a small denomination as the one-rupee note affects the importers of 
piece-goods to a very high degree. 

Anyhow my Association has deemed it desirable to place its opinion, though, 
uninvited, at the disposal of the Government of India with aR the emphasis at its 
command against the continuance of the one-rupee note, - The pubHc at large has no 
liking for it. It has been found times out of number that whenever a person has to 
effect a certain payment while in possession of both the silver rupee as well as the 
one-rupee note, he would do so by getting rid of the latter first. Hence the rapidity 
of circulation of the one-rupee note, which has been misunderstood by some to mean 
that the one-rupee note commands respect at the hands of the public generally. But 
the truth lies t£e other way. 
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Moreover, the one-rupee note is eminently unsuitable for circulation amongst 
lower classes whose mode of livelihood does not permit them to carry it in safety. 

The one-rupee note is regarded by some as insanitaiy too. They urge that it takes 
germs from house to house and town to town. 

* The one-rupee note is doubtless convenient to the educated person. He would 
certainly prefer to effect payments through the one-rupee note inasmuch as it is 
lighter. But he too is sometimes embarrassed. He has to pay for necessaries which 
are commonly procurable not from educated persons like himself but from illiterate 
persons who are averse to accepting the one-rupee note. 

It is an open secret that education has not yet penetrated the Indian masses, who 
are in the habit of judging the strength and stability of the Government by its 
currency. The prestige of any Government taking to paper currency of such a 
gTYigll denomination as the one-rupee note suffers according to them. 

My Association fully endorses the view that the issue of the one-rupee note should 
be treated as a reserve for emergencies such as those of war and shortage of silver. 
“Generally speaking no solvent country, so far as we know, issues a note of such a 
small denomination as one-rupee .... the issue of these notes should ” therefore 
“ be abandoned.” 


HI. — Correspondence between the Government of India and the India Office. 

; Despatch from the Qovernment of India, Finance Department, to the Secretary of 
State for India, No. 19, dated IQth August 1923. 

'We have the honour to address Your Lordship on the (^^uestion of the discontinuance 
of the one-rupee note. This CLuestion was considered by the Inchcape Committee, 
and in pursuance of the recommendation of that Committee we addressed the 
principal Chambers of Commerce in India and enclose copies of their replies. Your 
lordship will observe that considerable difference of opinion exists as to the 
desirability of continuing the issue of these low value notes, practically one-half of 
the more important Chambers being in favour of abolition and one-half in favour of 
retention. The question is clearly one in which the issue is finely balanced. We 
have given the most careful consideration to the arguments on both sides, and we are 
satisfied that the balance of advantage is on the side of discontinuance. 

2. On the question of the relative cost of keeping in circulation one-rupee notes as 
compared with silver rupees over a long period of time, we do not think that any 
definite conclusion can be reached in view of the indeterminate character of the data. 
The Inchcape Committee, it is true, quoted certain figures, which had been prepared 
mainly with the object of illustrating the difficulty of arriving at any definite 
conclusion on this point, but, as already stated, the data are indeterminate and there 
are other factors affecting the question of relative cost which were not fuUy 
considered by the Committee. There is, for instance, the possibility of a reduction 
in the present cost of the one-rupee note which might result from the transference of 
the printing of the notes to India ; we understand that Colonel Willis is satisfied that 
a considerable reduction in cost could be effected by this means. Further, we have 
to consider the extra cost which, if the one-rupee note were abandoned, would be 
incurred in remittances of silver coin and in the handling of coin at the Currency 
Offices and Tr^suries. On the other hand; we have to take account of the large 
saving in establishment which would result in our Currency Offices, where at present 
■the handling and cancellation of over 200 million small value notes in each year are a 
source of great expense. We have further to remember that the one-rupee note in its 
booklet form, which is the more popular, largely takes the place of five-rupee and 
ten-rupee notes, the issue of which- is, of course, much more profitable to Government. 
It has been estimated that not less than 50 per cent, of the one-rupee booklets take 
the place of higher value notes. From such information as is available we have 
calculated that the extra cost of remittance and handling of coin may roughly be set 
off against the savings which would result in establishments at the Currency Offices, 
and although we attach considerable importance to the argument mentioned above 
ihat the ope-rupee notes in the booklet. form largely, take the place of notes of higher 
values,, we are not prepared to say definitely that in the. long run the one fprip of 
currency is demonstrably more economical than the other. • It must, . howeve?, ■ .bP 
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iDorne in mind that by the abolition of the one-rupee note we should obtain in the 
near future an appreciable reduction in our payments for note forms. The one-rupee 
notes, which represent little more than 6 per cent, of the total note circulation, cost at 
present not less than £100,000 annually, which is nearly one-third of the total cost of 
our note forms. They will be replaced only in part by notes of higher values and, 
consequently, we should be able to count upon a large saving in the cost_ of our 
currency note forms for a number of years. This will be an appreciable relief to our 
finances at the present time. There would be no necessity for further coinage of 
rupees for some time to come in view of the large stocks of silver coin which we now 
hold. The gradual absorption of some 6 or 8 erores of silver rupees would still leave 
us in a very strong position qua stocks of silver. 

3. Turning to the more general question of policy, we think that great importance 

should be attached to the fact that it is mainly the upper and middle classes in the 
towns, the professional and commercial and, to some extent, the industrial classes, 
who appreciate the convenience of small paper money, while the great mass of th^ 
population, especially the agricultural classes and those in outlying districts, 
unquestionably prefer silver coin. It is not merely that the silver rupee has an 
intrinsic value of its own and has for generations been regarded as a symbol of the 
credit of Government, but in the conditions of Indian life, clothing and climate, silver 
•coin is more easy to carry and less liable to destruction and injury from insects and 
damp. At certain seasons of the year and in certain parts of the country we have 
evidence that these notes are quoted at a discount as compared with silver rupees. It is 
true that in Bengal, in connection with the movement of the jute crop, the one-rupee 
note has rapidly attained popularity, and this probably accounts for the fact that not 
only the Bengal Chamber of Commerce, but the Bengal National Chamber of Commerce, 
and the Narayanganj Chamber of Commerce, are in favour of its retention. But 
here again we must differentiate between the jute merchant and dealer and the actual 
cultivator. The former classes undoubtedly find it convenient to obtain the necessaiy 
funds at the treasuries in the jute districts in the form of ten-rupee and one-rupee 
notes, with which they can make payments to the cultivators without having to carry 
-about large quantities of silver rupees, but it is open to question whether the 
cultivators themselves would not prefer to be paid in silver they accept small paper 
money mainly because it is the form of currency which is most readily available. 
This sibilation arises because the demands for the particular forms of currency 
required for the jute crop are made to the Oun-ency Department through the banks 
at the request of large jute firms and dealers. It is therefore not a conclusive proof 
cf the popularity of the one-rupee note in the jute districts that they are so largely 
used af present in payment for the jute crop. We think that in a matter of this 
kind it is of great importance to take account of the desires of the great mass of the 
population, and we believe that in India generally the bulk of the population prefers 
the silver rupee. * 

4. One argument which has been used in favour of the retention of the one-rupee 
note is that it might be difficult to re-establish its use in time of emergency, and that 
therefore it would be unwise to abandon the advantage which has been already 
gained. We do not attach great importance to this argument. We think that, 
should ati emergency arise, it should be no more difficult to_ re-establish the use of 
small paper money than it was to introduce it in the first instance. It would, of 
■course, be some time before the one-rupee note disappeared entirely from circulation 
since we do not propose the withdrawal of these notes but merely the discontinuance 
•of their issue. We are much more impressed with the argument which has been 
used on the other side that in time of emergency the existence of a large quantity of 
small value notes in the hands of the poorer and more ignorant' portion of the 
population would constitute a danger, as it is just these people who would hasten to 
■convert their small notes into coin at the earliest opportunity. _ We think, therefore, 
that while the introduction of the one-rupee note was of some assistance in meeting the 
silver difficulty during the war, the existence of these notes in circulation, so far from 
being an advantage, would constitute a positiye danger if a similar crisis arose again. 

5. The argument against discontinuance which merits rnost attention is that the 
■existence of these notes leads to thrift apd discoimages hoarding of coin. If it could 
•be proved that the recipient of one-rupee notes is more Reposed to invest them in 
savings banks, cash certificates, or co-operative credit societies, we -would admit that 
there is considerable force in this ar^ment, but we do not thi^ that this is 
•■susceptible of proof ; those who desire to hoard can always obtain silver rupees for 
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the purpose in the present conditions. The recipient of either one-rupee notes or 
coin, if he wishes to provide a store o£ value, usually turns his money into silver 
ornaments for his women folk; and while the tendency to hoarding should he- 
discouraged, we believe that its evils are often exaggerated, since in time of famine 
these ornaments constitute a reserve which is freely drawn upon. At the present 
time, although the one-rupee note is in circulation, the large imports of both gold 
and silver, the bulk of which finds its way automatically into the form of ornaments, 
do not lead us to the belief that the circulation of small paper money has done much 
to alter the habits of the people in this respect. 

6. Our conclusion is that in a country such as India we stand to gain by giving 
the ordinary man, who is uneducated and liable to be stampeded, a current money 
of intrinsic value. As long as we do this, we have one additional security against 
those insensate panics which sometimes seize the ’Indian population. We cannot 
argue from the analogy of countries which have long been accustomed to accept 
paper money of all descriptions as sufficient security for their transactions, and in 
which the mass of the population is sufficiently educated to know that the thing 
which matters is not the character of the currency they handle but the amount of 
backing which Government keeps against that currency. The currency of India has 
always been the rupee, and the attempt to substitute paper as the daily money of the 
country is likely to create on occasions of tension an amount of prejudice out of 
proportion to the financial results attained. 

7. We have, therefore, after mature consideration, decided in favour of 
discontinuance of the one-rupee note, and we would request Your Lordship to- 
give notice to the Bank of England that after the present indent, which, we 
understand, will be completed by May 1924, no further orders will be placed for 
one-rupee notes. Some further saving might be effected by the abandonment of the 
one-rupee note in its booklet form even before the completion of the present indent, 
if this can be arranged without undue inconvenience to the Bank of England. It 
follows from our decision that the proposal to print currency notes in India will not 
immediately assume a practical form, in -view of the fact that the contract with the- 
Bank of England for the notes of higher values does not expire until the year 1929. 

Telegram from Secretary of Stale, No. 3230, dated 5th Septemher 1923. 

One-rupee note. Please make no public announcement of its discontinuance until 
I have had time to consider views in your Despatch No. 19, dated 16th August. 

From Secretary of State, No. 3634, dated 10th October 1923. 

(Telegraphic.) Financial Despatch No. 19, dated 16th August. 

Your proposal for discontinuance of one-rupee note is accepted. If the intention 
of para. 7 is 4o assume that a final decision on a matter of such general importance 
can properly be taken without reference to the Secretary of State in Council, 1 must, 
take exception to this assumption. 

To the Financial Secretary, India Office, No. 1470 F., dated 20th October 1923. 

With reference to the correspondence ending with the Secretary of State’s 
telegram Ho. 3634, dated the 10th October, on the subject of discontinuance of the 
one-rupee note, I am directed to say that while it is recognised that the wording of 
para. 7 of their despatch was open to the interpretation suggested, the Government 
of India had no intention of anticipating the Secretary of State’s final decision on this- 
question and did not contemplate any announcement in India before his final ordera 
were received. 

2. The Government of India do not propose to issue an immediate communique, 
as they consider that the most suitable time for any communication to the public 
will be when the stocks of one-rupee notes have been so far reduced as not to be 
equal to the public demand. A premature announcement might have an unsettling 
effect upon the public. It is presumed that the necessary intimation to the Bank of 
England will now be given by the India Office, and that the question of abandonment, 
of the one-rupee note in its booklet form, even before the completion of the present 
indent, tnll be considered by the India Office in consultation with the Bank of 
England. 
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Xettep fipom the Secretary, Punjab Chamber of Commerce, to the 
Secretary, Royal Commission on Indian Currency and Finance, 
dated the 23rd February 1926. 

Witli reference to the Memorandum issued by the Royal Commission on Indian 
Currency and Exchange, I am directed to inform you that the views of the Managing 
Committee of the Punjab Chamber of Commerce on the points referred to in the 
questionnaire are as follows : — 

Q. (1) Is the time ripe for a solution of problems of Indian currency and exchange 
by measures for stabilisation of the rupee or otherwise ? 

(2) In relation to what standard and at what rate should the rupee be stabilised, 

if at all ? • 

(3) When should any decision as to stabilisation take effect ? 

A. The Committee of this Chamber are of opinion that measures should be taken to 
provide India with a sound currency system, a system under which the Indian 
currency would be linked to gold, the international standard of value, and which 
would ensure the automatic expansion and contraction of currency in accordance with 
the requirements of India’s trade. 

Gold is universally acknowledged to be the best standard of value. It is the 
standard of value of the United Kingdom, and the ideal standard of all the great 
Powers, and India’s close connection with the United Kingdom makes it desirable 
that India’s currency should be convertible in terms of the same standard. Between 
gold standard countries instability of prices and fluctuations in the rate of exchange 
are reduced to a minimum, with currencies regulated by the free import and export 
•of gold. 

The people of India have lost confidence in the rupee owing to the wide 
fluctuations in its gold value, and gold is being hoarded. This wasteful tendency 
would be combated by restoring confidence in the currency by making it fully 
■convertible into gold. 

The currency of India to-day consisting of notes and silver rupees, the latter 
having an intrinsic value far below their exchange value, has a purchase value 
•determined to a great extent by the quantity of currency in circulation, and the 
amount of currency in circulation is not regulated automatically in accordance with 
the country’s requirements. It is not freely interchangeable with gold. 

The existing currency system exposes the Grovernment to many difficulties and 
pitfalls. There must be at times a great temptation to over-issue currency, and in 
■any case mistakes are liable to occur. In the past currency has been expanded in 
response to the demands of external trade. On the other hand, there is at present no 
satisfactory method of withdrawing currency from circulation. 

The existing money cannoc serve as a satisfactory standard for deferred payments 
or as a store of value. 

The Committee of this Chamber are of opinion that the currency of India should 
•consist of notes and silver rupees convertible into free gold bullion. They consider, 
however, that it would be unwise to stabilise the rupee with gold at any fixed rate at 
the present time. Monetary conditions throughout the world are stiU unsettled. The 
principal countries of the world have not all reconstructed their currency systems, 
England has only recently returned to the gold standard. It is possible gold prices 
will fall in the near future. If the gold value of the rupee were fixed to-day at its 
present market rate and gold appreciates, there would be a very great demand for 
gold in India, which it would be difficult to meet, and deflation would be necessary. 
Possibly gold will appreciate until the rupee approaches the la. id. level. In the 
•opinion of the Committee, further time should be allowed for gold prices to become 
normal, and for a sufficient stock, of gold to be accumulated. Government should 
take advantage of the present rate to accumulate more gold by selling council drafts 
at approximately Is. I5d. The Committee are of opinion that when gold prices can be 
•considered to be normal, and the gold reserve is sufficiently strong, a gold standard 
system should be established in India, the rupee being fixed in its relation to gold at 
•a rate in the ueighbourhQod of the market rate at that time. 
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Q. What is the comparative importance of stability in internal prices and ia 
foreign exchange ? 

A. Stability in internal pi’ices benefits the country as a whole, and should be the 
first consideration. Between countries in which prices are stable there can be na 
great fluctuations in exchange. In pre-war days, in most civilised countries, internal 
prices were gold prices, and as gold could be moved without hindrance, the only 
fluctuations in exchange between such countries could normally only be within gold 
points. It is only since currencies have become divorced from gold and their buyino- 
powers have varied so greatly, that there have been such large fluctuations in rates of 
exchange. There can be no great fluctuations in exchange between countries which 
stabilise their money with the same stable commodity. 

Q. What measures should be adopted to maintain the rupee at the rate selected ?‘ 
Should the obUgation be undertaken to give gold for rupees ? 

A. The Committee of this Chamber are of opinion that the gold standard system 
which has been evolved in England should be introduced into India. Under the 
system in England, Bank of England notes and Government currency notes are the 
only fonn of full legal tender, and the gold value of the currency is maintained by a 
statutory obligation under which the Bank of England is obliged to buy gold in 
unlimited quantities at the rate of £3 17s. 9d. per standard ounce, and to sell gold in 
bars containing 40U ounces Troy of fine gold at £3 17s. lO-^d. The Committee 
consider that this naethod should be adopted to stabilise India’s currency, by 
Government undertaking to buy and sell gold bullion in exchange for notes and 
rupees at fixed rates. 

Q. What should bo the policy as to the minting of gold in India and the use of 
gold as currency ? 

'■ A. The Committee are not in favour of a gold currency for India, and consider 
that the British sovereign should cease to be legal tender. A preponderating use of 
gold for internal transactions is not a characteristic of a single one of the great 
Powers of the world, all of whom use cheques or notes for internal payments. Until 
the banking system has been developed to a very much greater extent in India the 
rupee must take the place of cheques. Owing to the poverty of the bulk of the 
people of India, most of the internal transactions will continue for a long time to- 
involve small amounts for which gold coins will not be suitable. For the majority of 
the people of India a gold coinage would be quite useless. AU.the evidence goes to. 
show that, while there is a big demand for gold bullion, there is only a small demand 
for gold as currency. Gold in the pockets of the people, or passing from hand to 
hand, will not help in the stabilisation of the currency. It is gold in reserve, ae 
backing both for the note issue and for the token coins, that is required. A gold 
currency would tend to create a demand for gold, and the use of gold for internal 
payments is unnecessary, and' would yield no good results. The standard of value 
should be gold of a particular weight and fineness defined by law, but it need not 
necessarily be in the form of a gold coin. 

Q. What should be the composition, size, location, and employment of a gold 
standard reserve ? 


A, The Committee have expressed the opinion that it would be unwise to fiv the- 
ralio between, the rupee and gold until gold prices show signs of real stability and a 
s^cient reserve of gold has been accumulated. Until the time is propitious,, 
therefore, they advocate that the gold exchange standard system should be followed, 
the gold standard reserve being retained as at present constituted. If a full gold 
standard is adopted the Committee consider that the gold standard reserve and paper 
currency reserve should , be amalgamated and located in India to ensure the 
convertibility into gold of the rupee in India. Credits being maintained in London 
to be utilised in times of weak exchange. With regard to the management and 
Investment of the gold standard reserve and paper currency reserve the Committee 
the s^e custody, management, and investment of these funds, 
should be in the hmds the Imperial Bank of India. The ultimate control, however, 
should remam with the Government of India. 

: j charged with the control of the note issue and on what 

principles ? Should control or management be transferred to the Imperial Bank of 
India, and, if so, what should be the general terms of the transfer ? - 

e +^" Comimttee aie of opinion that the transfer of the control and management 
Department in India to the Imperial Bank of India would result in 
advantages sufficiently solid to make the transfer desirable. ' Dual control would bft 
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eliminated, and banking and currency interests co-ordinated. A fresh agreement 
between tlie Government of India and the Imperial Bank of India would be necessary- 
in which the safeguards to insure the correct functioning of the new Department 
should be provided for. The Government of India must be responsible ultimately for 
the support of the gold exchange standard system and for the correct functioning of 
the Currency Department. 

Q. What should be the facilities for the encashment of notes ? 

A. The Committee are satisfied as to the present facilities for the encashment 
of notes. 

Q. What should be the policy as to the issue of notes of small values ? 

A. Notes of a lower denomination than Rs. 5 should not be issued, silver being 
the most suitable medium for smaller sums. 

Q. Should any change be made in the existing methods for the purchase of silver ? 

A. Yes ; Government should be in a position to purchase silver in the cheapest 
market. 

Q. By what method should the remittance operations of the Government of India 
be conducted ? Should they be managed by the Imperial Bank of India ? 

A . The Chamber of Commerce, Bombay, have expressed the following views on 
the subject, and the Committee of this Chamber are in agreement therewith : — 

“ Inasmuch as the Government of India must be responsible ultimately for the 
support of the gold exchange standard and for all book profits and losses on exchange 
in connection with Government remittances, my Committee are of opinion that 
Government remittances should remain under Government control. At the same 
time they feel that it would be impossible for the Imperial Bank of India to manage 
the Currency Department in India with any degree of efficiency of confidence unless 
it were permitted not only to operate the high and low gold points under the gold 
exchange standard, but also to exercise a fair measure of discretion in the remittance 
of Government funds between the gold points. The exercise of these functions by 
the Imperial Bank of India would tend, in their opinion, to give a very desirable 
continuity of control ; and would enable the commercial community to keep in closer 
touch with the Currency Department. My Committee feel that it would not be 
impossible for the Government of India to maintain the ultimate control which in 
their opinion is desirable, and at the same time not to interfere with the Imperial 
Bank of India in the execution of its duties, and they would like to see the remittance 
business of the Government of India managed by the Imperial Bank of India under 
these conditions. 

“ But, whether the Currency Department is handed over to the Imperial Bank of 
India or whether Government continues to manage it as at present, my Committee 
are strongly of opinion that Government remittances should be effected by means of 
public tender, either in London or in India, rather than by private purchases of 
sterling, as the former method is more equitable and promotes a greater feeling of 
confidence in the minds of the public.” 

The Committee are of opinion that the Government of India should maintain the 
ultimate control in all matters affecting the country’s finances. The gold standard 
and paper currency reserves. Currency Department and Government remittance 
operations should all be under the control of the Government. 
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Letter No. 20/10, dated 9th February 1926, from the Financial 
Secretary to the High Commissioner for Iraq to the Secretary 
to the Ocsrernment of India, Finance Department, Delhi. 

Tam directed by His Excellency the Acting High Commissioner to address you 
on the, matter of the Royal Indian Currency Commission, which is understood to be 
now enquiring into the whole question of the currency of the Government of India. 

2. The Iraq Government is deeply interested in this question owing to the fact 
that Indian curi’ency is the present official currency throughout Iraq, and also 
because of the intimate trade connections of the country with India. The Government, 
therefore, has. approached His Excellency with the request that its views on the 
matters likely to be considered by the Commission may be put before it. 
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3. His Excellency realises tliat the Commission has been appointed with the object 
of considering the currency problem of the Government of India in the interests of 
that Government, but it is not unlikely that what is found by the Commission to be in 
the interests of the Government of India may equally be in the interests of the 
Government of Iraq, and it is considered possible that the Commission would take 
into account recommendations or suggestions which would not be in conflict with that 
general principle. I therefore enclose a copy of a resolution which was passed by a 
Committee formed under the auspices of the Ministry of Finance in Iraq to consider 
and advise as to the action to be taken in this connection. Accompanying this is a 
memorandum from the Minister himself in which are set out the views of the Iraq 
Government on the matter, and His Excellency the Acting High Commissioner would 
be very grateful if these documents could be placed before the Royal Indian Currency 
Commission for consideration at an appropriate time. 

Memobandom by the Minister of Finance, Ib.\q. 

I enclose herewith copy of the resolution which was passed by a Committee held 
in the Ministry of Finance "to consider and advise as to the action to be taken in the 
interest of Iraq in connection with the Indian Currency Commission. 

The Government of Iraq is deeply interested in the question of Indian currency 
problems owing to its temporary use of Indian currency and also to its intimate trade 
connections with India, and considers that it is its duty to place its views before the 
Royal Indian Currency Commission. 

It is realised that this Commission was appointed with the object of considering 
the Indian currency problems in the interests of India, yet it may be that what is 
found by the Commission to be in the interest of India may be equally in the interest 
©f Iraq, and that it is not unlikely that the Commission would take into account 
recommendations or suggestions which would not be in conflict with those interests. 

Two main problems are at stake : (1) flie stabilisation of the rupee exchange, and 
(2) the rate of the rupee with regard to the sterling. 

The first problem is highly important. It affects Iraq as importer, exporter, and 
also as a field for foreign capital. The violent fluctuations in the rupee rate of 
exchange were seriously detrimental to the economic conditions of the country and 
created an abnormal situation which could only be justified by exceptional post-war 
events. Normal conditions would require a stable exchange, and the relativelj' fixed 
rate of the last two years appears to command itself for the future. 

The second important problem which calls for a very serious consideration is the 
question of the rupee rate of exchange. Various factors would command a high rate, 
but it is considered that a too high rate would encourage imports to the detriment of 
export in a country living on her own means, and that it would ultimately result in 
the ruin of the country. 

Under the circumstances the Iraq Government suggest a rate of exchange which 
would not exceed la. Qd., and I shall be greatly obliged if these views are placed 
before the Royal Indian Commission for their consideration. 

Resolution of Committee. 

The Committee consider that the Iraq Government should place its views before 
the Royal Indian Currency Commission, on the ground of its interest in the problems 
placed before the Commission owing, first, to Iraq’s intimate trade connections with 
India, and, second, to its temporary use of Indian currency. 

The public in general, and the trading community in particular, greatly suffered 
in the last seven years through unstable rupee exchange, specially in the period of its 
violent fluctuations. Both as importer and as exporter Iraq favours effective stability 
in the Indian currency (i.e. a fixed ratio to sterling; to be introduced as early as 
possible. 

As regards the stabilised rate of exchange, various financial and economic 
considerations plead in favour of a high rupee, sucli as the import trade of the 
cotmtry with its large adverse balance, Iraq Government’s external liability, &c. On 
the o&er hand, the considerations in favour of a low rate are scarcely less important 
and include^ the development of export trade and the encouragement of influx of 
foreign capital. Under the circumstances, the Committee recommend a rate of 
exchange which would not. exceed Is. Qd. But they wish to make it clear that they 
regard the establishment of stability in relation to sterling as an essential requirement, 
and the arguments for and against any particular exchange-rate as of secondary 
importance. - • 
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Xetter from the Secretary to the Government of Madras, Finance 
Department, to the Joint Secretary to the Royal Commission on 
Indian Currency and Finance, No. 223, dated 16th March 1926. 

I am directed to refer to your letter No. 240, dated Delhi, the 26th November 1925, 
in which, you enquired whether the Government of Madras desire to express any 
views, including those of the Honourable Ministers, on the points referred to in the 
Memorandum indicating the main questions which would come under the consideration 
of the Royal Commission on Indian Currency and Finance. 

2. In reply, I am to say diat the Government of Madras have very carefully 
considered the subject-matter of the Memoraudtnn. It is largely concerned with 
technical questions of a complicated and controversial character, with which, as a 
Local Government, they are not directly concerned and are seldom brought into 
•contact. They feel, further, that such material and information as is at their disposal 
is inadequate to enable them to formulate anj' definite conclusions, and they therefore 
■do not propose to submit any written memorandum or evidence on these questions. 

3. I am to say, however, that, in one respect, any policy adopted as a result of the 
recommendations of the Royal Commission may vitally affect them as a Local 
Government. The alteration in the level of prices which resulted fiom the war 
■subjected their finances to a strain from which they have not yet fully recovered. 
The necessity for a revision of salaries was becoming evident even before the outbreak 
•of the war, and during its course cases in which relief was most urgently called for 
were met by a series of expedients which were purely temporary in character. On 
the conclusion of the war a comprehensive measure of revision had to be undertaken, 
and the burdens thus imposed on the revenues of the Presidency were so great as to 
neutralise any benefit it received from the financial settlement in connection with the 
Reforms. The full liabih’ties which this revision of salaries imposed have not even 
now been liquidated, and only the fact that the considerable measure of stability in 
prices wliich has prevailed of late has rendered any further general measure of 
revision unnecessary has enabled the Madras Government to meet the annual increase 
in its establishment and pension charges. If, as a result of changes in currency 
policy, a further rise in prices were to render a revision of salaries again necessary, 
the revenues of the Local Government would become inadequate to the strain, and 
the levying of additional taxation for improving the salaries of Government servants 
at the cost of the taxpayer, who would himself be affected by the rise in prices, would 
•cause widespread discontent. This would be accompanied by a new period of 
readjustment of agricultural and industrial wages with all the dangers and 
unsettlement which that involves. The Madras Government trust, therefore, that 
theoretical arguments will not be allowed to obscure a practical issue to which they 
attach great importance. 

4. I am to add that the Honourable the Ministers concur with para. 2 of thia 
letter. 
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Xist of Witnesses from whom written statements (not printed 
herewith) have been received. 

1. Mr. A. J. Saunders, M.A., Ph.D., Professor of Economics, American 

■ College, Madura. 

2. Mr. EL M. Purkayastha, Secretary, Indian Mining Federation, Calcutta. 

3. Mr. B. K. Bhargava, Military Audit Officer, Jaipur State. 

4. Mr. Ardeshir R. Subedar, Dubash and Government Contractor, Bombay. 

5. The Hon. Secretary, Marwari Chamber of Commerce, Calcutta. 

6- Lieut.-Colonel W. C. Ross, I.M.S., Director of Public Health, Bihar and 
Orissa. 

7. Mr. Begraj Ramsaxup, Rewari, Punjab. 

8. Mr. F. Larkworthy, C.O.R., Chairman of the Ionian Bank, Ltd. 

9. Mr. Jwala Prasad Singhal, M.A., D.A.V. College, Dehra Dun. 

10. Mr. M. M. Roy, M.Sc., Calcutta. 

11. Mr. H. Sinhaj Lecturer, Calcutta University. 

12. ” Native Piece-Goods Merchants’ Association, Bombay. 

13. Mr. E. A. Phillips, M.I.C.E., M.I.S.E.,. (-Retired Superintending Engineer 

of the Pegu Circle, Burma), Brighton. 
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14. 
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17. 
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55. 

56. 

57. 

58. 

59. 

60. 
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Native Share and Stock Brokers’ Association, Bombay. 

A. S. Bose & Bros., Bangoon. 

Mr. A. p. Shrolf, Bombay. 

Dr, Prabhakar S. Shilotri, M.A., Ph.D., Chairman and Managing 
Director of the Shilotri Bank, Ltd., Bombay. 

The Deccan Sabha, Poona. 

The Indian Institute of Political and Social Science, Bombay. 

Sir Henry Macnaghten (of Messrs. Wallace & Co.), Sheriff of Bombay. 

Mr. S';. T. Sadasivan, Manager, Central Bank of India, Ltd., Rangoon. 

The Madura-Ranmad Chamber of Commerce, Madura. 

Mr. B. G. Sapre, M.A., Professor of History and Economics, Willingdon 
College, Sangli. 

Mr. Lakshman B. Jagalpure, Retired Mamlatdar, Ahmednagar. 

Mr. M. D. Altekar, Bombay. 

The United Provinces Trades Association, Mussoorie. 

Mr. G. S. Marathey, Poona. 

Mr. A. R. Subedar, Dubash and Government Contractor, Bombay. 

Mr. S. G. Beri, M.A., and Mr. Summant K. Muranjan, M.A., Professors,. 

Karnatak College, Dharwar. ’ 

Mr. T. G. Mascarenhas, National Bank of India, Ltd., Bombay. 

Mr. S. Subbarama Aiyar, M.A., Senior Lecturer in Economics, Madras 
Christian College. 

Mr. Vithaldas K. Sanjanvala, Timber Merchant, Umbargaon. 

Mr. Govind H. Keskar, Poona. 

Mr. P. M. Ero, Deputy Accountant-General, Posts and Telegraphs, Madras.. 
Mr. J. N. Bhargava, Imperial Bank of India, Peshawar. 

The Buyers and Shippers’ Chamber, KaTaj^.bi , 

Mr. S. Gopalaswami, Labour Investigator, Labour Statistics Bureau 
Rangoon. ’ 

Rai Pramatha Nath Mulluk Bahadur, Calcutta. 

of Hongkong and Shanghai Banking 

Mr. U. N. Ball, M.A., Professor, Dyal Singh Collie, Lahore. 

A. K. Sarkar, Lecturer, Calcutta University, and Professor of 
Economics, Hughli College, Chinsurah. 

Mr. Nalini Raman Sarker, M.L.C., Manager of the Hindustan Co-operative- 
Insurance Society, Ltd. 

Mr. S. Srikantaiyer, Bombay, 

Mr. Bl. L. Bawachakar, Pleader, Sholupur. 

The Marwari Association, Calcutta. 

Gupta, Professor of Economics, Krishnath Collie,. 

The Indian Mining Federation, Calcutta. 

E. L. Price, C.I.E., O.B.E., Karachi. 

Rao Baha-dur K. V. Rangaswami Aiyangar, Principal and Senior Professor 
Tri^drma^^^ Economics, H.H. the Maharaja’s College of Arts, 

^i®^Ermcipal, Vidyasagar College, Calcutta. 

T Tifr®’’ EecJ"^er in Economics, Dacca University. 

^ 5 IndS^^Ud ’ The Punjab Branches, Central Bank 

Mr’ Economics, Lucknow University. 

Mr. S. K. Sama B.A., B.L., Pleader, Trichinopoly. 

^ja Ja^ki Nath Itoy 102, Sova Bazar Street, Calcutta. 

m % of Behar, Ltd., BanMpur. 

University ^ Daya Shankar Dubey, the Lucknow 

of Commerce, Bangalore 

i£.R'c KumbaWn, Madraa. 

The British India Peoples’ Association, Calcutta. 

Mr. Kaikobad Cowasjee Dinshaw, Aden. 

r. H. R, Scott, (Exqhange Broker, Madras, 1896-1918), London. 
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Memorandum on “ The Responsibilities of the Secretary of State for 
Ii^ia in Council in relation to Indian Finance, Exchange and 
Currency,” submitted by Mr. C. H. Kisch, C.B., Financial Secretary,. 
India Office, and Mr. Y. Dawson, C.I.E., Public and Judicial 
Department, India Office. 

In law the Secretary of State in Council is responsible to Parliament for “ all 
acts, operations and concerns which relate to the government or revenues of India, 
and all grants of salaries, gratuities and allowances, and all other payments and 
■charges, out of or on the revenues of India ” ; and he is consequently in possession 
■of power TO “ superintend, direct, and control ” those matters. (Government of India 
Act, section 2 (2).) 

2. This all-embracing power of superintendence, direction, and control has been 
legally affected by the Act of 1919 only in relation to those provincial subjects which 
have been transferred to the control of Governors acting with Ministers. In respect of 
these subjects there has been a statutory divestment of the powers of superintendence,, 
direction, and control, which can now only be exercised in relation to transferred 
•subjects for specified and strictly limited purposes. The provincial transferred 
subjects do not include Currency and Exchange, nor any matters connected therewith. 
In respect of those two subjects, therefore, in common with all other central subjects 
and with all reserved provincial subjects, the Secretary of State remains in law 
ultimately responsible to Parliament for the policy pursued, and can compel the 
'Government of India to carry out any instructions or policy which he, acting on 
■behalf of His Majesty’s Government or Parliament, may lay down. (Government of 
India Act, sections 2 and 33 ) 

3. The Government of India Act contains no provisions relating specifically to 
Currency and Exchange, except in so far as the provisions of section 67 (2) affect 
these matters by reason of their inclusion in the comprehensive expression “ public 
■debt or public revenues of India ” contained in that subsection. Besides the general 
provisions already referred to, the Act defines the expression “ revenues of India,” 
■enacts that these revenues “ shall be applied for the pui*poses of the government of 
India alone,” specifying what some of those purposes are (section 20), requires the 
sanction of the Secretary of State in Council to all grants or appropriations of any 
part of them (section 21), provides (sections 23, 24, 25, 26, and 27) that all parts of 
the revenues of India remitted to or accruing in the United Kingdom are to be paid 
into the Bank of England on behalf of the Secretary of State in Council, and 
presci'ibes the prnceilure for drawing on the Bank of England, for audit of the Home 
Accounts and for an annual presentation of accounts to Parliament. 

4. I’he only other financial power of the Secretary of State in Council derived 

from statute law that needs to be considered in this connection is the power to raise 
loans in the United Kingdom. This function can be performed on behalf of the 
Government of India only by the Secretary of State in Council, and when performed 
is subject to the specific authority of Parliament (see the series of East India Loans 
Acts! in each case — or rather each specific loan which is raised must be covered by 
the authority of Parliament conveyed by Act to raise a specified sum of money for a 
•specified purpose. The Stocks issued in pursuance of the East India Ijoans Acts-' 
•enjoy the status of Trustee securities, and the amount of such sterling securities, the-,’ 
capital and interest of which is charged on the revenues of India, is, at the present- 
■time, about £240,000,000. • • • • , ■ . 

• 5. It should also be mentioned that the Secretary of State in Council is responsible 
for obligations incurred by way of the guarantee of certain securities issued by some 
•ot the Indian Railway. Corapaniesi pensions to retired o,ffiQials, &e., The ,dne discharge 
•of these commitments has always led' the Secretary of ‘.Sta-te to maiptain a close. 
Interest in respect of all major questions of Indian finance, such as the budgetaiijr 
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'irr'iiifrements of the Ceatral Government, the capital programme of that Government,, 
the exchange and the currency. As the Secretary of State is respon.5ible for meeting- 
his obligations in this country, he has always recognised his responsibility for 
maintaining in this country adequate balances for the purpose. 

6. In terms the Local Government (Borrowing) Rules (vide pp. 20^4 of Rules 
under the Government of India Act) imply that it is open to a provincial Government, 
actino- under section 30 (1a) of the Government of India Act, itself to raise loans- 
outside India (and therefore presumably in the United Kingaom) if the sanction 
of the Secretary of State in Council is first obtained. But as the Secretary of State m 
Council himself cannot raise loans outside India without Parliamentary sanction (as. 
lust explained), these rules are probably, by themselves, insufficient to enable a 
provincial Government to exercise this power. It will be observed that the rules in 
question give control over the boiTowing in India by local Governments, but that this- 
control is in form vested in the Government of India, and not in the Secretary of State. 

7. The foregoing is a brief statement of the strict legal position as regards the 
Secretary of State’s responsibilities for Indian finance, including currency and 
exchange, which can be still more briefly summarised by the statement that, subject to- 
the approval of Parliament, on whose behalf he acts, his powers are unlimited, and 
that the Government of India are bound to carry out any instructions they may 
receive from him on the subject. But although the amending Act of 1919 made no- 
concrete change in this respect in the relations between the Secretary of State and the 
Government of India and in their respective powers and duties, account has to be- 
taken, in estimating the present character in practice of these relations, powers, and 
duties, of the general bearing of other provisions of the Government of India Act which 
were inserted in it by the Act of 1919, and of the policy underlying the latter Act. 

The general aim of the Act of 1919, as set out in the Preamble, was “ the gradual 
development by successive stages of self-governing institutions, with a view to the- 
progressive realisation of responsible government in British India as an integral part 
of the Empire.” One of the steps taken by the Act of 1919 towards the realisation of 
this object was the creation, in association with the Central Executive Government, 
of a bicameral Legislature containing in respect of its lower chamber an overwhelming,, 
and in respect of its upper chamber a small, majority of_ non-official elected members,, 
and endowed with, all the ordinary powers and attributes of a legislative body, 
including power to vote and withhold supply. It is true that the Act contains 
provisions (sections 67 (2) and (2a), 67a (3), (7) and (8), and 67b), which enable ffie- 
executive, notwithstanding an adverse vote, to make its decisions effective or which 
place limitations on the powers of the Legislature; it is also time that the Joint 
Select Committee in their Report on the Bill of 1919 expressed the following opinion 
in respect of these powers : — 

“It is not within the scope of the Bill to introduce at the present 
stage any measure of responsible government into the central administration, 
and a power must be reserved to the Governor-General in Council of treating- 
as sanctioned any expenditure which the Assembly may have refused to vote, 
if he considers the expenditure to be necessary for the fulfilment of his 
responsibilities for tlie good government of the countiy. It should be 
understood from the beginning that this power of the Governor-General -in 
Council is real, and' that it is meant to be used if and when necessary.” 

At the same time it is obvious— and this the Joint Select Compiittee recognised 
in their important observations on clause 33 of the Bill (copy appended) — that the- 
successful working of a transitional constitution such as that contained in the 
present Government of India Act. cannot be looked for unless both partly to the 
contract are prepared to po-operate in a spirit of giye and take, and. that this involves 
on the part of the Government of India .apd of His Majesty’s Government’a constant 
endeavour to conform their policy, to the utmost extent which is compatible with . 
their obligations and responsibilities for. the welfare of the countiy, to Indian public 
•opinion' as constitutionally expressed in the Legislature. The Joint $plect Committee, 
in their observations just referred to, .endeavoured to secure these conditions by- 
suggesting the adoption bf‘ a convention of non-ifiterfei-ence , by ' the Secretary 
■of State- in certain defined circumstances. The difficulty of reducing to rule of thumb 
the' regdlation of the relations between the Indian Legislature, -the Government of ‘ 
India-, apd-'flid 'Secretary of State, withdht kt the same time impairing or destroying 
the legal responsibility which still exists on the part of Parliament ■ for the good.' 
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government of India, will be apparent ; but it may be said generally that since 
the passage of the Government of India Act in 1919 ev'ery endeavour has been made to 
bring the relations between the Secretary of State in Council on the one hand and the 
Government of India and the Central Legislature on the other into accord with 
the principles underlying the Joint Select Committee’s recommendation. How far the 
Secretary of State and the Governmeut of India would be prepared in any given case to 
.surrender their judgment to that of the Indian Legislature in the event of difference of 
■opinion must necessarily remain a question for decision on each case as it arises, with 
regard to its intrinsic importance, and to the nature and scope of its consequences to 
India itself, to the United Kingdom, to the Empire, and to foreign relations. And this 
is all that can be predicated in general terms of the attitude likely to be adopted by the 
Secretary of State towards proposals for changes in the policy regulating, and the 
methods of control over, Indian finance, currency And exchange, except to observe that 
certain changes in these matters might be of such a character as to alter materially, if 
adopted, the relationship between the Secretary of State and the Government of India, 
as defined in the Government of India Act. 


Extract from the Report of the Joint Select Committee of the House" of Lords and 
the House of Commons appointed to consider the Government of India Bill. 

* » « ® 

Clause 33. — The Committee have given most careful consideration to the relations 
■of the Secretary of State with the Government of India, and through it with the 
provincial governments. In the relations of tlie Secretary of State with the Govemor- 
General in Council the Committee are not of opinion that any statutory change can be 
made, so long as the Governor-General remains responsibie to Parliament; but in 
practice the conventions which- now govern these relations may wisely be modified to 
meet fresh circumstances caused by the creation of a Legislative Assembly with a 
large elected majority. In the exercise of his responsibility to Parliament, which he 
cannot delegate to anyone else, the Secretary of State may reasonably consider that 
only in exceptional circumstances should he be called upon to intervene in matters 
of purely Indian interest where the Government and the Legislature of India are 
in agreement. 

This examination of the general proposition leads inevitably to the consideration 
of one special case of non-intervention. Nothing is more likely to endanger the good 
relations between India and Great Britain than a belief that India’s fiscal policy is 
■dictated from Whitehall in the interests of the trade of Great Britain. That such a 
belief exists at the, moment there can be no doubt. That there ought to be no room 
for it in the future is' equally clear. India’s position in the Imperial Conference 
opened the door to negotiation between India and the rest of the Empire, but 
negotiation without power to legislate is likely to remain ineffective. • A satisfactory 
solution of the question can only be guaranteed by the grant of liberty to the 
Government of India to devise those tariff arrangements which seem best fitted 
to India’s needs as an integral portion of the British Empire. It cannot be 
guaranteed by statute without limiting the ultimate power of Parliament to control 
the administration of India, and without limiting the power of veto which rests in the 
Crown ; and neither of these limitations finds a place in any of the Statutes in the 
British Empire. It can only therefore be assured by an acknowledgment of a 
convention. Whatever be the right fiscal policy for India, for the needs of her 
consumers as well as for her manufacturers, it is quite clear that she should have the 
same liberty to consider her interests as Great Britain, Australia, New Zealand, 
Canada and South Africa. In the opinion of the Committee, therefore, the Secretary 
of, State should as far as possible avoid interference on this subject when the 
Government of India and its Legislature are in agreement, and they think that his 
ihtervention, when it does take place, should be limited to safeguarding the- 
international obligations of the Empire or any fiscal arrangements within the Empire 
to which His Majesty’s Government is a party. 

The relatiqus of the Secretary of State and bf the Government of, India with 
provincial governments should, in the Committee’s judgment, be regulated by similar 
principles, so far as the reserved-, subjec.ts are. concerned. .It follows, therefore, that 
in purely provincial matters, which' are reserved, where the provincial government 
'and legislature are in agreement, their view shoqld. ordinaiHy bp aJlbwed to prevail, 
, though it is necessary to bear in mind the fact tliat, some ^ reserved subjects do cover 
matters in which the central government is closely concerned; -Over transferred 
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subiects on the other hand, the control of the Governor-General in Council, and thus. 
o£ the Secretaiy of State, should be restricted in future within the narrowest possible 
limits which will be defined by rules under sub-clause 3 of clause 1 of the Bill. 

Rides under this clause will he subsidiary_ legislation of sufficient moment to- 
lustify their being brought especially to the notice of Parliament. 1'he Secretary of 
titate might conveniently discuss them with the Standing Committee whose creation 
has been recommended in this Report ; and Parliament would no doubt consider 
the opinion of this body when the rules come, as it is proposed that they should 
do, for acceptance by positive resolution in both Houses. The same procedure is 
recommended by the Committee for adoption in the case of rules of special or novel 
importance under other clauses of the Bill. It must be for the Secretary of State to- 
decide which of the many rules that will fall to be drafted by the Government of 
India can be sufficiently dealt with by the ordina:^ process of lying on the table of 
Parliament for a certain number of days. In deciding this point, however, he may 
■naturally have recourse to the advice of the Standing Committee, should it happen to- 
be in session, and obtain their assistance in deternuning which rules deserve to be 
made the subject of the more formal procedure by positive resolution. 

$ 0 @ 
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Memorandum No. 1, on “ Indian Currency Developments since 1920,”' 
submitted by Mr. C. H. Kisch, C.B., Financial Secretary, India. 
Office. 

1. The main facts of the Indian currency system as it existed before the war, and 
‘ the dislocation of the system arising out of the war are described in the Report of the- 
Indian Exchange and Currency Committee, 1919 (the Babington-Smith Committee).^ 
In order to bring the record up to date, it is proposed to review the main develop- 
' ments of Indian currency policy since the date when this Report was presented. 


Report of 
Babington- 
Smith Com- 
mittee. 


2. The cardinal recommendations of the Babington-Smith Committee’s Report 
were : — ■ ^ 

(1) That the silver rupee, unchanged in weight and fineness, should remain- 
unlimited legal tender and should have a fixed exchange value, expressed, 
in terms of gold at the rate of one rupee for 11*30016 grains of fine gold,, 
that is, one-tenth of the gold content of the sovereign. 

(2) That the sovereign, which had been rated by the Indian Coinage Act, 1906, 
at Rs. 15, should be a legal tender in India at the ratio of Rs. 10 to- 
one sovereign. 


The principle of these recommendations was accepted by the Secretary of State- 
in Council, and, as a first step to giving effect to them, a notice was issued on 
2nd February 1920 by the Government of India, notifying the fixation of the- 
acquisition rate for gold imported into India, which had previously been subject to- 
variation from time to time {vide para. 26 of Report), at Rs. 10 for each sovereign 
tendered for import, or one rupee for 11*30016 grains of fine gold. The text of th^ 
‘notification and the announcement on general policy issued by the Secretary of State- 
are attached to this memorandum (Appendix I). 

Prior to the issue of this announcement, the official rate of exchange, i.e., the' 
rate at which the Secretary of State was prepared to sell Immediate Telegraphic- 
Transfers on India, ^ was 2s. id., but, with the announcement of the adoption of the- 
Rise m ex- imain recommendation of the Currency Committee, exchange rose on 2nd February 
to 2s. 8|-d., which was about Id. below the theoretical parity of the 2s. gold rupee as 
Report measured by the London-New York exchange. 


Economio ‘ Economic conditions in 1919 were influenced by the unusual circumstances- 
ooiiditioiM, arising out of the termination of -the war. World pricCs ruJed high and India was- 
end^rf^Bt ^ obtain good value for her exports, which were in keen demand. The sharp 

•war booTtt. * l^erenoes in this Memorandum and in Memorandnm No. 2 to the “ Report ” should, unless 

-otherwiM stated, be taken as referring to the Repoit of the Babington-Smith Committee. By the- 
'Report is meant the Report of the majority of -the Committee, -w-bich comprised all the members except. 
Mr. (now Sir D.) Dalai. , - 
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advance of exchange had not apparently prejudiced Indian trade, and the year 1919-20 
recorded a favourable balance in respect of India’s private trade in merchandise of 
Rs. 122 crores — a record figure at the time (see statistics in Appendix II). 

Conditions changed entirely in the course of 1920, •when it began to be realised 
that the boom in the previous year was based on unsubstantial foundations and 
measures were taken to arrest inflation. In November 1919 the Bank of England 
discount rate was raised to 6 per cent., and in April 1920 to 7 per cent., and about 
the same time the United States authorities brought the creation of credit within 
stricter control. The rise in prices was stayed and the slump, which reached such 
serious proportions later, began. 

India soon felt the change in economic conditions. The value of her exports Reversal of 
declined from Rs. 330 crores in 1919-20 to Rs. 258 crores in 1920-21. The stream uomial 
of imports, on the contrary, increased in the same period from Rs. 208 crores to 
Rs. 336 crores (see figures in Appendix II). This last tendency was to be expected, 
as during the war India had been starved of her normal imports of manufactured 
goods, and the high exchange had acted as an incentive to the giving of large orders 
which were now in process of execution. These influences placed a hea^Tr strain on 
xhe Indian exchange, which official policy was directed to maintaining at 2s, (gold). 

The difficulties were increased by the trend which the sterling-dollar exchange was 
now taking. When the Babington-Smith Committee’s Report was signed on 
22nd December 1919, the London-New York exchange, which had been “ unpegged ” 
in March 1919, stood at $3.80 per £, on which basis the sterling equivalent of the 
2s. gold rupee was 2s. 6|d. By 2nd February 1920, when effect was given to the 
main proposal of the Committee, the London-New York rate had dropped to $3.47-|- 
per £ and two days later to $3,25, resulting in the theoretical parity of the nipee 
being almost 3s. 

4. The great prosperity which Indian trade had enjoyed during the war period 
had led to the accumulation of large profits which were waiting in India for a suitable 
opportunity for remittance to the United Kingdom. The decision of the Government 
regarding the future level of exchange had thus been awaited with much eagerness, 
and the announcement of Government’s decision, associated, as it turned out to be, 
with a weak sterling-dollar exchange and a correspondingly high sterling parity of 
the rupee; was the signal . for a vigorous demand for homeward remittance. There Break in 
had been a certain demand for Reverse Councils (that is, drafts on London) in rupee ex- 
January 1920, when the official rate of exchange was 2s. 4d., on the basis of which 
rate drafts on London were sold by the Government of India to the , amount of 
5,394,000?. The demand, however, became far more intense after the announcement 
of the new exchange policy. Government was in possession of large supplies of 
sterling, which it was prepared to use with the object of making the new exchange 
policy effective, and reverse drafts were sold weekly in India from 5th February 
1920 to 28th September 1920, up to a total amount approximately of 50,OOO,O00L 
But during this period the supply of exchange offered was not equal to the demand 
and the market rate for the rupee gradually fell away. During the earlier period 
when reverse drafts were being sold, the price was based on the theoretic 2a. gold 
parity for the rupee as measured by the sterling-dollar exchange, a basis that involved 
offers at a rate substantially in excess of 2s. sterling. For a considerable period 
the rate so fixed was higher than the current market rate, but later the attempt 
to hold the rate at 2». gold was abandoned, and from 24th June 1920 the price of 
reverse drafts was based on 2s. sterling (see para. 2 of official announcement. 

Appendix III). In September 1920 it was decided to suspend efforts to maintain the 
exchange value of the rupee by the sale of drafts on Ijondon (see Appendix IV), and 
from that time to the present date the sterling resources of Government have not been 
further drawn upon with this object. 

The decision of September 1920 signified the failure of Government to contract 
Indian currency to the extent required to maintain the exchange. This contraction to 
have been comipletely successful would have involved the reduction of the Indian 
price, level in conformity with the fall in world prices. The requisite adjustment had 
now to be effected by the decline in the exchange value of the rupee. It is due to 
the Babington-Smith Committee- to .point out that, the possibility of developments 
which might lead to the breakdown of the 2s. gold rupee was not unforeseen by 
them. In para. 51 of their Report, the Committee, after expressing the view that a 
high exdhange was not likely to inflict any permanent injury on Indian trade, noted 
that if contrary to their expectation a great and rapid • fall in world prices were to 
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take place, a new element of disturbance would be introduced, and that circumstances 
mio-ht arise which would endanger the maintenance of exchange at the level proposed. 
In that event the Committee recognised that it would be necessary to consider the 
whole problem afresh. The fall in prices in 1920, which occuri-ed so soon after the 
issue of the Committee’s Report, was the main cause for the failure of their scheme 
for the Indian currency. 


Removal of 
control over 
private 
trade in 
precious 
metals. 


5. It win be convenient at this stage to refer to certain other developments of 
interest that took place in 1920. War conditions had led to a stringent control over 
the import and export of silver and gold to and from India, and one of the principal 
objects to be attained by the fixation of the rupee in terms of gold was to liberate the 
precious metals from official control. Restrictions on the private import of silver 
were withdrawn on 2nd February 1920, when the new exchange policy was announced. 
As regards export restrictions, the sale of Reverse Councils, coupled with the change 
in Indian economic conditions, led to a return of rupees to Government, whose holding 
of silver coin rose from Rs. 29| crores on 1st January 1920 to Rs. 37 crores on 
1st June 1920. Within the same period the metallic proportion of the currency note 
reserve rose from 45|- per cent, to 51 per cent. The convertibility of the note was 
thus again secure, and the decline of tension in the silver market, which was so' 
pronounced a feature of the post-war boom, was shown by a fall in the New York 
price from 134|- cents per ounce in February 1920 to 91 cents per ounce on 30th June 
1920. Circumstances were thus favourable to the cancellation of the prohibition of 
private exports of silver, which was withdrawn on 3rd July 1920. 

The removal of the control over gold presented certain special difficulties. India 
had alwajs been a large consumer of gold, and the practical cessation of imports 
during the war had led to the existence of a large premium on gold in India. On 
31st January 1920, immediately before the decisions on the Babington-Smith 
Committee’s "Report were announced, the price of gold in India stood at Rs. 27. 6 as. 
per tola or Rs. 17. 3 as. per sovereign. The legal rating of the sovereign stUl stood 
at Rs. 15, but owing to the premium gold did not circulate as currency. The objective 
of Government was gradually to reduce the premium on gold in India by sales of 
bullion in the bazaar until the price of gold in India had been brought into conformity 
with the world price, and then to remove the embargo on import. 

The programme of gold sales lasted from September 1919 to September 1920, by 
which time gold equivalent to nearly £38| millions sovereigns was sold. When the 
sales were completed the price of the sovereign in India was just under Rs. 15, which 
represented the cost of importing a sovereign from this country. Actually it had 
been found possible to withdraw the restrictions on the private import of gold bullion 
in the course of June 1920, and the later sales w^ere conducted with the object of 
ensuring that any outstanding demand should be satisfied without undue strain on the 
world market. Conditions did not, however, enable the Government of India to issue 
sovereigns in exchange for rupees. Sovereigns could clearly not be paid out by 
Government in exchange for Rs. 15, the then statutory ratio, seeing that this was 
about to be reduced to Rs. 10, which was already the formal acquisition rate. When, 
as explained below, the statutory rate was actually reduced to Rs. 10, issues by 
Government at this ratio could not be made as the market value of the sovereign was 


much in excess of the stalntory rate. As regards 
* Tie issue d gold hj Goye.nmeut g j £^ bazaar, this (vide 

inAugiistl914(mdepara. lOof Repom), P^ra. DO of the Babington-Smith Committees 

Report) was not prohibited during the war,*^ but 
the restrictions on the melting of current gold coin were removed in February 1920.| 


TT.,imTi Coin- 6. Of other positive measures taken in 1920, the passage of the Indian Coinage 
age (Amend- Amendment Act in September requires special notice. This Act, together with tide 
m^) Ant, corresponding amendment of the Paper Currency Act, gave formal effect to the 
change of ratio recommended by the Babington-Smith Committee. The sovereign 
became legal tender in India at Rs. 10, suitable arrangements having been made 
Onirenoy some weeks previously for the protection of Indian holders of coined gold who might 
(Amendl otherwise have suffered by the change of rating. 

^ The Paper Currency Act provided as a temporary arrangement for an increase 
in the security portion of the reserve by the creation of ad hoc Indian Government 
securities to compensate for the decline in the rupee valuation of the gold and 
sterling assets, entailed by the change of ratio. The Act contemplated the gradual 

T See Appendix I, No. 2, para. 5. 
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Tecluction of the holding of the Government of India securities® to Rs. 20 crores, 
of which the created securities were not to exceed Rs. 12 crores. The profits on 
the Paper Currency were to be devoted to this purpose, and to accelerate the 
reduction of the ad hoc securities it was further arranged that the excess in the 
Gold Standard Reserve over 40,000,0001. should be utilised each year with the same 
object.t The Paper Currency Act, in addition to laying down special provisions 
to govern the period in which the holding of the Government of India’s securities 
was being reduced to normal proportions, laid down permanent provisions for the 
constitution of the Paper Citrrency Reserve which were to be brought into effect 
on a day to be “appointed.” Owing, however, to the breakdown, of the 2s.,. gold, 
rupee this day has not arrived and the Act will require revision to meet altered, 
circumstances, when a new ratio for the rupee is established. 

7. While active measures to support exchange up to the new statutory level by 
the sale of reverse drafts were suspended in September 1920 no formal abandonment 
of that objective took place. As time advanced it came to be realised with increasing 
clearness that the 2s. gold rate, which might have been appropriate had world prices 
remained on the level of 1919, was likely to be unsuitable in the circumstances 
that arose after the general and heavy fall of prices that began in 1920. 
Though the economic tendencies that were operative during these years shattered 
the scheme of the Babington-Smith Committee, Government felt it incumbent upon 
itself to take such indirect measures as might tend towards checking the fall in 
exchange and as might create conditions favourable to its gradual recovery. The 
character of the measures taken, some of which would clearly have had to be taken 
in any event altogether apart from exchange considerations, may be briefly 
considered. 


Bs. 


1918- 19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 


8. The increase in the cost of administration in India, the Afghan War in 1919, 
and the breakdown of exchange produced heavy deficits in 
the budgets of the Government of India. For the five years 
ending 1922-23 the deficiency in the final accounts 
amounted to nearly Rs. 100 crores, as shown in the margin. 
These budget deficits entailed heavy borrowings in India 
and in London, a large increase of the floating debt, and a 
Total . 98,06 certain amount of currency inflation. It was the object of 

— ^ Government to get rid of the deficit as soon as possible, 

to reduce the floating debt, and to contract the inflated currency. 

By the exercise of stringent economy 4nd the increase of taxation, combined 
with the effects of good monsoons and improving trade, budget equilibrium was 
restored in 1923-24, and has since been maintained. The issues of short-term 
Indian Treasury Bills 1o the public, which reached their maximum of Rs. 60f crores 
in May 1921, were entirely redeemed by July 1924. 


laklis. 

5,73 

23.65 
26,01 

27.65 
15,02 

98,06 


9. As regards currency contraction, the tendency of Indian trade is to require 
in ordinary times substantial additions to the currency, and from the figures in 
Appendix V it will be seen that in the five years preceding the war the average 
annual absorption of currency was Rs. 22| crores. During the war and till the 
conclusion of the post-annistice boom, the increase was much greater ; and for the 
five years ending 3919-20, excluding absorption of sovereigns, which cannot have 
circulated to any material extent as currency, the average annual absorption of 
cuvrenby was Rs. 49J crores. The existence* of budget deficits of a substantial 
amount clearly made currency contraction a matter of unusual difilculty, but in the 
three yeara 3920-21, 1921-22 and 1922-23 Government was able to effect a 
reduction in the currency circulation amounting to Rs. 38^ crores. 

The measures that were taken to contract the currency made themselves felt in 
the Indian money market, especially during the busy season of 1923-24. This was 
a season of active trade following a good monsoon, and the demand for money was 

* The Act prescrihed Rs. 85 crores as the maximuiia for all permissible secorities held in the 
Reserve, whether Government of India securities or otherwise, apart from the bills of exchange refen‘ed 
to in the footnote on page 4. By the Indian Paper Currency (Amendment) Act, 1925, the maximum 
fiduciary issue has been raised to Rs. 100 crores. See para. 11 below. 

» T As regards the profits on the Paper Currency investments, the Act was subsequently amended to 
enable these profits to be credited to revenue, and they have actually not been used in any year for the 
cancellation of the ad hoe securities in the Reserve. The excess over 40,000,000^. in the Gold Standard 
' Reserve was so used in 1921-22 and 1922-23, after which date the interest on the investments in the 
Reserve has been credited to revenue. 
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keen. Provisions existed in the Indian Paper Currency Act, as amended in 1923, 
for interest-bearing advances to the Imperial Bank by Government \ip to Rs. 12 crores, 
and tbonc'b full advantage was taken of these provisions a serious situation might 
have resulted had the Government of India not assisted the market by expanding 
the note issue to the extent of a further Rs. 12 crores against British Treasury bills 
earmarked to the reserve in London. Even so the Imperial Bank deemed it 
necessary to advance their rate of discount to_ 9 per cent, from February to April 
19^4 a rate which had not been reached since the amalgamation of the three 
Presidency Banks in 1921. From the figures in Appendix VII, which show the 
position of the note issue from February 1920 to the present date, it will be observed 
that the Government securities in the reserve rose in the busy season of 192.11-24 by 
Rs. 14 crores (of which Rs. 2 crores represented an exQhmge of sterling Treasury 
bills against gold), but the maximum amount of securities, viz., Rs. 7l‘5 crores, 
was' substantiaUy lower than the then legal limit of Rs. 85 crores. The_ object of 
restricting, the increase was to avoid any risk of renewed inflation which might 
militate a^inst the recovery of exchange, .which was still below Is. 4d, gold. 

10. Apart from the above measures, which must have coutriliuted to check the 
weakening of exchange and to promote its recovery after the collapse in 1920, 
Government endeavoured, so far as it could, to avoid , placing any positive strain on 
exchange in connection with the supply of funds for meeting tlie Home charges. 
These charges, which amount to about 28,000,0001. (exclusive of _ capital charges) 
per year, were in the past mainly met by the sale of Council draftsf to banks and 
other institutions which , required rupees for the purpose of financing Indian trade. 
The sale of these drafts to the public was entirely suspended from January 1920, and 
it was not until January 1923, when the rupee exchange had recovered to Is. M. 
sterling, that Government again offered Council drafts for sale. _ During the period of 
suspension the requirements of the Home Treasury were met mainly from the proceeds 
of recoveries from the Imperial Government in respect of expenditure incurred by the 
Government of India on their behalf and by sterling loansj of unprecedented amount. 

The date of the resumption of the sale of Council drafts is significant, as 1922-23 
marked the return of Indian trade towards more normal conditions. The extreme 
reaction from the boom conditions of 1919-20 largely spent itself, so far as India 
was concerned, in the years 1920-21 and 1921-22, when there were heavy adverse 
balances of trade. In 1922-23 the figures of the balance of private trade. in 
merchandise and treasure showed a credit of nearly Rs. 30 crores in India’s favour. 
(See Appendix H.) This tendency has been confirmed in the two succeeding years. 
The Government have thus been able -to effect extensive remittances from India to 
London for the purpose of meeting the Home charges, and it has not been found 
necessary to float any loan in the United Kingdom since May 1923, all Home charges, 
both on revenue and capital account, having been defrayed from funds drawn from 
India with the addition of certain small receipts that accrue on this side. 

. 11. The monsoon of 1924 was a satisfactory one, and when the busy season opened 
that year there was considerable expectation that the experience of 1923-24 would 
be repeated, and that high money rates would in due course rule in the Indian 
market. This view derived support from’ the cash ratio of the Imperial Bank, whose 
discount rate rose to 6 per cent, on 16th October 1924, some six weeks before the 
corresponding event occurred in the preceding year. To mitigate the adverse effects 
on trade that might ensue from the persistence of unduly high money rates for an 
excessive period, the Becretary of State and the Government of India agreed on a 
policy of replenisbing with fresh issues of currency the cash balance of the Imperial 
Bank, with a view to preventing it falling below a reasonable figure. The standard 
tentatively adopted for this purpose was that the Bank’s cash resources should not be 
allowed to faU materially bebw Rs. 15 crores before March 1925 or below Rs. 12 crores 

* The Babrngton-Smith Committee recommended that, to meet the seasonal demand for currency 
in India* powers should be taken which would enable notes to, be issued against commercial bills up to a 
limit of Rs. 5 ‘crores. This additional cnixency was' to be issuable in the form of loans to the Imperifltl 
.Bank on the collateral security of the hiHs and was to carry interest at 8 per cent. In 1923 the limit- 
was raised from Rs, 5 to Rs. 12 crores, and ceiiiain changes have been made as regards the rate of 
.interest to be charged. At present Rs. 4 crores may be issued at 6 per cent, and Rs. 8 crores at 7 per 
cent., subject to the whole outstanding advance carrying interest at the minimum of bank rate. 

t This method has now been supplemented, and, for the time being, has been largely superseded 
by the purchase of sterling in India by the Government of India. 

X SterKng loans have been issued in London by the Secretary of State as follows : 17,500,000^. in 
1921’-22 ; 32,600, OOQZ. in 1922-23 ; and 20,000,0002. in 1923-24. No sterling loan has been issued since 
Hay 1923. ® 
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in the later part of the busy season. As regards active exchange operations, the policy 
of the previous busy season was followed, namely, that advantage should be taken of 
a firm or rising exchange to effect the remittances required for the immediate and 
prospective needs of the Home Treasury, sterling exchan*ge being bought on an 
abundant scale with a view to checking any unduly rapid appreciation of the rupee, 
and operations being avoided when the market was weak. 

During September 1924 exchange rose from about Is. bid. to about 1^. 5fd., and 
►early in October Is. then equivalent to about 1^. 4|d. gold, was touched, 

despite heavy remittance operations by Government. 

The position inaicated by this sharp upward movement in the exchange formed 
the subject of anxious consideration between the Government of India and the 
Secretary of State, as the result of which it was decided that, without making any 
public announcement of policy, efforts should be made to prevent exchange from 
breaking away materially above Is. 6d. for the time being, any tendency of exchange 
to rise appreciably above this figure being counteracted by free offerings of rupees. 

In pursuance of this policy, remittances from India to the Home Treasury were 
effected in the latter half of 1924-25 by the purchase of sterling in India.and the sale 
•of Council drafts in London to the amount of 21,864,536Z. at rates varying between 
Is. blld. and Is. the last remittance in the financial year being made on 

10th March 1925, after which date exchange declined for a period somewhat below Is. bd* 

^ During the same period the note issue was expanded to the extent of Rs. 8 crores 
against internal bills of exchange and Rs. 6 crores against British Treasury bills. In 
•order to remove anxiety, and to provide ample margin for possible expansion, the 
maximum limit of the fiduciary issue was raised by the Indian Paper Currency 
<Ainendment) Act, 1925, from Rs. 85 to Rs. 100 crores, but it has not been found 
necessary to have recourse yet to these additional powers.'**'* 

The demand for money was not as keen during the busy season of 1924-25 as in 
the preceding year, and the Imperial Bank did not raise their rate of discount above 
7 per cent., as compared with 9 per cent, the year before. The comparative ease with 
which the monetary needs of the season were met is in part to be explained by the 
fact that, owing to the large net imports of bullion (especially gold, of which nearly 
Rs. 50 crores were imported, in the half-year ending March 1925), the visible balance 
of trade in favour of India was substantially lower in 1924-iJ5 than - ia 1923-24. 

Fnrtlier, as explained above, the policy of the Imperial Bank was no doubt influenced 
by the knowledge that the Government of India weire anxious to avoid a recurrence 
•of the extreme stringency of the previous year, 'and were prepared to co-operate with 
them to this end. 

As regards 1925-26 (to date) there has been no material departure from the policy 1925-26. 
adopted in 1924-25 as regards the exchange. After consideration of aU the relevant 
conditions, the Secretary of State and the Government of India agreed that it was 
Tindesirable that exchange should be permitted, for the time being at any rate, to 
rise materially above Is. U. From April to September 1925 remittances have been 
■effected by Government to the amount of 20,548,0001. at rates varying from Is. Qd. to 
Is. Q^d. for telegraphic transfers. During this period the balance of private trade 
in commodities and treasure has continued strongly in India’s favour, the figures for 
.April— August (see Appendix II) showing a credit of nearly Rs. 49 crores. 

12. The reflection of the collapse of trade in 1920 and the subsequent 'gradual Prices amJ 
improvement on the course of Indian internal prices and the rupee exchange may now exchange, 
be considered. 

The following table exhibits the movements in the Indian wholesale price level 
•since the prewar period, in comparison with the corresponding changes in the 
wholesale price levels of the United Kingdom and United States of Ampri^n. The 
table also shows, in the penultimate column, the average sterling-rupee exchange 
in recent years, and as, after the unpeg^ng of the Ixjndon-New York exchange 
in 1919, sterling depreciated substantially in terms of gold, figures are given in the 
final column showing the gold equivalent of the rupee after allowance is made for the 
discount on sterling. 

* Tim increase in the permissible fidnoiarj issne was oonpled with a proviso that the value of the 

^created securities in the Reserve should not exceed Rs. 50 crores. 



ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


44S 



1913 average - 

1914 „ - 

1915 „ - 

1916 „ - 

1917 „ - 

1918 „ - 

1919 „ - 

1920 

1921 „ - 

1922 „ - 

1923 „ - 

1924 

1925 — Jan. 

Feb. - 

Mar. 

April - 

May 

June 

July 

August - 



Index numbers ot wholesale prices 

Exchange. 







Gold value of 
the rupee (based 



U.K. 

U.S.A. 

Average 

on Calcutt}i.-on- 


Calcutta.** 


Labor 

rupee -sterling 

London and 


“ Statist.'’' 

Bureau, 

exchange.t 

London-on- New 






York T.T. 
selling rates). 






S. 

d. 

s. 

d. 


- 

100 

100 

1 



— 


100 

100 

98 

1 

4* 


— 


112 

. 127 

101 

1 

4 


— 


128 

160 

127 

1 



— 


147 

206 

177 

1 



— 


180 

226 

194 

1 

H 


— 


198 

242 

206 

1 

SH 

1 



204 

295 

226 

2 


1 

5|| 


181 

182 

147 

1 

4-s’sr 

1 

OH 


180 

154 

149 

1 

0 19 

1 

SfV 


176 

152 

154 

1 

4Tr5 

1 



177 

164 

150 

1 

5i 

1 



171 

170 

160 

1 

5-11 

1 

5f 


172 

168 

161 

1 


1 

5f 


168 

165 

161 

1 


1 

HI 


169 

162 

156 

1 

m 

1 

5H 


164 

160 

155 

1 

51-S 

Discontinued on 


157 

154 

157 

1 


reversion of U.K. 
to ffold standard. 

•M 

160 

158 

160 

1 




- 

157 

158 

160 

1 





* This index is based on the prices in July 1914 (100), and is constinoted by obtaining the 
arithmetic average of the ratios of the individual prices of 16 gi-onps of 45 articles. The index is not 
weighted except in a crude way by allowing two or more quotations for certain important commodities,. 

73 quotations being taken in all. i . • j i ..i. 

t The rates for the years 1913 to 1918 represent the average i-ates of exchange obtained by tne 
Secretary of State for sales of Bills and Telegraphic Transfers on India; from 1919 onwards the rates, 
represent the daily average for each year of the market Telegraphic Transfer selling rates in Calcutta 
on London. 


In para. 49 of their Report the Babington-Smith Committee referred to the 
effect of the rise in the rupee exchange on the Indian price-level, and observed that,, 
though it was impossible to estimate in precise terms the influence of the rise in 
exchange on Indian prices, they did not doubt that “ in accordance with accepted 
economic theory Indian prices would, but for the rise in exchange, have been still 
further enhanced.” 

It will be noted from the above table that in 1920 the average of the United 
Kingdom price-level was practically 200 per cent, above the pre-war figure. During 
the same period the level of Indian prices had risen by only 100 per cent. Without 
postulating any precise equilibrium in the movement of British and Indian prices, it. 
may be assumed that the difference between the above figures was, as suggested by 
the Babington-Smith Committee, to a substantial extent accounted for by the rise in 
the rupee-sterling exchange, of which the average in 1 920 was 2s. as compared with 
Is. 4d. before the war. _ 

From 1920 to 1921 gold prices as measured -by the United States index declined 
by 35 per cent., and sterling prices according to the Statist index by 38 per cent., or, 
if this movement is considered from another angle, gold recovered 43 per cent, and' 
sterling 32 per cent, of the loss in purchasing power suffered since the outbreak of 
war. Economic events moved somewhat differently in India. From 1920 to 1921 the- 
Indian price-level fell only about 11 per cent., that is, the rupee failed to retain the 
full relative advantage in respect of purchasing power which it had established with 
reference to gold and sterling during the great rise in world-prices that occurred 
towards the close of the war and in the post-armistice period. 

The circumstances that led to the breakdown of the policy aiming at a 
stabilisation of the rupee at 2s. gold have been discussed in paragraphs 3 and 4. At this- 
stage it seems sufficient to observe that the contraction of currency, v7hich would have- 
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"been required to induce a movement in the Indian price-level conforming to that 
■occurring in gold and sterling prices, would have been a hazardous undertaking, 
which might have brought untoward consequences to the Government of India and 
to Indian trade. The fact, however, that the Indian price-level did not conform to 
the movement in gold and sterling prices was naturally reflected in the decline of the 
rupee exchange. 

After 1921 gold prices, it will be observed from the figures in Appendix VI 
relating to price movements in the United States of America, rose slightly in 1922 
and 1923 taken as a whole. During this period until the middle of 1923 sterling 
prices were inclined to fall, but the difference in tendency is largely accounted 
for by the fact that the sterling value of gold was improving during this period, 
the averages for the dollar-sterling exchange in the years 1920, 1921, 1922, and 1923, 
being $3 . 66, $3 . 85, $4 . 43 and $4.57 respectively. In 1924 sterling prices rose again, 
and there was a slight reaction from the previous rise in the United States index. It 
will be observed from the monthly figures and diagram in Appendix VI that 
.after the decline in Indian prices in 1921 the movement in idle Indian price- 
level in the years 1922-24 was slight, and there was greater price stability 
in India than either in the United States of America or the United Kingdom. 
Here, again, the explanation may be found to some extent, at any rate, in the 
movement of the Indian exchange. The average rates for the rupee-sterling exchange 
in the four years 1921, 1922, 1923 and 1924 were ]«. 4^2^., Is. 3^., Is. 4g®^d. and 
Is. 5Jd,, respectively, the corresponding gold values for the rupee in these years being 
about Is. 0|d., Is. 2^d!., Is. 3Jd., and Is. '6^d. At the end of April 1924— that is, at 
the close of the busy season — the sterling-rupee exchange stood at Is. 4f|d., equivalent 
to Is. gold. Various influences, such as the gradual improvement of trade and 
the restriction of currency, to which reference has already been made, undoubtedly 
•contributed to the progressive improvement in the exchange value of the rupee, but 
it is worth noting that this result was the natural concomitant of the relative 
stabilisation of the Indian price-level during a period in which gold and sterling prices 
had shown a tendency to rise. During 1925 the sterling and rupee indices show 
a declining trend without any marked disproportion in the movement for the first 
eight mouths of the year. During this period the rupee exchange has continued 
firm with a rising tendency. 

While it is not suggested that any positive inferences can be drawn from the 
index numbers referred to in this note, the figures are of interest as conforming, 
when considered in their broad aspect, to the view that movements in the rupee 
exchange have a more or less definite relation to movements in world-prices. The 
coUapse in world-prices in 1920 contributed to the heavy faU in the rupee exchange, 
.and the subsequent partial recovery in world-prices has been a substantial factor 
in promoting the rise in exchange from the low level of 1921. 

The bearing of the relation between prices and exchange on the question of the 
rating of the rupee will be further considered in a subsequent paper. 


Appendix I. 

Announcements issued in connection with the Report of the 
Committee on Indian Exchange and Currency, 1919. 

No. 1. 

Announcement bx the Secretary of State for India, published 
ON 2nd February 1920.® 

The Secretaiy of State in Council has considered, in consultation with the 
• Government of India, the Majority and Minority Reports received from the Committee 
-appointed by him, under the chairmanship of Sir Henry Babington-Smith, to advise 
' on the subject of Indian Exchange and Currency. The Majority Report, which is 
signed by the Chairman and all the members of the Committee except Mr. D. M. Dalai, 
states as its objects the restoration of a stable and automatic system and the 
maintenance of the convertibility of the note issue. 

• TMs anHomioement wss also issued in India on 2nd February 1920 as Finance Department 
Notification No. 369 F. 
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royal commission on INDIAN CURRENCY AND FINANCE. 

The jEundamental recommendations of the Repoj-t are as follows : 

(a) that the present rupee, unchanged in weight and fineness, should remain, 
unlimited legal tender ; 

(b) that the rupee should have a fixed exchange value, and that this exchange- 
value should be expressed in terms of gold at the rate of one rupee for 
11 -30016 grains of fine gold, that is, one-tenth of the gold content of the 
sovereign ; 

(e) that the sovereign, which is now rated by law at Rs. 15, should be made a 
legal tender in India at the revised ratio of Es. 10 to one sovereign ; 

{cD that the import and export of gold to and from India should be free from 
Government control, as soon as the change in the statutory ratio has been 
effected, and that the gold mint at Bombay should be open for the coinage- 
into sovereigns of gold tendered by the public ; 

(e) that the notification of the Government undertaking to give rupees for 
sovereigns should be withdrawn ; 

(f) that the prohibition on the private import and export of silver should be- 
removed in due course, and that the import duty on silver should be repealed 
imIpHR the fiscal position demands its retention. 

These recommendations develop, with the necessary modifications required by 
altered circumstances, the principles on which the Indian currency system was 
established before the war, and are accepted by the Secretary of State in Council 
as expressing the goal towards which Indian currency policy should now be directed. 

Tinder the corLditions existing prior to the war sterling and gold were identical 
standards. The existing disparity has made a choice between these standards 
necessary, and the Committee’s recommendation is in favour of placing the rupee on 
a gold basis. 

In recommending a rate, namely, that above menLoned, for the exchange value 
of the rupee, the Chairman and majority have taken account of Ae high range of 
silver prices, and of the importance of safeguarding the convertibility of the Indian 
note issue by providing so far as possible that the token character of the rupee shah 
be restored and maintained, i.e., that the Indian Government may be in a position 
to buy silver for coinage into inpees without loss. They were also impressed by the 
serious economic and political risks attendant on a further expansion of Indian prices 
such as must be anticipated from the adoption of a low rate. 

The arguments advanced in favour of a gold basis and a high rate of exchange 
appear to the Secretary of State in Council to be conclusive, and he has decided to 
take the necessary steps to give immediate effect to the recommendations on these 
points. Accordingly the Government of India have to-day announced that the rate 
which they will pay for gold tendered to them under the Gold Import Act by private 
importers will henceforth be fixed at one rupee for 11-30016 grains of fine gold, 
that is 10 rupees for the gold content of the sovereign. The consequential changes 
in the regulations relating to the sale of Council Drafts by the Secretary of State 
in Council and Reverse Councils by the Government of India will be notified) 
separately. 

The question of the internal ratio presents special difificulties. The Committee 
recommend the maintenance of gold on a legal tender footing, especially in view of 
possible difficulties in obtaining adequate supplies of silver. A fixed ratio must 
therefore be established between the rupee and gold as used in the internal 
circulation, either one sovereign for Es. 15 as at present or one sovereign for Rs. 10 
in correspondence with the new exchange ratio. 'The former alternative would 
give the sovereign the status of an overvalued token jCoin, necessitate permanent 
control over the import of sovereigns and make an open gold mint impossible. The 
Secretary of State in Council agrees with the Committee that such conditions ought 
not to be contemplated as a permanent arrangement. On the other hand, the lower 
. ratio cannot be ■ effectively introduced while a great disparity continues to e-jdst 
between the commercial price of gold in India and the intended Indian Mjnt par of 
one sovereign for Rs, 10. 

Present conditions are the product of the war, and in some sense artificiaL 
They cannot be immediately remedied without the risk of shock to the economic 
-and monetary system in India ^nd cf reactions elsewhere to winch India cannot in 
her own interests be indifferent ; a gradual process of rectification and adjustment 
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to new conditions is required. For some time past action has been taken in India 
to reduce the premium on gold by regular Government sales of bullion to the public, 
and this measure will be further developed. It may be expected that in this way 
a natural adjustment may be effected and the path to legislation cleared. 

The Secretary of State has decided therefore, (1) that the import of gold shall 
continue, for the present, to be controlled by licence under the Gold Import Act 
with a fixed acquisition rate as mentioned above, (2) that meanwhile periodical sales 
of gold bullion to the public shall continue, and (3) that as a provisional measure 
during the transitional period the sovereign shall remain a legal tender at the present 
ratio of lls. 15. 

In arriving at these decisions the Secretary of State in Council has not failed 
to give careful consideration to the Minority Report signed by Mr. D. M. Dalai. 
Mr. Dalai’s main object is the effective restoration and maintenance of the ratio of 
Rs. 15 to one sovereign as a measure both of the exchange and the circulating value 
of the rupee. In order to secure this he relies upon freedom for the melting and 
export of rupees and corresponding freedom for the import of gold. To meet the 
possible resulting shortage of silver coin he recommends that as long as the iJew 
York price of silver remains above 92 cents Government should coin 2-rupee silver 
coins of reduced fineness, the coinage of rupees of present weight and fineness 
being meanwhile suspended and only resumed when the price of silver falls to the 
figure named. He also recommends that sterling drafts on the Secretary of State 
should be sold only at Is. 3f |d. 

The Secretary of State in Council is satisfied that this programme could not 
be adopted without untoward consequences. The heavy exports of silver coin to be 
anticipated under the scheme must threaten not only the whole silver circulation 
but also the Government’s reserve of silver coin, and entail the gravest risk of incon- 
vertibility of the Government’s note issue. The demand for the gold required pari 
passu- to make this deficiency good must greatly aggravate any strain there may be on 
the gold stocks of the world when freedom of import is restored. Nor is it safe to 
assume that these difficulties could be met by issuing new silver coins of inferior 
fineness ; the evidence against the acceptability of inferior substitutes for the 
present rupee has impressed the majority, and their recommendation on this head is 
accepted by the Secretary of State as decisive. Mr. Dalai’s recommendation in 
regard to the rate for sterling drafts, if adopted, must produce an immediate crash 
in exchange, bringing unmerited disaster to those who have reasonably relied on 
some continuity of policy. The only cover which his scheme affords is the export 
of the country’s circulating currency. In any case, even if a return to the pre-war 
level of exchange could be accomplished without shock to trade or risk to the 
currency system, it would lay India open to a further serious inflation of prices, 
while the Majority’s recommendations would tend towards a reduction of the general 
price level in India. 

Both during and since the war Indian currency and exchange have presented 
problejns previously unanticipated and more perplexing than any encountered since 
the decision to close the Mints in 1893. But the Secretary of State in Council is 
satisfied that the decisions reached promise an eventual solution, and he desires to 
express his acknowledgments to the Committee and their Chairman for the ability 
and thoroughness with which they have explored the issues and framed their 
recommendations. 


No. 2. 

Announcement dated 2nd February 1920 issued by the Government of India.® 

The acquisition rate for gold imported tinder licence into India, which has hitherto 
been subject to variation notified from time to time, has now, in accordance with the 
Secretary of State for India’s separate annoxmeement published to-day relating to the 
recommendations of the Indian Currency Committee, been fixed, and the following 
fixed rates will apply to transactions on and after Monday, 2nd February, namely, 
Rs. 10 for each sovereign tendered for import; or one rupee for 11 •30016 grains of 
fine gold. 

* The first two paragraphs of the above Anaoaacemeiit were also issued in London on 2nd Feb. 1920. 

0 
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2. Council drafts will continue to te offered at the Secretary: of State’ll discretion 
for weekly sale at the Bank of England by competitive tender. The rate for deferred 
telegraphic transfers and bills .will, until further notice, rank for aUotment with 
tenders at -^^th of a pe.nny higher for immediate telegraphic transfers. Np announcei. 
inent will be made of the minimum rate at which tenders wiH t)e accepted, and the 
Secretary of State for India in ,C(^uncil reserves the ri^ht of rejecting the .whole or 
part of any tender. In accordance with the Comrnittee’s Tecommendations, the 
Crovernmeiit of' India will, when occasion requires, offer for sale stated weekly amounts 
of sterling reverse drafts on the Secretary of State for India (including inamediatq 
telegraphic transfers). 

The rates for immediate telegraphic transfers on Londqp will be announced on 
each occasion by the Controller of Currency,’ and will be ' based on the ' sterling 
equivalent of the price of 11 '30016 grains fine gold, as measured by the prevailing 
sterKug-doUar exchange, less a deduction representing the charges of remitting gold. 
The rate for deferred drafts on London will, until further notice, be ^ ’eth of a penny 
higher than the immediate rate as at present. ■ 

3. The Finance Department Notification No. 4071,^'^ dated, the 11th September 
1897, providing for the issue of i-upees at the reserve treasuries in Calcutta, Madras, 
and Bombay, in exchange for sovereigns and half-sovereigns at the rate of Rs. 15 and 
Rs. 7^ respectively, is cancelled. Notification No. 6908\,'"-‘ dated tlie llth December 
1906, regarding the receipt of sovereigns and half-sovereigns at the mints, is also 
cancelled. 

4. The existing prohibition on the import of silver is cancelled, and the import 
duty of four annas an ounce is. abolished. The prohibition on the export of silver 
remains. 

5. The Notifications under the Defence of India Act ^prohibiting the use of gold 
and silver coin otherwise than as currency, or dealing therein at a premium, are 
cancelled. 

* See Appendix "below. 


Appendix to above, 

(a) Notification of the Government of India, No. 4071 (Finance and Commerce), 

dated llth September 1897. 

' In continuation of the notifications No. 2662, J^o. 2663, and No. 2664, dated 26th June 1893, the 
Governor-General in Council hereby notifies for public information that from and after the date of this 
notificsation, sovereigns and half-sovereigns of curi’ent weight coined at any authorised Royal Mint in 
England or Australia will be received at the Reserve Treasuries at Calcutta, Madi*as, and Bombay, and 
rupees will he issued in exchange therefor, the sovereign aud half-sovereign being taken as the equivalent 
of 15 rupees and of seven rupees eight annas respectively. 

(J) Notification of the Government of India, No. 6908a, dated llth December 1906. 

Beceipt by ihe Mints of Calcutta and Bombay of Sovereig7ts and Half-Sovereigns only. 

In supersession of the notifications by the Govemment of India in the Financial" Depe^rtment^ 
No. 2662, dated the 26th June 1893, and No. 3218 a, dated the 14th July 1899, which aie hereby 
cancelled, the Governor- General in Council is pleased to direct that, with effect from 1st April 1907, 
gold bullion and gold coins, other than sovereigns and half-sovereigns, will not be received by the Mint 
Masters of the Calcntta and the Bombay Mints. 

(c) The Defence of India (Consolidation) Rules, 1915, 

2Ia. No person shall melt, break up, or use otherwise than as currency, any current gold or silver 

coin. 

21c. No person shall sell or purchase or offer to sell or purchase any coin.' for an amount exceeding 
ihe face value of such coin^ or shall accept or offer to accept any such coin in payment of a debt or 
otherwise for an amount exceeding its face value, 

’ Bit/planation , — For the purposes* of this rule, the face value of a sovereign shall he deemed to be 
Ra, l5i, and the face value of other gold coins described in section II of* the Indian Coinage Act, 1906, 
shall be the corresponding proportion of Rs. 15. 
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Appendix II. 


Sea-borne Trade of British India on Private Account, 
j; 1911-12 to 1923-24. 



Merchandise. » 


Treasure. 


Balance of 
trade in 
merchandise 
and treasure. 
Net imports 
(— ) or net 
exports. 


Rates of exchange. 

Year. 

Imports. 

Exports. 

Net im- 
ports { — ) 
or net 
exports. 

Imports. 

Exports. 

Net im- 
ports (— ) 
or net 
exports. 

Calcutta on 
London 
T.T. selling 
(daily 
average). 

Average rate 
obtained for 
Council drafts 
and purchases 
of sterling. . 

i9n-ia - 

Rs. Iks. 

R.s. Iks.’ 

' Rs. Iks. 

Rs. Iks. 

Rs. Iks. 

Rs. Iks. 

Rs. Iks. 

s. 

d. 

S. 

d. 

1,38,57 

2,27,85 

89,28 

53,42 

10,36 

-43,06 

46,22 




1 

4-083 

L912-13 - 

1,61,00 

2,46;09 

2,48,88 

85,09 

51,20 

7,05 

-44,15 

40,94 



1 

4-058 

L913-14 - 

1,83,25 

65,63 

36,62 

7,05 

—29,51 

36,06 


■ 

1 

4 -070 

1914-15 - 

i 1,37,93 

1,81,59 

- 43,66 

21,77 

3,30 

—18,41 

25;i9 




1 

4-004 

1915-16 - 

1,31,99 

],97,46 

’65,47 

11,86 

7,43 

—4,43 

61,04 



1 

4-088 

1916-17 - 

1,49,64 

2,45,22 

- 95,58 

14,90 

4,94 

—9,96 

, 85,62 




1 

4-148 

1917-18 - 

1,50,43 

2,42,56 

92,13 

26,05 

5,43 

—20,62 

71,51 


— — 

1 

4-534 

1918-19 - 

1,69,03 

2,53,88 

84,85 

1,22 

2,69 

1,47 

86,32 




1 

5-548 

1919-20 - 

2,07,97 

3,30,06 

1,22,09 

11,12 

■ 7,52 

—3,60 

1,18,49 

1 

11-878 

1 

9-691 

1920-21 - 

3,35,60 

2,58,17 

—77,43 

23,42 

31,15 

25,80 

2,38 

—75,05 

1 

8-657 

2 

2-042t 

1921-22 - 

2,66,35 

2,45,44 

—20,91 

18,99 

-12,16 

—33,07 

1 

3-849 

1 

3-965t 

1922-23§ - 

; 2,24,31 

■ 3,14,33 

90,02 

63,04* 

2,78* 

-60,26 

29,76 

1 

3-784 

1 

4-200 

1923-24 - 

2,17.03 

3,61,91 

1,44,88 

52,20* 

3,55* 

-48,65 

; 96,23 

1 

4-460 

1 

4-632 

1924-25 - 

2,43,18 

3.98,36 

1,55,18 

99,03* 

4,91* 

-94.12 

61,06 

1 

H 

1 

5-661 

1925-26 
(5 months) 

• 89,68 

1,58,13 

68,45 

20,62* 

1,06* 

-19,56 

48,89 

1 

6 

1 

6-075 


■* Currency Notes are included from April 1922. t Keverse Councils, 

t Daily average fur London T.T.’s on Calcutta. § From 1922—23 the value of railway materials imported 

direct by State Eailways working under Company management have been excluded. 


Appendix III. 

Indian Currency and Exchange. 

The following announcement has been issued to-day by the Government of 
India ; — 

Itemoval of Restrictions on Imports of Gold into India and Rates for Reverse Drafts. 

The Government of India and the Secretary of State have been in communication 
during the last few weeks regarding the action to be taken in view of the recent 
market rates of exchange, which have now not only departed from the parity of gold, 
but have, thi'ough lack of support from the export market, fallen below the parity of 
2s. which will ultimately hold when gold and sterling return to parity. The effective 
and permanent .solution of this question cannot be dissociated from the policy to be 
adopted in regard to gold. The Government bf India are glad to announce that as 
from 2'lst June- the restrictions oyer the import of gold bullion and foreign coin will 
be removed.- Moreover, the Governor -General is issuing an Ordinance declaring that 
sovereigns and half-sovereigns will cease until further notice to be legal tender, 
though they will be received by Government at the present ratio of Rs. 15 during a 
moratorium of 21 days from this date, that is to say, up to 12th Jxily. On the expiry 
of the moratorium, the restrictions over the impprt of British gold coin will also be 
withdrawn. At the forthcoming session of the Legislative Council the Government 
of India propose to submit a Bill prescribing the new ratio of one sovereign = Rs. 10, 
at which the sovereign will become again legal tender. These measures, which are 
in accordance with the recommendations of the Indian Currency Committee, have 
been rendered specially urgent by the illicit importation of sovereigns, which are 
stanggled- across the land frontier of British India for encashment at Government- 
Treasuries and currency offices.. , ‘ 

' . j •/ 

2. The Government of India announce that, having regard to the fall in the 
.market rate of sterling, the rates for Reverse Councils at>the sale of 24th June and at 
subsequent sales will be per rupee 1«. for Immediates, and Is. 11^^. for 

Beferreds, these being the rates which wiU ultimately hold when. sterling once more 
returns to par with gold. At these rates l,000,000i. will be' sbld on the 24th instant, 
and weekly till further notice. _ 
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The following Ordinance has been issued to-day by the Go\ernment of India : 

An Ordinance to deal with certain Gold Coin. 

Whereas an emergency has arisen which makes it expedient to declare that gold 
coin refejTed to in section 11 of the Indian Coinage Act of 1900- shall cease to be 
legal tender and to make other provision in this connection : >iow therefore in exercise 
of the power conferred by section 72 of the Government of India Act, pi5, the 
Governor-General in Council is pleased to make and promulgate the following 
Ordinance : — 

Ordinance No. 3 of 1920. 

Section 1. This Ordinance may be called the Gold Ordinance, 1920. 

Section 2. Notwithstanding anything contained in section 11 of the Indian 
Coinage Act, 1906, the gold coin referred to in that section shall cease to be legal 
tender in payment or on account, provided that if any pei-son within 21 days from 
the commencement of this Ordinance tenders any such coins at an office of a circle 
of issue established under section 5 of the Indian Paper Currency Act, 1910, he shall 
be entitled on demand to receive currency notes of the denominational values 
prescribed under that Act in exchange therefor at the rate of ,15 rupees for one 
sovereign. 

Section 3. In determining for purposes of the Indian Paper Currency Act, 
1910, the value of sovereigns and half-sovereigns held in the reserve, such sovereigns 
and half-sovereigns shall be valued at the rate of 15 rupees for one sovereign. 

Iedia Office, 

21st J une 1920. 

* Section 11 of Indian Coinage Act, 1906 ; — 

« Gold coins, whether coined at His Majesty’s Royal Mint in England or at any Mint established in 
pursuance of a Proclamation of His Majesty as a branch of His Majesty’s Royal Mint shall be a legal 
tender in payment or on account at the rate of 15 rupees for one sovereign ; 

“ Provided that such coins have not been called in by any Proclamation made in pursuance of the 
Coinage Act, 1870, or have not lost weight so as to be of less weight than that for the time being 
prescribed for like coins or under the said Statute as the least current; weight.” 


Appendix IV. 

Suspension of Sale of Reverse Drafts by the Government of India. 

The folio vviug auuouncement has been made in India ; — 

The Government of India have been in continuous communication during the 
past few months with the Secretary of State on the subject' of the sale of Reverse 
Council Bills. Since the 1st February the note circulation has been reduced from 
185 crores to 158 crores on the 15th September, and this material contraction of 
currency has to a large extent been rendered possible by the maintenance of the 
weekly ofEer to sell sterling drafts on London. The effect which might have been 
anticipated on the exchange value of the rupee by reason of the withdrawal pf this 
substantial amount of currency haS, however, 'been obscured by various causes, 
induding the stagnation in the export trade and the abnormal activity in the imports 
into India of foreign goods. An opportunity for reconsidering the whole question has 
presented itself on the passing into law at the recent session of the Legislative Council 
of the Indian Coinage Act, rating the sovereign at Rs. 10, and the Government of 
India have accordingly, with the approval of the Secretary of State, decided ^fter the 
sale of 28th September to withdraw for the present and until further notice the 
present weekly offer of sterling drafts on London. The Government of India, however, 
reserve to themselves the right of resuming these sales should circumstances in their 
opinion at any time subsequently render such resumption expedient. 

India Office, 

28th September 1920. 
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Appendix V. 

Absorption of the various forms of currency during the five years 
preceding the war and the eleven subsequent years. 


(In lakhs of Rupees.) 


Year. i 

Rupees. 

1 

Notes.t 

1 

Total. ! 

Sovereigns 
and half- 
sovereigns. 

Grand 

total. 

1909-10 

13,22 

1 

5,03 

18,25 

4,31 

22,56 

1910-11 

3,34 

19 

3,53 

2;i5 

5,68 

1911-12 

11.50 

4,44 

15,94 

13;33 

29,27 

1912-13 

10,49 

2,71 

13,20 

16,65 

29,85 

.1913-14 - , - 

5,32 

2,65 1 

7,97 

18;il 

26,08 

Total for -5 years 1909-10 


1 

1 




to 1913-14 - 

43,87 

15,02 i 

i 

58,80 

54,55 

1,13,44 

1914-15 

- 6,70 

- 6,01 

- 12,71 

8,43 

- 4,28 

1915-16 

10,40 

9,23 

19,63 

29 

19,92 

1916-17 

33,81 

13,89 

47,70 

3,18 

50,88 

1917-18 

27,86 

17,22 

45,08 

14,26 

59, .34 

1918-19 

45,02 

49,29 

94,31 

5,81® 

1,00.12 

1919-20 

20,09 

20,20 

40,29 

- 3,32 

36,97 

1920-21 

- 25,68 

- 5,90 

— 31,58 

- 4,38 

- 35,96 

1921-22 

- 10,46 

9,35 

- 1,11 

2,78 

1,67 

1922-23 

- 9,56 

3,87 

- 5,69 

9,43 

3,74 

1923-24 

7,62 

7,96 

15,58 

6,74 

22,32 

1924-25 

3,65 

- 2,51 

1,14 

14,53 

15,67 

Total for 11 years 1914-15 






to 1924-26 - 

96,05 

1,16,59 

2,12,64 

57,75 

2,70,39 


Sovereigns have been valued at Rs. 16 = IZ in the above table. 


• Includes 60 on account of gold mohurs. 

* These figures are based on the active note circulation, which does not include notes held in 
^■Government Treasuries and by the Imperial Bank. 
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Index Numbers of Wholesale Prices based on 100 in 1913. 


Month. 

1922. 

1923. 

1924. 

Calcutta. 

U.K. 

Statist, 

U.S.A. 

Labor 

Bureau, 


U.K. 

Statist. 

U.S.A. 

Labor 

Bureau, 

Calcutta. 

U.K. 

Statist, 

U.S.A. 

Labor 

Bureau, 

-January - 


178 

156 

138 

179 

153 

156 

172 

161 

151 

Tebruary 

- 

179 

156 

141 

180 

155 

157 

178 



March. - 

- 

182 

157 

142 

181 

156 

159 

179 

161 

150 

April 

- 

182 

159 

143 

178 

158 

159 

174 

161 

148 

May 

- 

187 

159 

148 

177 

156 

156 

176 

161 

147 

-June 

- 

183 

160 

150 

175 

150 

153 

176 

f 

145 

-July 


181 

1.58 

155 

170 

147 

151 

179 


147 

August - 

- 

178 


155 

171 

147 

150 

180 

162 

150 

September 

- 

176 

151 

153 

174 

150 

154 

. 179 

166 

149. 

‘October - 

- 

177 


154 

174 

150 

153 

181 

172 

152 

November 

- 

178 

154 

156 

177: 

156 

152 

180 

171 

153 

December 


176 

152 

156 

179 

157 

151 

176 

174 

157 


♦July 1914 = 100. 
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Appendix VII. 


Per cent. 

Securities.' 

Reserve to 
Total 
Reserve 
(excluding 
Hundis). 

Govern- 
ment 
of India. 

British 

Govem- 

ment. 

Per 

Es. 

Es. 

cent. 

lakhs. 

lakhs. 

47-0 

15,60 

82,50 

46-4 

16,60 

82,50 

50-2 

19,69 

67,27 

50*2 

23,77 

61,27 

50-9 

31,18 

50,77 

56-7 

35,55 

37,27 

57-9 

40,62 

28,27 

.57-8 

47,33 

21,53 

59-8 

47,14 

16,28 

52*1 

6H,«‘7 

8,35 

52-3 

68,07 

8,35 

62-6 

68,07 

8,35 

53-2 • 

68,07 

8,35 

63-6 

68,07 

8,35 

54-0 

68,07 

8,35 

54-3 

68,06 

8,35 

fiA • .5 

67,99 

8,35 

65-5 

67,99 

8,35 

66*5 

68,05 

8,35 

57-2 

66,92 

8,35 

57-8 

66,92 

8,35 

58-0 

67,06 

8,35 

59-2 

64,40 

6,34 

57-0 

68,40 

5,84 

56*8 

69,39 

5,85 

57-9 

67,43 

5,85 

59‘0 

65,03 

5,84 

58-7 

65,09 

’ 5,84 

58*8 

65,17 

5,84 

59-7 

65,12 

5,84 

60-6 

H5,15 

5,85 

61*8 

63,78 

5,84 

63-1 

60,92 

5,85 

64*2 

58,37 

5,84 

64*3 

^ 57,42 

5,84 

63*7 

57,42 

5,84 

63-4 

57,43 

5,84 

63*6 

57,43 

5,85 

63*7 

• 57,48 

5,84 

63*0 ! 

57,55 

5,85 

63*0 

57,50 

5,84 

63*5 

57,50 

5,84 

65*1 

57,51 

3,85 

67*4 

57,51 

— 

68*0 

57,48 

— 

68*2 

57,48 

— 

66*1 

57,48 

3,00 

62*1 

57,48 

9,00 

59*4 

57,52 

14,00 

58*9 

57,53 

14,00 

58-9 

*57,53 

14,00 

58*3 

' 57,53 

13,99 

58*0 

57,53 

14,00 

58*5 

67, ,53 

13,99 

• 59*1 

57,36 

14,00 

1 59*9 

57,33 

14,00 

= 60*2 

67,31 

14,00 

; ‘60*1 

57, J3 

16,00 

t 59*4 

57,13 

15,99' 

1 58*2 

57,13 

17,00 

) 56*5 

67,12 

20,00 

) 53*6 

57,12 

20,00 

I 53*8 

57,12 

20,00 

) 55*6 

67,12 

20,00 

r 55*5 

57,16 

20,00 

r 56*7 

57,18 

20, QO 

2 58*1 

57, is 

20,00 

[) 59*1 

57,11 

20,00 

1 59*3 

57,11 

19,99 


Date. 


Gross note 
circulation.! 


1920 . 

Jan. 31 - 

Feb. 29 - 
March 31 - 
April 30 - 
May 31 - 

June 30 - 
July 31 - 
Aug. 31 - 
Sept. 30 - 
Oct. 31 - 

Nov. 30 - 
Dec. 3 1 

1921 . 
Jan. 31 
Feb. 28 - 

March 31 - 
April 30 - 
May 31 - 

June 30 - 
July 31' - 
Aug. 31 - 
Sept. 30 - 
Oct. 31 - 

Nov. 30 - 
Dec. 31 - 

1922 . 
Jan. 31 - 

Feb. 28 - 
March 31 - 
April 30 - 
May 31 - 

June 30 - 
July 31 - 
Aug. 31 - 
Sept. 30 - 
Oct. 31 - 

Nov. 30 - 
Dec. 31 - 

1923 . 
Jan. 31 - 

Feb. 28 - 
Marqh 31 - 
April 30 - 
May 31 - 

June 30 - 
July 31 - 
Aug. 31 - 
Sept. 30 - 
Oct. 31 - 

Nov.. 30 ' 
Dec, 31 - 

1924 . 
Jan. 31 - 

Feb. 29 - 
March 31 - 
April 30 ' 
May.31 - 
June 30 - 
July 31’ - 
Aug. 31 - 
Sept, 30 - 
Oct. 31 ’ - 
Nov. 30 - 
Dec. 31 - 

1925 . 
Jan. 31‘ . - 
Feb. 28, n 
March fll - 
April 30 - 
May 31 - 
June 30 -• 
July 31 - 
Aug. 31 -V 

, :Sspt. 30 - 


Bs. 

lakhs. 

185.15 
183,03 

174.52 
170,74 
166,92 
164,34 

163.87 
163,27 

157.63 
159,58 
160,21 

161.40 

163.41 
164,60 

166.16 
167,32 
167,80 

171.76 
175,56 
176,02 
178,37 
179,71 
173,48 

172.53 

174.40 

173.87 

174.76 

171.76 
172,39 
176,01 

180.41 
182,26 

180.76 

179.63 
177,30 
174,18 

172,65 

173,89 




Gold coin and 
bullion.*.- 

Silver coin and 
bullion. 


1 

Out 


Out 

In India. 

Of 

India. 

Cn India. 

of 

India. 

Es. 

Es. 

Es. 

Es. 

lakhs. 

akhs. 

lakhs. • 

lakhs. 

35,10 

11,62 

40,33 

— 

41,30 

4,65 

38,98 

— 

44^36 

3,45 

39,85 

— 

4538 

95 

39,37 

— 

42,86 

74 

41,37 

— 

43,48 

2,49 

45,55 

— 

44,62 

— 

60,36 

— 

39 ; 1 2 

— 

65,29 

— 

36,15 

— 

58,06 

— 

23,75 

— 

59,41 

— 

23,86 

— 

59,93 

— 

23,89 

— 

61,09 

— 

' 24,00 



62,99 

— 

24;06 

— 

64,12 

— 

2447 

— 

65,57 

— 

24;26 

— 

66,65 

— 

24,30 

— . 

67,16 

— 

24;35 

— 

71,07 

— 

24, .35 

— 

74,81 

— 

24,35 

— 

76,40 

— 

24,34 

— 

78,76 

— 

24,34 

— 

79,96 

— 

24,33 

— 

78,41 

— 

24,32 


73,97 

— 

24,32 


' 74,84 



24;32 

— 

76,27 

— 

24,32 

— 

77,62 

— 

24,32 

— 

76,51 

77,06 

— 

24,32 

— 

— 

24;32 

— 

80,73 

— 

24;32 

— 

85,09 

— 

24i3-2 

— 

88,32 

— 

24;82 

— 

89,67 

— 

24,32 

— 

91,10 

— 

24,32 

— 

89,72 

— 

24,32 

— 

86,60 

— 

24,32 



85,06 



24,32 

— 

86,29 

— 

24,32 

— 

87,06 

— 

24,82 

— 

83,65 

— 

^ 24,32 

— 

83,57 

— 

24,32 



85,95 

— 

1 24,32 

— 

90,04 ’ 

— 

1 24,32 

— 

94,47 

— 

1 24,32 

— 

97,49 

— 

1 24,32 

— 

99,02 

— 

) 22,32 

— 

95, .50 

— 

2*2,32 

— 

86,61 

— 

! 22,32 



8*2,18 


) 22,32 

— 

80,34 

— 

) 22,32 

— 

80,00 

— 

J 22,32 


77,49 

— 

1 22,32 

— 

76,66 

— 

3 22,32 

— 

78,65 

' — 

i 22,32 

— 

82,57 

— 

3 22,32 


84,48 

^ — 

5 22,32 

— 

85,62 

— 

8 22,32 

— 

86,53 

— 

6 22,32 

— 

84,62 

— 

1 ^ ^2,32 

— 

80,76 

■ — 

1 . 22,32 


77,67 


2 22,82 

— 

76,28 

— 

9 22,32 

— 

76,75 

— 

1 22,32 

— 

74,17 

— 

3 22,32 

— - 

73,75 

— 

5 22,32 

— 

78,75 

— 

0 22,32 


84,80 

— 

11 22,32 

— 

88,78 


d 22,32 

— 

90,09 



Total 

Metallic 

Reserve. 


Total 

secunties. 


Bills of 
ex- 
change 
(Hun- 
dis). 


Total 

Reserve 

(excluding 

Hundis), 


Es. 

lakhs. 

87.05 
84,93 

87.66 
85,70 

84.97 
91,52 

94.98 

94.41 
94,21 

83.16 

83.79 

84.98 

86.99 
88,18 
89,74 
90,91 
91,46 

95.42 

99.16 
100,75 
103,10 
104,30 
102,74 

98,29 

99,16 

100,59 

101,84 

100,83 

101.38 

105.05 

109.41 
112,64 

113.99 

115.42 
114,04 

110.92 

109.38 
110,61 

111.38 
107,97 
107,89 
110,27 
114,36 

118.79 
121,81 
123,34 
117,82 

108.93 

104,50 

102.66 

102,32 

99,81 


Rs. 

lakhs. 

98,10 

98,10 

86,86 

85,04 

81.95 
72,82 
68,89 
68,86 

63.42 

76.42 
76,42 
76,42 

76,42 

76,42 

76,42 

76,41 

76,34 

76.34 

70.40 
75,27 

75.27 

75.41 
70,74 

74.24 

75.24 

73.28 

70.92 

70.93 
71,01 

70.96 
71,00 

69.62 
66,77 
64,21 
63,26 

63.26 

63.27 

63.28 

63.32 
63,40 

63.34 

63.34 
61,36 

57.51 
57,48 

57.48 

60.48 

66.48 

71.52 
71,53. 

71.53 

71.52 

71.53 

71.62 

71.35 

71.33 
71,31 
72,13 

73.12 

74.13 

7*7,12 

77,12 

77,12 

77,12 

77,16 

77,18 

77,18 

77,11 

77,10 


Es. 

lakhs. 


2,00 


2,00 


8,00 

8,00 

12,00 

12,00 

10,00 

4,00 


2,00 

4.00. 

8 . 00 . 
8,00 
6,00 


Rs. 

lakhs. 

185.15 
183,03. 
174,52 
170,74 
166,92 
164,34 

163.87 
163,27 
157,63- 
169,58. 
160,21 

161.40 • 

163.41 
164,60' 

166.16 
167,32 
167,80- 

171.76 
175,56. 
176,02. 

178.37 

179.71 
173,48. 
172,53. 

174.40 

173.87 

172.76 

171.76 
172,39. 

176.01 
1^0,41 
182,26- 
180,76. 
179,63. 
177,30^ 
174,18. 

172,65. 

173,89 

174,70' 

171.37 
171,23 
173,61 

176.72 
176,30' 
179,29' 
180,82 
178,30. 

175.41 

176.02 
174,19^ 
173,86 
171,33. 
170,51 
172,49 
1.76,24 
178,13 
179,25* 
180,98 
180,06. 

177.21 

..177,11 

175,72' 

lt6,19- 

173.61 
173,23. 
178,25 
184,30 

188.21 

189.61 


* Yvitn ettect irom ist uctooer l»:su, tne iwia ana Bterimg oecunnes in ine raper currency piovAuuoxj -- 

Ea. 15 = ILy were re-valued at Es. 10 =s IZ., in accordance with the provisions of the Paper Currency (Amendment) Act, ly^o- 
^he resuliffl^ deficiency in the Reserve was made up by the addition of ad hoe India Treasury Bills. 


APPENDIX 70 . 


4br 


.. .. APPE>^DIX 7,0. . 

Memorandum No. 2, on » gome Considerations affecting the Stabili- 

sation of the Rupee-SterUng Exchange,” submitted by Mr. C. H. 

Kisch, C.B., Financial Secretary, India Office. 

After the breakdown of the '2s. gold rupee it was always taken for granted- 
i;hat conditions would, in due. course, arise in which it would be expedient and 
necessary to attempt again a porinanent solution of tlie Indian exchange problem. 
'The main questions that now have'to be decided are ; — 

(а) whether the time is now ripe for this attempt, and 

(б) if so, what should be the basis of the new exchange ratio ? 

2. As regards (a), adpount has to be taken both of local and international factors. 
The historical note previously circulated has already touched upon the principal 
.considerations that appear relevant to this issue. These appear to be as follows : — 

(a) The Indian budget is a balanced budget, and, barring any unforeseen ■ 
•calamities, such as war or faniine on a large scale, the capacity of the Government of 
India to maintain budget equilibrium in the future may be assumed. 

(b) The Floating Debt, in the form of Treasury Bills, which at one time threatened 
■to reach dangerous proportions, has now been extinguished, and the danger of the 
'Government being compelled to resort to inflation on this account has disappeared. ' 
There is indeed a considerable volume of short-term debt maturing in the next few ' 
years (vide figures in Apppdix I), but the credit of the Government of India is such ’ 
that there should be no insuperable difficulty in renewing the debt on maturity by 
■conversion operations supplemented as necessary by fresh borrowing. . 

(o) The stabilisation of the Indian exchange pre-supposes a substantial export 
■surplus, which has to provide the amount required for meeting the home charges, ■ 
■now amounting to about 28,000,0001. on revenue account, plus any sterling 
•capital expenditure not met by borrowing in the United Kingdom. In the five 
years before the war the visible balance of trade in merchandise and precious metals' ■ 
averaged lls. 42’ 2 crores annually in India’s favour. In 1923-24 and 1924-25 the 
•corresponding figures were Rs. 96*2 crores and Rs. 61*1 crores. Assuming that no 
•serious or sudden disturbance of world values is to be apprehended, India should be 
in a position to maintain a substantial export surplus in the future as in the past, 
though not necessarily as large as in the last two years. This remark has 
:reference to the noi*mal tendency of Indian trade over an extended period, 
and does not mean that occasions may not arise, especially in the event of 
monsoon failures, w^hen^ the balance of trade may be temporarily adverse. Such a 
rsituation, if exhibited in a tendency of exchange to weaken below the gold export 
parity, called for definite action under the exchange system as in force before the 
war, and has to be taken into account in the formulation of any new policy (see (d) 
below). 

In this connection it may be of interest to refer to certain statistics of Indian 
•trade and price indices. For the five years before the war the average annual 
■value of the private import and export trade in goods to and from India’ was’- 
Rs. 146 crores and Rs. 224 crores respectively. The correspdnding figures in the 
years 1923-24 and 1924-25 were (imports) Rs. 217 crores and Rs. 243 crores,. 
4ind (exports) Rs. 362 crores and Rs. 398 crores respectively. Allowing for the 
increase in import prices of 80 per cent, and 100 per cent, in each of the last- 
mentioned yeai*s above the pre-war figure, and about 45 per cent.® in the , export ' 
■values in each of the years concerned, the corresponding valuations on the basis of 
pre-war prices woidd be (imports) Rs. 121 crores and Rs. 122 crores, and (exports) 
Rs. 250 crores ajid Rs. 27,5 crores respectively. It would seem reasonable to expect 
"that, if and when prices in the chief manufacturing countries fall, the volume of 
imports into India should increase. 

• The^ percentages’ here used are based on fibres taken from '‘Index ^umbers of Tnai'a-r, PncesL 
4861-1918” (with Addenda), pnbHsbed by the Department of Statistics, India. (^See Appendix II.) 
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Althougli the satisfactory character of the Indian export trade is brought out by the 
above figures, it is natural to enquire, with reference to the movement of exchange, 
whether Indian prices stand in the same relation to world prices as they did before- 
the war. 

The Calcutta index number, which is believed to be the most reliable of the Indian 
general index numbers, is based on the prices of a number of individual articles, 
including for this purpose import and export articles. On the basis of the latest 
available’ figures (August 1925), as compared with 100 pre-war {vide Appendix II), the 
Calcutta general index number stood at 157 as compared with the Statist index 
number for the United Kingdom of 158 and the United States (lAibour Bureau) index 
number of 160. These figures tempt the inference that Indian and world prices have 
now much the same relation as before the war. But it has to be remembered that 
the pre-war rupee exchange stood at Is. 4d. and the rnpee-doUar exchange at 32-2- cents 
as compared with approximately Is. 6d. and 36f cents, respectively, last August. 
Allowing for the variation in exchange, it is necessary to raise the Indian index by 
one-eighth to find the comparative gold price index for India corresponding to the 
Statist figure, and the Indian figure of 157 would rise to 177 as compared with the 
Statist index of 158. This might suggest that the present level of Indian prices is 
too high or that the exchange is higher than price parities would warrant. On the 
other hand, apart from the difficulties inherent in the interpretation of index numbers,, 
there seems to be no convincing reason for assuming that the ratio between Indian 
and United Kingdom prices will necessarily be the same in the future as before the- 
war. The course of events has been different in the two countries and allowance 
must be made for the heavy general tariff which is now in force in India. Further, 
there is at present a striking disparity between tlie index numbers for Indian export, 
and import articles, which last July stood at 142 and 191, respectively. The height 
of this last figure, which owing to the rise in exchange underrates the increase, no 
doubt largely explains the relatively low imports into India at the present time. But 
allowing for the rise in exchange from Is. id. to Is. Qd., the export index of 
142 corresponds closely with the Statist July number 158. Thus on the basis of 
the Indian export index there would seem to be no material disparity between the- 
present and pre-war relations of British prices generally and the prices of Indian 
exports. 

. While it is difficult to draw any precise practical conclusions from this survey of 
recent index numbers, it may perhaps be said that they in a sense elucidate the 
tendencies of Indian trade as exhibited in the actual statistics of exports and imports. 

(d) The stabilisation of the rupee-sterling exchange postulates that the Govern- 
ment should be able to provide rupees without limit at the ratio established, and that 
it should have' the means of drawing off redundant local currency, should this be 
required, at any time. As regards the supply of rupees, the maintenance of the 
Is. 4(i. exchange was, if convertibility was not to be sacrificed, rendered impossible 
in the course of the war by the great rise in the price of silver. With silver at 
about 42(1. per standard ounce the cost of a rupee (including minting charges) is- 
about Is. id. With exchange at Is. 6d. the price of silver woiild have to rise to 
ild. per standard ounce before the actual cost of the currency unit wmuld amount to- 
exchange value. If the exchange were at Is. 8d. or 2s. the corresponding figures 
would be about 53d. and 63d. per standard ounce. Since the restoration of the gold 
standard in the United Kingdom, the price of silver in London has ranged between 
31xV‘^* aJid 33-iVd< per-standard ounce. 

As regards the reserves available to enable the Government to offer international, 
exchange against payment of local currency, the position is as follows. The Giold 
Standard Reserve, which is invested in sterling securities, mostly with short-term 
maturity, amomits to 40,000,0001., the actual constitution on 30th September 1925- 
being as shown in Appendix HI. Under existing orders the reserve wdll not increase 
beyond this figure. In addition to this reserve, which has been specificallv built up 
for the support of exchange. 20,000,0001. British Treasury Bills are at present held in 
• TT 1 . i. j 1 . • London on account of the Paper Currency 

““ “Sd is also , Md in India 

. For productiTe purposes, 64 , 000 , 000 z. million^ in gold to which recourse 

For general purposes, 18,049,186Z. could be had if necessary. There are large 
4 ! .ai. a a. j> o outstanding borrowing powers® in the hands 

-ot the becretary of State, and recourse to the London market remains open for 
strengthening the resources of the Secretary of State whenever required. 



APPENDIX 70. 


459 


The question of the adequacy or otherwise of the Gold Standard lieserve will, 
doubtless, engage the attention of the Committee, but at present it may suffice to 
state that the amount of the reserve may be compared with 26,000,0001. which is the 
maximum figure held in it before the war. Moreover, at no time before the war did 
the amount held in the Gold Standard Reserve and the Paper Currency Reserve on 
this side together exceed 31,000,0001.* ** 


In 1919 the late Sir Lionel Abrahams inclined to the view that 25,000,0001. 

{Vide Question 5626, Babington- ^0"!? adequate holding in the Gold 

Smith Committee.) Standard Reserve, but held that no final decision 

should be taken until ecqnomic conditions 
had returned to greater noi-mality. Sir Henry Howard, who was at one time 


^ (Vide Appendix D, para. 6, to 
Appendix I, Babington- Smith Committee.) 

actual figure at the present time. 


Financial Secretary to the Government of India, 
held that the aim should be to build the reserve 
up to not less than 40,000,0001., which is the 
He considered that after this total had been 


reached half of the subsequent accretions might profitably be diverted to capital 
expenditure, and that after 50,000,0001. had been reached all the receipts accruing 
to the reserve might be so utilised. 


In Memorandum No. 1 it was explained that the average annual absorption of 
currency by India in the five years preceding the war was about 23 erores. In 
the eleven abnormal years 1914-15 to 1924-25 the average absorption was about 
Rs. 25 erores. What the future normal figure , is likely to be cannot be foreseen. 
But assuming that it will be in the neighbourhood of Rs. 25 erores, it will be 
observed that a Gold Standard Reserve of 40,000,0001. represents a power of 
contracting the currency at an exchange of la. Hd. to the extent of approximately 
Rs. 53 erores, that is, about two years’ normal absorption. Past experience suggests 
that, except in quite abnormal circumstances, this amount of currency contraction 
would be much in excess of what the market could stand without producing grave 
stringency, and that a much smaller amount of contraction should suffice to bring 
about the readjustment of credit and prices required to re-establish the exchange 
value of the rupee should this ad any time threaten to fall awa 5 ^ At the same 
time account must be taken of the fact that normality in world conditions has not 
yet been established, and though it would possibly suffice to maintain a reserve of 
25,000,0001. or thereabouts with the view to redress a weakening of exchange 
due to a temporary adverse trade balance, it is difficult to assess the strain that 
might be placed on the reserve if a prolonged period of steadily falling gold prices 
set in, and the Secretary of State was obliged by adverse financial conditions to draw 
heavily on the reserve for financing his requirements. Moreover, it is undesirable to- 
reduce the sterling reserves to a figure which might not leave a sufficient margin 
for safety or might give rise to undue alarm or nervousness on the part of the 
public. The Babin^on-Smith Committee, agreeing in this respect with the 
Chamberlain Commission of 1913-14, held in 1919 that no limit could at that time 
be fixed to the amount up to w'hich the Gold Standard Reserves should be 
accumulated from the profits of coinage. They considered that the settlement of 
this matter should await the return of normal conditions. 


Since the date of the Babington-Smith Committee experience sheds little light 
regarding the amount at which the Gold Standard Reserve should be maintained. 
The sterling reserves of the Secretary of State have only once been called into play 
since the date of that Report, that is in 1920, when, as explained in Memorandum No. 1, 
an attempt was made to support exchange at 2«. gold, and, later, at 2s. sterling. 
The catastrophic fall in prices rendered the attempt abortive, but the fact that 
55,000,0001. was expended in a vain attempt to support exchange in exceptional 
conditions is no evidence that the existing reserves aife insufficient having regard to 
any normal contingency that may properly be provided for. It may perhaps be 
urged thSat reserves in London aggregating £60,000,000 (£40,000,000 in the Gold 
Standard Reserve and £20,000,000 in the Paper Currency Reserve, irrespective of 
Currency Reserve gold in India) represent an excessive holding. But there is force 
in the view that before reducing the size of the Gold Standard Reserve experience of 


* This figure may be compared "with the reserves held abroad by Japan. “It has been the practice, 
since Japan first adopted the gold standard, to keep a considerable specie resewe in Kew York and 
London. Since January 1923 the total sum so kept has diminished noticeably. ‘ In 1921 the amoxmt 
was over 1,000 million yen, but in March 1924 the amoxmt had dwindled down to ^3 million yen.”— The 
J^conimic Beview, 14th November 1924 (1,000 million yen = at par of exchange about 100,000,0002.). 

D 
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the working of a re-established exchange system over a series of years should be 
awaited and in such a matter, where there is clearly scope for difference of opinion,, 
the magnitude of the issues suggests that less harm is to be apprehended from 
maintaining the reserve at a high figure than from reducing it to what might prove 
an inadequate or inconvenient level. In dealing with this questiori it is necessary, of 
course, to have regard to the rate of exchange that it may be desired to establish iut 
the future, and in formulating a line of policy as regards the Gold Standard Reserve 
it might bo well to consider whether it would be desirable to regulate its growth with 
reference to the holding of sterling and gold in the Paper Currency Reserve. 

(b) The re-establishment of the gold standard in the United Kingdom has. 
removed one of the main difficulties that faced the Babington-Smith Committee in 
1919. The experience of the period immediately following the issue of the Report 
showed the danger of attempting to fix 'the exchange value of the rupee while 
sterling was divorced from gold, and it has been generally recognised, since the 
breakdown of the Babington-Smith Committee’s scheme, that it would be desirable 
to wait for the return of the gold standard in the United Kingdom before a further 
attempt was made to stabilise the rupee exchange. 

3. The question, whether the time is opportune for bringing to an end the 
period of instability of the rupee exchange, involves consideration of tihe prospects 
of world price movements in the period ahead. In Memorandum No. 1 already 
referred to it has been shown that the rise in the rupee exchange in 192i2y24 
played an important part in securing relative price stability for- India at a time 
when world prices were rising. The arguments in favour of regulating currency 
policy with a view primarily to securing price stability have been much debated 
in the Press and elsewhere, and undoubtedly there would be certain advantages 
in applying such a policy to India, where conditions are in some respects favourable, 
for this” treatment of the question; but as the United Kingdom, the sterling- 
using Dominions and other important European countries, have rejected the 
idea of basing their currency policy on internal prices and have elected to revert 
to the gold standard, it is scarcely a practical issue to consider a. different course in 
the case of India. Further, Indian trade and finance are closely bound up with 
sterling, and there wiU be great and manifest advantages to Government and trade in 
re-establishing an effective fixed parity between the rupee and the pound now that 
the United Kingdom has reverted to the gold standard. Moreover, in such a matter 
it is necessary to pay great weight to sentiment, and there is no doubt that- Indian 
economic and political sentiment is strongly in favour of a reversion to gold as soon 
as possible. It would seem, therefore, that the only justification for not bringing the 
Indian currency into line with the policy of the United Kingdom and the Dominions 
would have to be founded on an anticipation of an early or substantial change in the 
level of world prices, which might make it desirable to postpone for a further period 
the actual decision as to the rating of the rupee. The point deseives careful attention, 
as if the element of elasticity at present inherent in the regulation of the rupee 
exchange is once surrendered by linking the rupee to gold at a new parity, it would 
scarcely be possible to recover it, except in the deplorable event of a breakdown of 
the new ratio. , , . 

4. If any substantial rise in world prices is to be apprehended at an early date, the 
ratio of the rupee in terms of gold, determined in the light of existing factors, might 
prove lower than would be expedient. On the other hand, if any substantial fall in 
world prices is hkely, the ratio, determined in the light of existing factors, might 
prove higher than would be oond.ucive to India’s economic interests in the long run, 
or might even conceivably be beyond the power of Government to render effective in 
the end. It is not suggested that any clear evidence exists for inclining to either of 
■ these views. There has undoubtedly been advantage in mitigating for India in 
1923-24, by the rise in exchange, the ^ect of the rise in world prices which would have 
beep communicated to her had the rupee been effectively linked to sterling or gold at a 
-fixed ratio during that period, and there are obvious drawbacks, at a time when the 
future of world prices is obscure, in surrendering this element of elasticity in Indian, 
currency policy. On the other hand, it is important, in the interests of Government 
and trader to bring to an end the period of exchange instability as soon as there is good 
^bnnd fof believing that world prices are likely to, remmn- reasonably steady. No 
.dcktbt it is at present difficult to forecast future movements, in the commodity value 
of gold, and on this fact a case might be based for a further period of delay before 
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1;aldng permauent decisions regarding the rupee-sterling exchange. But, altogether 
apart from the natural desire to terminate the period of Government management of 
the currency, in the sense that it has had to be managed in the last few years, it may 
perhaps be assumed that the United Kingdom, and the other countries which have 
now returned to the gold standard, would not have done so had there not been 
good grounds for holding that the years immediately ahead would not Avitness any 
serious change in price levels. In this connection it is worth noting the statement 
by the Chancellor of the Exchequer on 28th April : — 

“ We have entered a period on both sides of the Atlantic when political 

aDd economic stability seems to be more assured than it has been for some years.’'^ 

Further, the importance of maintaining the commodity value of gold stable was 
emphasised at the Genoa Conference, and it may perhaps be anticipated that this is 
likely to be a subject of constant care to the principal Central Banks of the world. 
While, therefore, it cannot be disguised that there must be some risk in basing 
recommendations regarding the permanent rating of the rupee on the factors of 
to-day, it has to be considered if the risks are greater than it would be reasonable to 
take, and even if decisions were postponed for a further period the element of risk 
cannot be entirely eliminated whenever the actual decision is taken. 

5. The bearing of India’s absorption of gold on the stabilisation of the exchange 
will, doubtless, receive attention. Statistics are included in Appendix IV, showing 
the amount of . India’s net absorption of precious metals in recent years. The large 
volume of net gold imports in 1922-23, 1923-24 and 1924-25, viz., Rs. 41 crores, Rs. 29 
crores and Rs. 70^ crores respectively, are noteworthy, and it is significant that, 
despite these large imports, exchange rose in these three years from Is. Ifd. gold te 
practically 1-s. 6d. gold. With the rise in the gold value of the rupee substantially 
above the pre-war rating, gold has lately been cheaper in India than at any time during 
the past.generation. It is, therefore, no matter for surprise that imports of gold have 
recently been on an unprecedented scale. Although efforts have been, and are being, 
made to encourage the investment habit in India, changes in this direction are likely to-be 
of slow growth, and it must be assumed that with , gold relatively cheap India’s 
demand for the metal is likely to continue to be large. . Imports of commodities have 
been relatively low in recent years, doubtless in part owing to high prices in the 
manufacturing countries. If gold prices decline, the tendency may be for India to 
take .a larger part of the payment for her exports in commodities rather than in gold. 
The question of these gold imports has an important relation to the future of 
commodity value of gold, that is gold prices generally, but there does not seem any 
reason to think that India’s absorption of gold is likely to militate against the main- 
tenance of the rupee exchange in the future any more than it did in the pre-war period. 

6. The utilisation of gold in India as currency is a separate but connected issue 
with a long history behind it. The views of the Babington-Smith Committee will be 
found in paras. 66-8 of their Report. The question of opening a gold mint in 
Bombay has not been a pi^actical one in recent years owing to the exchange position 
being out of accord with tke statutory ratio. But the issue must be expected to arise 
again if and when a new effective gold parity is established, and a demand may be 
anticipated that a branch of the Royal Mint for the coinage of gold should be 
reopened in Bombay, as recommended. by the Babington-Sraith Committee.® A new 
factor bearing on the case is the decision of His Majesty’s Government not to give 
facilities for the. circulation of gold coin in the United Kingdom at present. 

- 7. If it is held that the time is appropriate for measures to be taken to stabilise the 

exchange value of the rupee, the. question of the ratio has to be considered not from 
the point of .view of the ..pre-war rating, or from the point of view of the abnormal 
conditions, ruling towards the end of the war, but from the point of view of the ruling 
ratio and the parity of Indian .and world prices. It is certainly a striking fact thfit, 
so far as the present writer knows, the Indian, exchange is the only important exchange 
in the world .that has appreciated in terms of gold, and it may be asked why the 
pre-war rate should .not be re-established in India as in the United Kingdom. It is 
-not proposed to piursqe this question here beyond , observing .that .the history of .the 

‘ ** Of, toswer to a question' in the Coiincil of State, SOfch January 1924 : — The Indian nxinte 

pnepared to.iCoin golds as-i:soon as the demand for gold, currency arises, hut no sach demand can aiiee 
so long as the present premium on gold as compared with its statutory parity exists.”’ 
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Britisli and Indian currencies since the outbreak of war, and the economic conditions 
of the two countries, are widely different. The breakdown of the ] s. 4d. exchanse 
and the progressive rise in the rupee exchange to 2s. and above must be regarded as 
having deprived the old Is. 4d ratio of validity. Similarly, the collapse of the 
2s. ratm embodied in the Indian Coinage Act of 1920, and the disappearance of the 
conditions under which that ratio might have become effective, have depriired the 2s 
ratio of the sanctity ordinarily attaching to currency law. 

These ratios have now an historical and academic interest. If it were desired 
to direct currency policy towards their re-establishment, it would be necessary to 
justify that policy, not by arguments based on past history, but on the economic 
factors of the present. 


b. For the purpose of this part of the discussion it has been assumed that a period 
ot relative economic stability may be expected ; otherwise it would presumably be 
considered inexpedient to attempt at present the permanent fixation of the rupee 
exchange. On this hypothesis it may be asked, what would be the effect of 
re-establishing an exc^nge rating of Is. 4d. ? Seeing that the rupee exchange has now 
ruled at about Is. M. for some time, it must be presumed that the adjustment of 
pnces and wages in India to this ratio has been continuously in progress, and that 
a permanent lowering of exchange would involve a serious disturbance of values 
Doubtless the period of falling exchange would result in immediate profit to 
some industries, which would be able to increase the rupee price of their products 
without at once having to meet a corresponding increase in the costs of production. 
As regards these costs experience has shown that adjustments of wages in due course 
follow a rise in the cost of hving, and the temporary advantage disappears on the 
readjustment of costs and wages to the reduced purchasing power of money. It may 
be asked whether it would be necessary or expedient to increase the nominal wages 
of Indian lab^r, urban or rural, in the event of a decline in the purchasing power of 
&e rupee. This is a question on which first-hand evidence is more readily^ obtainable 
in India than in this country, where up-t(vdate statistics are not avafiable. Figures 
for the year 1922 from the Bombay Presidency tend to show that the real wa5s of 
labour have nsen^ since 1914, except m the case of field or ordinary labour in rural 
mtjrease, that of ordinapr urban labour, having been about 12 per 
beanngof this position on the Indian cotton industry, subjected to vigorous 
Japanese competition, may be developed by witnesses in India. Others will be in a 
worker ^ importance of maintaining the standard of living of the 


U fij point of view of Government a reduction of the exchange ratio from 

One^irrmediatf ■ reactions throughout the administration. 

One immediate effect would be to increase the burden of the home charges by 

approximately Rs. 6 crores per annum, which would militate against the exfcution 
T financial measures that the Government of India have in view. The 

^cal jo\ernments would also suffer severely from any rise in general nrices 
Consequent on a decline in exchange. TMs would again upset financial equilibS 
n the process of readjustment would raise fresh and embarrassing problems affecting 

part Ot then income is derived from the land revenue, which is either nermanentlv 

fixed or only capable of slow expansion over an extended period. VermmenUj 

econo^c'^stXhtv is one of 

Yupee Such a noiiev wnnlrl tow^ds enhancing the exchange value of the 

SFcS‘ of effective, involve the reduction of the rupee 

Cn reduSd^n^e^rif’ “dustiy until costs had 

TTiio 1 j ^®P®^^®Ace with the increased purchasing power of the runee 

‘ K r 1? «membered that 

No 1 has hPAn PQfii'btarJ 0 (X., as has been pointed out in Memorandum 

of the runerto S? the exchange value 

power. From the point oT^vie^^° f change in its internal purchasing 

Ixlange W S t. ! I- I Government of India, a rise in the rupel 

cost of providing for* the hom^ would of course lead to a reduction in the 

e charges, but there would seem no justification for 
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making this a governing consideration in dealing with the Indian exchange and 
for exposing Indian trade in the process to grave risks and uncertainty. It will also 
be realised that any announcement of the intention of Government to stabilise the 
•exchange at a ratio either above or below the ruling rate would be likely to introduce 
disturbing factors into business and to encourage speculation. 

11. The above arguments point to the conclusion that, if it were desired to-^lay 
to stabilise the rupee exchange, this should be done with reference to the ruling rate, 
viz., Is. 6d., i.e., the sovereign would be equivalent to Rs. 13^ and the gold rating of 
the rupee would be 8 '47512 grains of line gold.'* 

Figures showing the market rate of exchange in recent months will be found in 
Appendix V. As regards these it will be observed that the rate has ruled in the 
neighbourhood of Is. 6ci. since October 1924, and it must be assumed that prices and 
wages have been adjusting themselves to this rate throughout the period from this 
•date. Moreover, in the absence of unforeseen developments, there would appear to be 
no abnormal risks in a policy aiming at stabilisation at this level. 

12. These observations apply, of course, to existing conditions. The situation 
may conceivably change before the Commission reports, and' it may be necessary to 
modify in important respects the views provisionally expressed above in the course of 
any later evidence that the Commission may require. 

* This rating, it may be observed incidentally, furnishes a relatively convenient parity for expressing 
a sovereign in terms o£ rupees and a rupee in terms of pence. If. however, conditions pointed to 
stabilisation at some other point which did not furnish these two facilities and a choice had to^ be m^e 
between them, the advantages of being able to convert the sovereign into an exact equivalent in Indian 
•currency, especially if it is made legal tender in India, deserve to be emphasised. 


Appendix I. 

Rupee Debt of the Government of India maturing from 1926 to 
1935. Amounts outstanding on 31st March 1925, modified as a 
result of Conversion Loan of 1925. 


6 per cent. Five Year Bonds, 1926 

- 

- 

Rs. lakhs. 
20,14 

6 per cent. Five Year Bonds, 1927 

- 

- 

20,01 

5^ per cent. War Bonds, 1928 

- 

- 

21,83 

6 per cent. Ten Year Bonds, 1930 

- 

- 

29,28 

6 per cent. Ten Year Bonds, 1931 

- 

- 

11,31 

6 per cent. Ten Year Bonds, 1932 

- 

- 

19,49 

0 per cent. Ten Year Bonds, 1933 

- 

- 

21,46 

•5 per cent. Ten Year Bonds, 1935 

- 

- 

4,71 

Total 

• 

• 

- 1,48,23 
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Appendix II. 

Index Numbers of Wholesale Prices based bn 100 in 1913.-"- 


- India 

exported 

articles. 

India 

imported 

articles. 

r 

General Index Kumbers. 

, 

Calcutta. 

(c) 

U.K. 

U.S.A. 

(a) 

(h) 

“ Statist.” 

Labor Buimu 



are based on figures taken from “Index Numbers of Indian Prices, 
I86I-19I8 -(■mth Addena^), pnbbsbed by the Department of Statistics, India. The figures in the 
next colnnm, ^'nng the Calcutta Index number, are percentages of the prices in July 1914. 

(a) The maex of India exported articles is unweighted and is based on th6 average of the 

wholesate prices of 28 ^icles, including grains, seeds, tea, castor oil, jute, cotton, raw silk, wool and 
mdes, skins, coal, lac, saltpetre and indigo. 

^imported articles is unweighted and is based on the average of the 
JlS ^ yam, raw silk, iron, copper, 

index nnmher is the arithmetic average of the ratios of the individual 
a^cles. The index is not weighted except in a crude way by allowing two or 
more qiotetions for certain important commodities, 73 quotations being taken in all. 

montidy averages of the 
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Appendix III. 

<Oold Standard Reserve. Composition on 30th September 1925. 

Id, England. £ 

Cash, at Bank of England ,399 

British IVeasury Bills _ _ _ . _ 10,529,931 

Securities maturing within the next two years - - 7,398,670 

Securities maturing in more than two and less than five years :20, 150,215 
Securities maturing in, more than five and less than 10 years 959,606 
British War Loan, 1929-47 ----- 960,179 


In India 


Total 


40,000,000 

Nil. 

£40,000,000 


Appendix IV. 

Indian Sea-borne Trade in Gold and Silver on Private Account. 

Note. — The figures in this table exclude transactions which do not enter into the 

balance of trade. 


Imports. Exports. 


Kef Import or 
Net Export. 


Silver. 


Imports. Exports. 


1 Ket Import (xc 
j Net Export. 


Ket Import or 
Net Export. 


1909- 10 - 

1910- 11 - 

1911- 12 - - I 

1912- 13 - 

1913- 14 - 

1914- 15 - 

1915- 16 . 

1916- 17 - 

1917- 18 - 

1918- 19 - 

1919- 20 - 

1920- 21 . 

1921- 22 - 

1922- 23 - 

1923- 24 - 

1924- 25 - 

1925- 26 (first 
5 months). 


BiS. lakhs. 
25,01*8 
27,89*3 
41,49*4 
41,29*1 
28,22*6 
10,70*4 
5,24*4 
4,26*0 
21,46*8 
2*6 
32,63*6* 
45,87* It 
13,82*0 
41,31*4 
29,25*3 
70,95*0 
12,26*1 


BiS. lakhs. 

3,34-9 

3,91*4 

3,72-6 

3,71*2 

4,90*3 

2,24*9 

35-0 

6*2 

0*9 

0-3 

Nil 

21,17*7 

16,61*3 

13*3 

6*7 

36*2 

13*6 


EiS. hikhs. 


12 , 12-5 


Rs. lakhs, 
12,40*9 
11,77*5 
11,92*9 
9,90*7 
8,39*4 
11,06*7 
6,61-1 I 
1,56*0 
2,37*8 
6*0 
15*2 
10,69*7 
17,29*1 
20,71*4 
21,78*1 
24,26*0 
8,19*9 


Rs. lakhs. 
3,04-5 
3,20*4 
6,63*5 
3,33*4 
2,14*9 
1,05*4 
1,03*5 
3,72*0 
92*2 
0*3 
30*0 
3,28*0 
2,33*6 
2,53*8 
3,40*0 
4,20*3 
I 73*7 


Es. lakhs. 
9,36-4 

8.57- 1 
5,29-4 
6,57‘3 
6,24-5 

10,01-3 

5.57- 6 
2,16*0 

1.45- 6 
5-7 

14-8 

7,41-7 

14,95-5 

18.17-6 

18,38-1 

20,05-7 

7.46- 2 


Es. lakhs. 
31,03- a 

32.55- 0 
43,06-2 

44.15- 2^ 

29.56- 8' 

18.46- 8 

10.47- 0 
2,03-8'^ 

22,91-5 

8-0 

32.48- 8^ 
32,11 -1\ 

12.16- 2 
59.35-7 

47.56- 7 
90,64-5 
19,58-7 


* Includes as an import Rs. 21,66 ' 6 laklis — the value of gold sold in India by the Government of India, 
t « tj jj Rs, 33,83-1 „ „ „ „ „ ,, , « 


Appendix V. 

Rates of Exchange for Calcutta Telegraphic Transfers on Eondon 

(average of daily rates). 
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Memorandum No. 3, on “Note on Proposals for promoting a Gold 
Currency in India,” submitted by Mr. C. H. Kisch, C.B., Financial 
Secretary, India Office. 

The introduction of gold as the sole metallic unlimited legal tender, and the convereion of 
the rupee into a limited legal tender, involve a complete depai'ture from established custom. 

It could not be expected that the change could be given effect to without difficulties, and it 
is necessary to consider carefully whether it offers advantages commensurate with the 
obstacles that would have to be surmounted and the risks that could not be aimided. 

It is proposed to examine the scheme from the following points of view : — 

1. Character of the objective. 

2 . Nature of disturbance involved. 

3. Security of Government during process. 

4. Cost. 

5. Alleged defects in pre-war system. 

Character of the objective. 

In para. 8 of his memorandum on “A Gold Standaid for ^dia,” Mr. Denning states that 
“ undoubtedly the ideal to be aimed at is die system now in force in Great Britain, under 
which the Note is the sole full legal tender in circulation, and the gold value of sterhng 
is stabilised by the statutory obligation imposed on the Bank of England to buy and sell 
gold at rates corresponding roughly to the par of exchange.” 

This “ ideal ” seems, however, to be rather lightly thrown over in the statement that 
“it is impossible to hope that conditions in India will for generations be such that a full legal 
tender metallic currency will be no longer necessary,” or rather in the proposition treated as- 
following therefrom, that a gold currency should be established. India has already the- 
beginnings of the “ ideal ” system in (i) the accepted use of a token coin instead of a full 
value coin, (ii) the very widely accepted use of notes, and (iii) an unmistakable tendency 
in recent years to rely less on coin and more on notes. The expansion of the note issue- 
has been one of the most satisfactory features in later cuiTency developments. In particular- 
it is worth noting the large proportion of 10-rupee notes in circulation.® The true wisdom 
seems to be to continue on the lines on which such remarkable progress has already been made. 

These remarks do not imply that gold coinage shoidd not be undertaken in India if the- 
{)eople of India desire that die gold which they import should be stamped in small units, 
with the Government hall-mark of fineness and weight, and be available on occasion as legal 
tender. But there is all the difference between the admission of gold as legal tender but 
without an obligation to issue it except in return for bullion, and forcing the people away 
from a currency to which they are accustomed, and pressing upon them a new currency of a 
more costly character, whose free circulation it may be difficult to ensure. In so far as the- 
Indian currency system involves the use of gold, the best place for the gold is in reserves, 
and it seems retrograde to propose for India a gold circulation which is now regarded as- 
’ obsolescent in Europe. 

It is worth considering how far, in the case of a country like Lidia, there is any reality 
in contemplating the limitation of the legal tender quality of the rupee. It is apparently 
considered, and reasonably so, that 150 crores of rupees might be required in circulation if 
the rupee became a limited legal tender. If for any reason there was a return of currency in 
circulation, it may be assumed that the return will include at any rate a due proportiom 
•of rupees. In the case of a country like India, where cash transactions of a small amount form 
a large part of the daily business of the country, would it be a practicable thing for the 
.Imperial Bank to refuse to accept rupees from other Banks or for Government to refuse to 
reheve the Imperial Bank of redundant rupee currency ? It is suggested that even if the 
attempt were made to force a gold circulation and to linoit the legal tender quality of the 
rupee, the rupee would still continue in practice to be an unlimited legal tender. Indeed it. 
may be asked whether there is any substance in the conception of a limited legal tender 
rupee in the case of India where the rupee circulation is bound to play for an indefinite- 
period such an important part in the economic life of the people. 

■ The propriety of Government setting a term to the unlimited legal tender quality of the 
rupee in the case of a country like India also requires consideration. 

Nature of disturbance involved. 

The disturbing effects of the proposed plan are far-reaching. j" In India the rupee has for 
generations been an unlimited legal tender. It seems that, if once the idea spread that 
this quality in the rupee is to be taken away, the result would be to bring the rupee- 

* On 31st Marclt 1925 the oircxilatioii of !Rs. 10 notes (Rs. 68 ' 6 crores) formed 40 * 5 per oent. of the total circiilation^ 
TThe Rs. 10 and Rs. 6 notes formed 50 per oent. of the total circtilation. 

t It TviU, of course, aftect territories outside India using th© rupee. ' 
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into disrepute. It is admittedly not possible to form an accurate estimate of the number of 
rupees that will be presented for exchange into gold under the scheme suggested. All one 
can say is that the bullion dealers of India are not likely to miss the opportunity that so 
radical a change in the cuwency policy will afford. Their obvious interest will be to discredit 
the rupee and collect as many rupees as they can from all quaiters for exchange, and it inay 
be assumed that the peasantry AviU pay liberal commissions in the process. Tho limitation 
of the exchange to gold bars of 400 ozs., the value of which at Is. 6d. the rupee is less 
than Rs. 23,000, would not give protection, as the point could be met by clubbing and the 
concerted operations of Indian dealers. 

The possible effect of the offer to give gold for notes does not appear to be appreciated 
in the calculations regarding the amount of gold required to bring the scheme of a gold 
circulation into operation. The speculative element here is of the gravest possible kind. 
The other estimates — of 110 crores of rupees as the total amount likely to be presented, of 
50 crores of gold as the initial stock, &c. — are (inevitably) not very securely based. But 
in this matter of the possible extent of the substitution of gold for notes, no estimate is 
possible at all and no practical limitation can be set. 

No indication as to the time that might elapse between stage 1 and stage 2 is given. 

It is certainly possible that the scheme might have to be abandoned before it got beyond 
stage 1, tliat is, the stage in ivhich gold bullion is being supplied for non-currency purposes. 
It is submitted that a scheme of currency reform of which the progress is so uncertain and 
of which the process is so extended — a most objectionable feature in itself — could only be 
justified if by no other means a sound system meeting the requirements of the country 
could be provided. 

It is recognised that the large additional drain of gold to India over the ordinary 
demand, which is already large, might seriously affect gold prices, and it is suggested that it 
would pixibably be necessary to make special arrangements with the Bank of England and the 
Federal Reserve Board of the United States. It is difficult to form a view as to the future 
trend of gold prices, whidi turns largely on the policy that may be pursued by the great 
Central Banks. But with the gradual return of the nations of Europe to gold the markets 
for the metal are increasing, and the tendency may be for countries to add to their stocks 
as opportunity offers with the object of strengthening their note reserves. Is it safe to set 
aside altogether the possibility of a fall in gold prices, especially if the demand for gold was 
increased by additional requirements for India for the purpose of providing a gold circulation ? 

If the solution of India’s exchange problem is to be essayed while world conditions are 
still unstable, it would seem inopportune to add to the risks by any action that might tend 
to cause a rise in the value of gold. 

The Bank of England and the Treasmy will, it is assumed, have the opportunity of 
expressing their views as to the effect that the scheme might be expected to have on the 
position of gold and sterling. 

The attitude that the United States authorities are likely to adopt towards the proposal 
is a matter for conjecture, but there is one factor in the case which may be expected tO’ 
prejudice them against it. The silver-producing interests in the United States are a powerful 
body, and the various Acts, ending with the Pittman Act, passed for their protection, suggest 
that they are not likely to view without dismay and protest the threat to the silver market 
involved in the suggested sale of approximately Rs. 200 crores of silver, or three years’ 
production, within ten years. The proposal really means that the silver which the United 
States Government were induced to supply to India at a time of great emergency is to be 
thrown back on to the market. The reactions on China (including her imports from India) 
of influences tending to depress the price of silver continuously are also worthy of notice. 

Security of Govemment during process. 

It will be observed that the scheme contemplates that the sterling reserves should be 
used up and resort be had, if necessary, to external borrowing in order to secure the supply 
of gold to India. Wh&t would happen if at an early stage in the progress of the scheme 
India was affected by the unfortunate vicissitudes to which she is liable ? An adverse trade 
balance would obviously suspend progress for the time being Additional external borrowing 
might become necessary, pro tanto diminishing the power of India to draw gold on the 
recovery. How far gold in India would be exported is uncertain. The presumption is that 
the return of currency for conversion into foreign exchange would tend to take the form of 
notes and silver rather than gold, and the attenuated reserves might be unequal to the 
strain. The position of the Secretary of State might be embarralsBed.’ Tlie credit of India 
might be prejudiced, as the confidence of investors would presumably be affected by the non- 
existence of the large sterling reserves hitherto maintained. In short, the possibility that 
Tn/lm -would find herself in serious difliculties dming the 10 years spent in crossing the stream 

cannot be overlooked. . , , , 

As regards the reserves, it is contemplated that dming the early stage of the scheme 
the gold and sterling in the Paper Currency Reserve might be reduced to Rs. 56 '9 crores, 
and apparently this would, eitlier in its entirety or in the main, be held in sterling securities. 

E 
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This low perceutage (30 per cent.), of which, at best only a small proportion would be gold,’ 
seems inadequate from the point of view of the convertibility of the note and the maintenance 
■di exchange. ’ „ ; , , 

' Sir Basil Blackett, 'with th^ object of reducing the cost of the scheme, suggests that the 
reserve might eventually contain a metallic backing of about 22' 5 per cent., and that the 
gold and sterling assets might amount to about 50 per cent.' Here two i)oints may be: 
noted : — . . ' , 

' (1) The 'metallic percentage is far lower than has hitherto been regarded as provident' 
for India, and is even lower tiian that recognised by the United States of America. The' 
right to require convei-sion of notes into gold may lead on occf^sion to heavy encashments 
of notes by the public, possibly heavier than when payment normally took the form of nipees. 
There should be no possible question as to the adequacy of the available apiount, which, 
s'hould be determined with reference to the possible obligations of the reserve- and not with 
reference to the cost of a scheme for introducing a gold eircnlation. 

(2) After the gold circulation is established, the active circulation would apparently, on 
•the data assiuned, consist of about 190 crores notes, 50 crores gold, and 150 wores of 
rupees, as compared with 190 crores of notes and 200 crores of rupees under a gold exchange 
standard. It has- been suggested above tliat, under the projected plan, the rupee will in 
practice continue to be used as an unlimited legal tender in much the same way as at 
present. A reflux of currency from circulation will presumably comprise at least its due 
proportion of rupees, as the tendency will doubtless be for such gold as may be functioning 
as currency to be retained, as far as possible, by the public. In. effect, the reserves will 
have to g'uarantee not only the exchange value and the internal convertibility of the note, ■ 
but will also have to support a rupee circulation of about two-thirds or three-quarter's as large 
as that now functioning as money. The Indian ofiicial memoranda urake no pi-ovision for the 
rupees outstanding. Possibly the view taken is that the redemption of a certain quantity 
of rupees in gold will have removed the risk of redundarrt i-upees or that a reflux of gold 
will provide additional support to the exchange. It is doubtful how far assistarree will be 
forthcoming from a return _ of geld; lar-gely issued to take the place of rupees now forming 
a store of value. But. it is evident that, if tlie total currency is at any time redundant 
and a contraction is necessitated to reduce the Indian price level to that of external gold 
pi-ices, this contraction must be effected on the active circirlation, the rupees in which will 
presumably contribute their quota to the necessai'y aggregate withdrawal. The size of the 
reserves must therefore have regard not only to the note issue but to a possible return of 
part of the unbacked rupee circulation also. 


Cost of the Scheme. 

' Any estimate of cost must be largely conjectural, and would be liable to be upset if the 
demand for the convei-sion of rupees and notes into gold should exceed anticipation, or if 
it was found expedient to hold a larger gold reserve throughout, or if the sales of silver had 
to be spread over a longer period than proposed. In any case, it would seem from the 
calculations m the note annexed to this paper that a scheme framed on the lines of 
Denning s note woulo entail, apart from the transitional expense, a- permanent charge, 
wnich may be conservatively ' put at about Rs. f3 crores per a;nnuni and might in certain 
circumstances exceed this amount. India is not a country that can afford luxuries. The 
administration m held up on all sides by paucity of funds ; yet it is seriously suggested 
that India might he asked to incur, for the purposes of supplying currency which would 
perhaps jaigely go underground, a high capital loss and a substantial recurring charge 
The currency authorities in the United Kingdom have foimed the view that it is inexpedient 
to reintroduce a gold circulation into the United Kingdom, a relatively rich country 
habituated to such a currency before the war, the fact being that such a currency would be 
difbcult to obtain in present circumstances and would be too expensive.* Can India afford it ? 

One point in the Indian memoranda calls for further remark with reference to the cost 
question. By rwonstitutmg the Paper Currency Reserve with a lower proportional hacking 
of real assets and rednemg the non-interest hearing proportion of those assets, it is sought 
to lessen the cost of introducing a gold circulation. Unless the reduction of the real assets 
and the non-interest bearing amounts are themselves made feasible by the introduction of a 
gdd_ circulation, it does not seem correct to regard these' factors as a source of saying. 
Obviously, if the real assets are excessive under to-day’s conditions hnd admit, either in the 
aggregate and/or as regards nCn-interest hearing amounts, of safe reduction, then the 

SSSl Sf of a gold circulation 

Allied defects of pre-war system, 

scheme are formidable enough and ultimate .success 
IS problemat cal Before the Government sets its hand to-so precaswus a task it is necessary • 
to examine closely the grounds on which the new departure, is deemed desirable. ^ 

' <,'*'* ' 

' • , Of. paras. 42 43 of Report of Oo'mmiHee on. the Currency 'and Bank of England Npte issues, Qmd. 2898/^26. ; 
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The^ proposal to make gold tlie principal metallic medium of the currency apparently 
arises from a desire to remove what are described as “ the main defects of the pre-war 
currency and exchange system,” which are referred to in the remarks below ; — 

(A) ‘‘ The mciintenan^ of the system was dependent on the price of sUver vemaining at such a flguTe 

that the bulhon value of the rupee wets not higher than its exchange value." 

The stabilised Is. 4d. rupee, whose effective life covered about 20 years, undoubtedly 
witnessed remarkable economic progress in India, and, apart from the confusion caused by 
the war, there seems no reason to doubt that it would have endured to this day. The war 
broke down the gold standard in countries where it appeared solidly established, and it 
certainly cannot be assumed that if India had been on a gold standard with gold currency 
when the war began she would have fared better than she actually did. Had India been 
on such a standard, and had it been possible or expedient to maintain it (regarding 
which some remarks follow), she would have been exposed to the full violence of the 
oscillations of gold values during the war and post-war periods. It is reasonable to hold that 
any rise in the piice of silver to a point which would threaten a la. 6d. rupee would almost 
certainly be due to a catastrophic depreciation of the purchasing power of gold, and would 
be an element in a general rise of prices of an untoward kind. The evils of nsing prices 
in the case of India were discussed by the Babington Smith Committee (paras. 47 and 48), 
and have been recognised fully in the conduct of recent exchange policy by the Government 
of India. It might well be that, if the economic history of 1914r-20 were repeated, India’s 
policy ough.t in her own exclusive interest to be directed to staving off some of the effects of 
gold depreciation by a modification of her exchange. 

It ^ould also be noted that, with 150 crores still in circulation, whether the rupee is 
unlimited legal tender or not, a rise in the price of silver above the bullion value of the coin 
might in certain circumstances .create a situation resembling that which occurred during 
the war. 

The fact that the 1«. 4d. lupee was broken in the late war is not to be regarded so much 
as a defect of tlie gold exchange standard as of a defect of gold as a basis of value at the 
mercy of Governments which, at a time of national emergency, may be constrained to sacrifice 
currency ideals noimally held dear-. Assuming that gold is the best practicable standard of 
value that the wit of man has hitherto found it feasible to adopt, it must be recognised that 
it is not perfect and that no country, can escape from the risks of these imperfections whether 
its standard is based on a gold circulation or on the maintenance of its exchange at a fixed 
■ gold parity without such circulation. It is perhaps worth observing that the introduction 
. of a gold currency in circulation militates against the power to promote stability of internal 
•prices at exceptional times when gold prices may be undergoing violent disturbance. In such a 
case action would presumably take the form of the suspension of the obligation to buy gold 
at the Mint par and the conversion of the standard coin into an over-valued gold token. 

(B) “ The rupee was in reality linked to sterling only, and the system ceased to he a gold exchange 

' standard as soon as sterling depreciated." 

When, as in pre-war days, gold and sterling were synonymous, and the Government of 
India was utder an obligation to receive gold coin at a fixed price, it seems difficult to 
contend that the rupee was linked to sterling only. The second part of the statement doe's 
‘not appear to amount to mote than an assertion that when sterling depreciated, the autliorities 
for a time did not, in fact, endeavour to dissociate the rupee from the fortunes of sterling. 

But some further observations seem required. 

(1) If, for purpose of illustration, the rupee had been linked to the dollar at a fixed 

ratio, and it had been possible to maintain this ratio during the war years and 
subsequently, it may be asked whether India would have benefited thereby. 
Adherence to the fixed ratio would have exposed her to the extremes of the 
fluctuations in the purchasing power of gold, and would have prevented the 
Government of India from aflording such relief ■ as it has now been possible to 
afford by permitting the rise to Is. 6d. gold. The argument may, perhaps, be even 
more clearly appreciated if one imagines what would have happened if the'monetary 
policy of the United States of America in 1920 had been 'directed towards the 
maintenance of the then level of gold prices. 

(2) In framing a permanent currency policy fox' India it is suggested that due weiglit 

must be assigned to the probable identity in the future of sterling and gold. 
The special character of Indian external trade, which is mainly financed in sterling, 
gives force to this consideration. 

(3) ' If India had enjoyed a gold standard based' on a gold circulation at the outbreak 

of ,war, it is open to question what her subsequent policy would have been. When 
the existence of the Empire was in jeopardy and India’s own futoe hung in the 
balance, would it have been consistent with India’s own interest ' to have Sought 
to add to the drain on the limited supplies of gold available when its conservation 
was a idtal matter for the purpose of emisloyment in foreign quarters ? If, under 
some national stress or emergency, sterling were again to’ become divorced from 
• gold, the action to be taken by India cannot be prejudged, but would have to be 
determined in the light of the actual ciroumstajic6s. • 
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(C) “A fall in the rate of exchange was prevented ly the sale of Reverse Councils, but (lovermnent 

were under no statutory obligation to take such action. 

The pre-war exchange system admittedly did not impose on Government a statutory 
obligation to redeem local currency by payment of international exchange. This, however, 
must not be interpreted to mean that the Government is not prepared to undertake formal 
and public commitments on the subject. (Compare announcement issued in connection with 
Babington-Smilh Committee’s Repoi’t.) This point is referred to in the last paragraph of the 
Memorandum No. 5 on “ Remittances,” and the remedying of the “ defect ” does not involve 
the removal of its unlimited legal tender quality from the mpee or the promotion of a gold 
circulation. 

(D) •* When exchange dropped to the lower gold point, there was no automatic decrease in the currency 

tending to strengthen exchange, but stjwh decrease depended on the action of Government." 

It is well understood that under the gold exchange standard the employment of the Gold 
Standard Reserve in connection with the sale of reverse Councils for the support of exchange, 
or the use of the sterling assets of the Paper Curx-ency Reserve for replenishing the Secretary 
of State’s balances, involve a corresponding currency contraction in India. It is a legitimate 
question to ask whether this view was embodied with due formality in the currency 
constitution, but there is no reason why, under the gold exchange standard, the same 
influences for contracting the currency should not be brought into operation as under the 
gold standard in the ordinary accepted sense of the term. 

How far- the element of discretion inherent in the Indian system as hitlierto applied is 
open to criticism is not so clear. It is part of accepted theory that contraction of the 
internal circulation should be the regular sequel of withdrawals of sterling from the reserves, 
and an exception would presumably only be made owing to some such overriding consideration 
as the danger of creating an excessive stringency in the Indian market.* 

Under the gold standard, continued losses of gold by the Bank of England force it to take 
steps for a general contraction of credit in order to protect its reserves, but it is perhaps a 
matter of opinion as to how far action can be regarded as “automatic.” Tire stage at 
which measures are taken rests within the discretion of the Bank, and it is obvious also 
that the course of events depends in part on the readiness of the large lenders of money not 
to counter the policy of the Bank by, for example, decreasing the cash ratio on which they 
conduct their business. In fact, it is hardly possible to conceive any system based on 
credit that is purely automatic. The efiflcient working of the gold standard depends, as 
did the efficient working of the gold exchange standard, on the wisdom and judgment of 
those in authority. This is apparent not only from recent events in Em-ope, but also in a 
noteworthy manner from the action of the Federal Reserve Board in America, who have had 
to take special steps to prevent a great influx of gold from exerting on prices its normal 
influence. 


(E) “As the currency reserves were divorced from the banking reserves, effective regulation of the 
money market was impossible." 

The implications of die observation will be referred to in another connection. But in 
any case the so-called “defect” presumably is due to the fact tliat the note issue was 
controlled by the Government and not by the banking authorities. It is not traceable to a 
gold exchange standard as such. 

If an attempt is made to summarise the above comments regarding the five “ defects ” 
of the gold exchange standard, it would seem fair to say that (E) is a separate issue 
concerning the character to be given in present circumstances to the functions of the Imperial 
Bank ; that as regards (C) and (D) there is nothing in tho gold exchange standard as such 
which precludes the reproduction of conditions corresponding to those applying to the gold 
standard as ordinarily understood. (A) and (B), which are connected, are obviously suggested 
by recent experience examined through war-tinted spectacles. The removal of “ defect ” (B) 
does not require a gold circulation. “Defect” (A) is theoretically inherent in any token 
coin. The problem it occasioned during the war arose not from a defect of the gold 
exchange standard, but firom an imperfection in gold as the basis of value. Indeed these 
two so-c^ed defects in the gold exchange standard were altogether latent before the war, and 
no pr^tical question would probably have now emerged in regard to them were it not for the 
experiences of recent years. 

It is, of course, right^ and desirable that whatever cuirency system is given to India, it 
should be made proof against eventualities, so far as these are within the range of reasonable 
contingency ; but the war, with its devastating effects on currencies generally, undermined 
ev^ the basis of the gold standard. In laying down a currency constitution for India, due 
weight sliould be attached to the altogether exception^ character of the war period. 

On a review of the main considerations involved it is suggested — 

(1) that from the point of view of the interests of India the objective of a gold 
circulation and^ a limited le^l tender rupee is wrongly conceived, and that th& 
scheme would, in all probability, fail to achieve' ts purpose ; 

“ attempt' was being niade to give eifect tetl»e 
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(2) that the arguments directed against the gold exchange standard do not justify the 

rejection of the general currency scheme which served India well before the 
war; and 

(3) that tlie drawbacks inherent in the scheme for a gold currency altogether outweigh 

any possible benefit to be anticipated from its promotion. 

If avoidable risks are taken by the authorities and needless expense on what would be 
:a serious scale is incun-ed, India might too late have cause to appreciate the warning of 
the opening lines of Dr. Leyden’s Ode to an Indian Gold Coin ” : — 

, “ Slave of the dark and dirty mine ! 

What vanity has brought thee here ? 

How can I bear to see thee shine 
* So bright whom I have bought so dear ? ” 

Pre-war experience suggests that, if India must for long years to come have a full legal 
tender metallic circulation, the requirements of the country, including the desideratum of 
•stability, can be met by an appropriate development of the gold exchange standard. To 
suggest that the only way of remedying the defects in tlie pre-war currency system involves 
the reduction of the rupee to a limited legal tender and the forcing of a gold circulation is to 
ignore the funrlamental causes which led to the breakdown of the gold exchange standard in 
the course of the war. 


Note. 


The general result of tlie scheme for introducing a gold currency on the lines suggested 
iby Mr. Denning appears to be as follows : — 


Assets of Government, 
30th Sept. 1926 
Assets on completion 
of scheme - 


{Figures in crores of rui:iees,) 


Gold. 

Silver. 

G. of r. 
securities. 

Sterling 

securities. 

Gross note 
circnlation. 

Gold 

Standard 

Itoserve. 

Real value* 
of aggregate 
assets. 

29*7 

90-1 

43 

26-7 

189-5 

63 

164-6 

56-9 



90 

42*6 

189-6 

— 

99-6 


* Valuing silver at 24<?. per 02 . and Government of India securities at nil. 


Loss 65 


The transaction has involved the exchange of Rs. 200 crores of silver for gold. It is 
■postulated that the sale of silver has produced Rs. 100 crores gold, leaving a deficiency 
■ of Rs. 10 crores needed to meet the public’s demand for gold exchange. This would reduce 
the Gold Standard Reserve to Rs. 43 crores, which is reqmred to raise the gold and sterling 
"holdings in the Currency Reserve from the initial to the ultimate amount. The balance of 
the loss in the reserve (Rs. 90 —43 crores) is made good by writing up the Government of 
India’s debt to the reserve from Rs. 43 to Rs. 90 crores. 

The loss shown in the table above — namely, 55 crores —which is the true capital loss, 
represents the 55 crores of assets which the Government of India will have sacrificed in 
^ving the public 110 crores of gold in return for rupees, which on sale as silver will realise 
55 crores only. It is claimed in the Memorandum that the new system can he safely worked 
with this reduced quantity of assets, that a part of the reduction of total assets can be 
effected by diminishing the holding of metal, and that there is no effective loss except in so far 
-as the interest-yielding assets also have to be reduced. Thus Mr. Denning, as shown in the 
foregoing figures, puts the reduction of interest-yielding assets at about 37 crores and the 
-resultant loss of revenue, taking interest at 3 per cent., at 112 lakhs per annum.® 

The argument seems to amount to this ; that & scheme of expenditure need not be 
re'mrded as costing money if the funds to meet the expenditure are readily available and are 
not at the moment yielding any return. There are at present some 40 crores (nominal value) 
>of temporarily redundant rupees still held in the Paper Currency Reserve as the remanet of ’ 
the last period of depression. To this extent the present metal holding is excessive and could 
safely be replaced as regards rupees 40 crores (nominal amount) by 20 crores (in real value) 

■ of interest-bearing securities obtained by selling the surplus rupees, and by substituting- 
20 crores more of new Book Debt. But this, if it were worthf doing at all, could also he done 
while retaining the present system. Thus the proper comparison to be made in regard to the 
interest-bearing assets under either system is one between (a) those now held plus an additional 
20 crores and (b) those which would be held on a gold standard system. On the postulates, 
■of the Memorandum the difference would be 57 crores. 

* It is iiOt Wposed to analyse here in detail Mr. Denning's estimate of the loss in the transitional period. Examination 
-of the nrocess however, s-aggests that the figure will materially exceed his estimate of Tls. 166 lakhs. 

t Whether it would he a paying speculation to effect the replacement is a matter of judgment and calculation. It 
.seems likely that -the loss on sale of silver now and repurchase later when further silver was again required for currency 
purposes would outweigh tHe interest gained in the meantime. 
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As tke securities in the Gold Standard Reserve, amounting to crores, at present yield’ 
an average return of about 4i per cent., the rate of interest for the purpose of calculating 
the loss entailed in sacrificing 55 crores can hardly be taken at less than 4 per cent. The- 
annual loss may thus be. put at 2i crores a year, of which 1| crores is interest now being 
earned and contributing to the balancing of India’s budget, and the i-emainder would 
accrue as the rupees now stirplus were gradually sold and replaced by investments. 

This understates the potential interest loss, as rupees absorbed by, the public in the 
ordinary course will be taken not at their bullion, but at their nominar value. The 40 crores- 
of surplus rupees thus represent potential earning power of an additional 40 crores of sterling 
investments, assuming that the holding of gold remains unchanged.* When the silver 
holding is reduced by absorption to Rs. 50 crores, the reserves of G overninent would be 
as foUows : — 


{Figures in crores of rupees.) 

1 tl.S.K. 
sterling: 
see'iirities. 


189-5 29*7 50 66*8 43 


58 


Interest 

earning: 

assets. 

119-8 


The interest- 3 delding assets amount to Rs. 119 ‘8 crores as compared with Rs. 42 ’6 cr’ores; 
under the Gold Currency scheme, i.e. an excess of Rs. 77 crores. If interest on Rs. 53- 
crores is taken at 4 per cent., and on Rs. 24 crores at, say, 3 per cent., the aggi-egate 
interest loss works out at about Rs. 2-f- crores per annum. 

Something must also be added for loss in respect of future profits on coinage. These 
accrued from 1900-15 at the average rate of If to 2 ci’ores a year, and though a circulation 
of 150 croresf of rupees will itself need maintenance, the ' future loss from diminished 
profits may be taken at f to f erore a year. On the whole, the pemanent loss to India as 
the result of adopting a scheme for putting (?) oOJ crores of gold coin into circulation can 
scarcely fall short of 3 crores a year, besides an indefinite and incalculable amount de])eDding 
on the extent to which the promotion of a gold circulation checks the future natural gi-owth 
of the note' issue (cf. para. 54 of Chamberlain Commission Report). 

Sir B. Blackett in his final Minute (paras. 22 and 23) alludes to two possible methods of 
“ reducing the cost," viz. (1) a silver import duty and (2) the operation of the reconstituted 
Paper Currency Reserve on a smaller metallic basis and therefore a larger basis of interest- 
yielding securities than that suggested in Mr. Denning’s Memorandum. The suggestion 
that a new tax (and in passing, it niaj’’ be noted, a very controversial tax) can reduce- 
expenditure is rather odd. The tax will tend to obscure the true cost of the scheme, i.e. the 
enhanced sums received for the sale of rupee-silver in India will include an element which 
is properly to be regarded as import duty. 

As regards Sir B. Blackett’s second expedient, tliere is, of course, wide scope for 
difference of opinion on such questions as those of the total strength of a cun-ency reserve 
or its distribution between coin and investments. Biit those who wmuld favour a complete 
departure from conservative precedent in propounding a scheme for a Paper Currency 
Reserve for India under a gold standard might, it is thought, find equal justification or the 
same departure in connection with a gold exchange standard. It is' difficult to maintaiii 
•that a, reserve, which has to support a gold currency and indirectly a still considerable 
rupee currency as well as the additional risk of a turn-over from notes to gold, will not be in 
need of very great strength and liquidity of resources. As has been previously pointed out 
there is no true saving attributable to the project of a gold circulation in runnino- the new 
reserve on a smdler body of resources if the same thing could be done with equal safety, 
or no greater risk (according to the point of view), under the present system. 

There is, of course, an element of true economy in a gold cun-ency in so far as it 
Tiroduces, by die return of pld coin from circulation, the gold for providing sterling credits- 
in times of demession. The point opens up a rather wide question, but it will perhaps 
suffice- to note here the very great probability that, with rupees circulating to three times 
gold and being, as compared with the gold,“bad money ’’ rather than “good 
mon^ (to use the terms of Gresham s Law), any metallic returns of the circulating medium 
mil be predominantly in the form of rupees. 


ot -?aper Currency Reserve on 30th Septembez- 

- , (aold end sterling securities,^ valued at Rs. 18J = f 1, and all figures are in crores of rupees) 

- ; „ Rupee Sterling 

oiroulation. Gold. Silver. securities. securities. 


adth Sept. 1925 
22nd ^an. 1926 


189- 5 

190- 8 


1-7 

"7. 


90*3 

82-4 


43- 

40- 


§ Balancing figure. 


28*7 

38*7 


-i* About t’wo-tliirda of the present estimated rupee oiroulation. 
t Out of 110 crores of to be issued the first 5Ci or more are to be in bullion 
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Memorandum No. S, on Transfer of the Note Issue to the Imperial 
Bank, and oonnected Questions,” submitted by Mr. G. H. Kisch, 
C.B., Financial Secretary, India Office. 

The following memorandum relates to the scheme for the future regulation of the 
paver currerici) on-fli^ assumption that India continues on a gold exchange 
standard, as. set' out in paras. 7-10 and 16-18 in Mr. Denning's memorandum. 


1. It may be accepted that, unless the existing Government note issue is replaced by a 
bank note issue, there is relatively little to be done in the way of relieving Government of its 
responsibilities in regard to currency control or of increasing the duties of the Imperial Bank 
in connection with the Indian cuiTency system. When the Imperial Bank was established 
in 1921 it was not at the time within the scope of the scheme of the promoters of the 
amalgamation, or of the Government of India, that the Bank should become a bank of issue 
but assuming that the Commission are satisfied, from the evidence taken in India, that no 
untoward consequences are to be expected from the replacement of a Government note by 
a bank note, the way is open to a number of possibilities. 

2. The following points of principle may be noted at the outset : — 

(1) Apart from any considerations arising out of the exceptional conditions of India, there 
are decided advantages, subject to proper safeguards, in relieving the Government of India 
of certain direct responsibilities in respect of currency management. 

(2) The Imperial Bank is not a Ceiiti-al Bank in the sense in which this term is ordinarily 
understood. The main business of the Imperial Bank is undei'stood to be concerned with 
ordinary commercial banking operations throughout India, and the recent large increase in 
the number of its bi’anchea, which is a sequel of the amalgamation, emphasises this aspect of 
its business'. 

The question has two sides : — 

(a) From the Government’s point of view it is necessary to be satisfied that the Bank 
will be proof against the possibility that the discharge of its duties towards regulation of the 
currency may be affected by its interest as a trading organisation working for profit. 

(h) From the point of view of other banks in India, Government must consider whether the 
Bank competing for business throughout the country is to be placed in such a paramount 
position vis d vis its competitors as must result from the control of the note issue in addition 
to the holding of the Government balances. 

In this connection it is worth while to refer to the part that the Government balances 
play in the conduct of the Bank’s business. 

Statistics are included in Appendix I showing the assets and liabilities of the Imperial 
Bank at the end of each quarter since its constitution in January 1921 and monthly since 
January 192f5, and percentages are included in the last three columns showing fhe proportion 
•of cash to liabilities, the proportion of Government deposits to cash, and the proportion of 
public (i.e. Government) deposits to other deposits. The high proportion of the public 
deposits to other deposits during considerable periods in 1924 and 1925 should be noted. 
The statistics may be compared with corresponding figures for the Bank of England in 
Appendix 11. 

It will also be observed that" the amount of the Government deposits has tended at times 
to form an exceptionally high percentage of the Bank’s cash, and on numerous occasions in 
the course of the last 12 months the Bank’s total cash has been substantially lower than the 
amount of the Government deposits. 

' The question arises whether it is practicable and expedient in the present-day Tntlign 
economy to provide for the creation of a Central Bank in the strict sense, ti^t is a bankers’ 
bank, entrusted with Government balances and the note issue, engaging in rediscount 
business, authorised to buy and sell securities or bullion, but generally not competing with 
■other banks for ordinary business. The creation of such a Bank would presumably involve 
-a splitting of the functions now discharged by the Imperial Bank. It is suggested that the 
Imperial Bank with its established position is the best, and perhaps the only possible, organ 
for promoting the developinent of banking habits throughout India. If it is to continue its 
pioneer work as a commercial bank, the natural course, assuming that the difficulties can be- 
•overcome, would seem to be in the direction of creating a new Reserwe Banh, which would 
take over the centi'al banking duties now discharged by the Imperial Bank along with any 

• In referring to this questipn in 1921 the Government of India remarked : “When a stable poli<y 
has been evolved and currency conditions have settled down, and when the management of the Paper 
Onrrenoy in India will consist of a more or less routine application of authoritatively established 
principles, then we think that the employment of the Bank as bur agent in this matter might well be- 
favourably considered.” 
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«^rlitional banking and currency functions now Jiscliarged by Government that may he- 

the Bank. The constitution of such a Bank would naturally- 

ti -nvAvinp for tho dii6 safeguarding of Government s inteiests. 

The memoranda prepared by officials of the Governmenx of India do not refer to any 
uosSle Xvelopmenti on the lines alluded to in the preceding observafaons. The remarks 
tfit follow K therefore been drawn up on the hypothesis ajiparently assumed m the- 
Indian irmoranda, that the general character of the Imperial Bank will not be materially 

Owing to the dual character which the Imperial Bank would have if, without any 
BubSnS change being made in its functions, it were entrusted with the control of the 
note iSS it is Necessary to ensure that the Government should have an effective voice in 
?egm-d to’the higher financial policy of the Bank though the management of its day to day 

business worJd continue to rest with the Banc s officers. , - j. ±- / -j 

Thr Seauacy of existing arrangements in regard to Government intervention {vide 
section 14 oTA^eement witS Bank) will no doubt be considered The Governor-General m 
Councd is entitled to issue instructions to the Bank in respect of any mat er vitally affecting 
bS fiLncifil policy of Government or the safety of Government balances, and the representative 
S th? Government of India on the Board at present has a right of suspensoiy veto in regard 
to any action prejudicial to Government’s interests under the above-named heads. This 
LSI of course, continue, as should also the provision that the managing governors are to- 
be aenointed by the Governor-General in Council after consideration of the recommendations 
ot le Central Board and should hold office for such term as Government directs. The 
management of the note issue might perhaps be specifically mentioned as one of the subjects 
in re«yard to which Gov^ernment should be entitled to issue instructions to me Bank. 

'^fiirtlier suggestion may be mentioned in this conn^tion. Present mdiC/ations point to- 
an increasing asLiation between the important Central Banks for the purpose of controlling 
the value of gold through their credit policy. India, as a creditor country with a larp power 
for absorbing gold, is an important factor in the case. Liaison has already been estab ished 
between the Bank of England and the Imperial Bank through the Advisory Committee m 
London. It might help the interests of Government if contact were established between the 
Secretary of State in Council and the Advisory Committee. 

(4') It appears necessary that whatever arrangements are made regarding the functions of 
the Imperial Bank in respect of the note issue, they should not the ot impairing 

the freedom of Goveimment to deal with its own balances as it thinks fit. There are stiong 
ohiections to attempting to tie up the Secretary of State by an advance monthly prom-ainme 
or anything of the kind. It seems cardinal that if Government deposits funds at a bank it 
should in a general sense be free to deal with those deposits as it thinks fit. llie action to be* 
taken in regard to remittance of Government balances from India to England cannot be 
forecast with any accuracy for any length of time ahead, and if the exchange and other 
circumstances are favourable it must be open to the Secretary of State to reqiiire remittances 
to be made to London as he deems expedient. It appears impossihte for the Secretary of 
State who has constitutional and statutory responsibilities, to be satisfied wth an obligation 
undertaken by a bank, however eminent, to keep him supplied with funds. The commitments 
which the Secretary of State has to meet in London to holders of India sterling debt and 
others are his commitments, and it is desirable tliat the Secretary of State sliould retain in 
his hands the power to arrange his finance as he thiuks expedient in the light of ever-changing 
circumstances.® The question of the agency for the transfer of funds from or to India is of 
course an entirely distinct issue. 

(5) There appear to he strong arguments in support of the view that the Gold Standard 
Reserve should be maintained as a separate fund in the hands of Government. The Secretary 
of State, who under tlie existing constitution is responsible to Parliament for the good 
government of India, enjoys statutory borrowing powers, which may be brought into play in. 
the ultimate resort in the discharge of his duty as custodian of the Indian exchange. It 
would aftpim scarcely consistent with his present responsibilities that he should hand over the 
control of the reserve, which must be employed for tbe support of tbe exchange, to another 
authority. Further the porngr to he pursued in regard to the remittance of Government 
l:>alanf*-Rp from and to India, in regard to which it is suggested that the control of the 
Secretary of State should be beyond question, bas a close bearing on the exchange and the- 
responsibility for its maintenance. . o -d i 

This line of reasoning accords with the view regarding the scope of a State Bank,, 
expressed in the annex to the Report of the Royal Commission of pl3-4 (p. 78), that “ the 
custody of the Gold Standsurd Reserve and the ultimate responsibility for tbe maintenance of 
excbange must remain, in tiie most direct manner, with the Secretary of State.” , 

(6) The conversion of the Government note issue into a bank note issue, and the gener^ 
modelling of the Indian exchange arrangements, so far as may be, on the lines familiar in 

* It is -worth noting in this oonneotion that the Secretary of State’s haJances in London earn interest, 
■which in recent years has amounted to about £400,000. The existence of this important soxtroe of 
revenue will doubtless not be overlooked in any proposals that may be made in regard to the Homa 
TCreasorj balances. 
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this country, must not he allowed to obscure not only the difference between the character o£ 
the Imperial Bank and the Bank of England, but the difference between London and Indian 
monetary conditions generally. An alteration of Bank rate in London sets in motion a 
number of powerful forces which influence the exchange and the level of internal prices. 
Owing to the organic unity of the credit system on which business is conducted in the 
United Kingdom, the reactions of the Bank policy are at once felt throughout the country 
(and abroad) ; but in India, where the credit system is comparative!}^ undeveloped, and the 
money market is less^ organic, changes in the Bank rate have not the same vital force.*'*^ 
Presumably it is to this factor that the well-known difficulty of effecting deflation in India is 
ultimately to be ascribed. Occasions may arise when this problem may have to be tackled 
with a high degree of independence and resolution. It is suggested that the Imperial Bank 
will be fortified in taking the steps that may be necessary if the ultimate authority of the 
Government is adequately preserved. 

3. For the above reasons it is proposed, in discussing the scheme for the creation of a 
bank note issue for India, to distinguish, so far as possible, between the Bank’s responsibility 
for the convertibility of the note and the Government’s responsibility for the maintenance of 
the exchange. It will now be convenient to refer to the different heads under which the 
scheme is set forth in para. 7 of Mr. Denning’s Memorandum. On the wliole, and subject 
to the comments that follow, the system outlined seems generally suitable and retains with 
appropriate changes the guiding factors which serve to secure exchange stability under the 
pre-war system. 

(A) Gold coin, hank notes, and silver rupees to he unlimited legal tender, — The question of 
gold is referred to below. 

(B) Government to he under an obligation to give gold coin in exchange for gold bullion on 
payment of a seigniorage to cover minting charges, — Presumably this does not mean that 
Government must maintain a stock of coined gold, but merely that it will undertake to 
convert bullion presented into coin. Such bullion if presented by the Imperial Bank would 
presumably remain part of the Paper Currency Reserve during the process of coinage. 

(0) The Imperial Bank to be under an obligation to buy gold at a fixed price, — This 
reproduces the obligation formerly devolving on Government to give local currency in 
exchange for sovereigns, the development being tbat local currency will be given in exchange* 
for bullion to be c6ined as required under (B).f The amount of gold going to India would 
presumably be carefully controlled by means of the standing offer, made with the approval 
of Government, to sell rupees at a sterling price corresponding with the upper gold point. 

(D) Bank notes to be payable on demand in rupees or gold coin at the option of the Bank, 
subject to the right of holders of notes of the denomination of Its. 10,000 to demand payment 
in foreign exchange at a price corresponding to lower gold point, — The object of this provision 
appears to be to give the Bank an incentive to maintain the exchange value of the rupee, but 
there is something artificial in making a differentiation between one category of note and 
others, and it is suggested that the necessary incentive to the Bank might be more 
appropriately given in another way, which would emphasise the fact that the ultimate- 
responsibility for the exchange value of the rupee rests with Government, while the 
convertibility of the note is the responsibility of the Imperial Bank. The object to be 
aimed at is to secure that, as at present, the sterling (and if necessary ihe gold) in the Paper 
Currency Reserve should be used for contraction of the circulation and thus indirectly for 
the support of the rupee, and that these resources, if thought desirable, should be drawn upon 
before recourse is had to the Gold Standard Reserve. It would seem that this aim would 
be achieved if tbe Imperial Bank were placed under an obligation to sell to the Government 
of India, if they should so require, against payment in India, gold at par or sterling at lower 
gold point up to the limit of such resources in the Currency Note Reserve. J 

(E) The Bank to be under an obligation to give silver riipees or notes on demand in exchange' 
for gold coin, — This is understood to mean that the option is with the Bank. 

* Compare Mr. J. M. Keynes, Indian Currency and Pinance, 1913 : — “ The Presi4eiicy Banks publish 
an o£B.cial minimum rate of discount in the same manner as the Bank of England. As an affecting 
influence on the money market, the Presidency Bank rates do not stand, and do not pretend to stand, in 
a situation comparable in any respect with the Bank of England’s. They do not attempt to control the* 
market and to dictate what the rate ought to be ; they rather follow the market, and supply an index to^ 
the general position.” 

t Prior to December 1906 the Gr 9 vernment had been prepared to receive gold bullion in exchange 
for rupees. 

. t The ‘proposal would operate as follows: — Exchange, it may he assumed, reaches lower gold point.. 
The Grovernment require the Bank to. place, say, ^1, 000, 000 sterling held in the Paper Currency Reserve 
at the credit of the Home Treasury in London against a debit of Rs 1^ orores to the Government account 
in India. The Bank then, withdraw^ from its cash balance Rs. 1^ crores notes which are cancelled, thus 
effecting the appropriate currency contraction. The sterling would be sold, if exchange remained at 
gold export point, by the Imperial Bank, as the agents of Government, to remitters, or would, be available 
for meeting the Home. Charges. . ^ . 

I .It appears unnecessary to contemplate the issue of drafts by the Imperial Bank payable in countries 
f outside, Great Britain, as* the .United Kingdom may now he presumed to be on a gold standard,' and 
Indian trade is normally financed through London. 
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fF') The proposals Mr. Denning makes for the constitution of the Paper CniTency Reserve 
are cdoured hy the idea of stimulating the use of gold in India. But the holding of 
unnecessary gold is costly, and surrendei’s a large part of the advantage that India is in 
a position to derive from the close association of her currency and finance with sterling now 
that the British £ is again on a gold basis. This question is referred to Inrther ni para. 4. 

(G) The Gold Standard Reserve stands at Rs. 53 crores, wliich would seem to be adequate 
for any reasonable emergency, as together with the sterling securities in the Paper CiuTency 
Reserve there would be available, assuming nothing abnormal occure before stabilisation is 
introduced, Rs. 80 crores or more for tlie purpose of contracting the circulation and influencing 
the cxch&ng©* 

The size of the reserves must presumably be based on the view taken of the possible 
contraction of currency (with, of coui-se, an ample mai'gin) that might be required for 
regulating the monetary supplies of the country so as to bring the internal price level into 
accord with those of other gold standard countries. The figures given in para. 9 of 
Memorandum 1 regarding currency expansion suggest that a nonnal average of something 
imder Rs. 25 crores a year might be taken to represent the annual demand for fresh 
currency. The sterling securities, therefore, appear .adequate, altogether apart from the gold, 
to draw off three years’ average absorption. Light is also shed on the problem by the figures 
of the deposits in India of the Imperial Bank, Exchange Banks, and larger Indian Joint 
Stock Banks, which in recent years were as shown in the following table 

Deposits in Banhs in India. 


Year, 

Imperial 

Bauk of India. 

Principal Indian 

Joint Stock Bankfcs. 

Exchange 

BaiikB. 

Total. 


Rs. ci’Oi’es. 

Rs. crores. 

Rs. crores. 

Rs. crores. 

•SI Deo. 1919 

75-94 

58-99 

74*36 

209-29 

, 1920 

87-05 

71*15 

74*81 

233-01 

„ 1921 

72-58 

76*90 

75*20 

224-68 

„ 1922 

71-16 

61-64 

73-38 

206-18 

„ 1923 

82-76 

41-43 

68-44 

195-63 


It is suggested that a far smaller deflationaiy influence than is represented by the sale of 
anything like Rs. 80 crores of reverses, would suffice, in any circumstances that can leasonably 
be foreseen, to readjust Indian currency and credit for the purpose of maintaining the parity 
of the internal price level with gold prices outside. Indeed it may be aslred whether the 
contraction, which the present reserves admit, could be effected withoiit jeopai’dising the 
stability of’ the Indian money market as a whole.* It will, in any cuse, be some years before 
coinage of silver is again undertaken, and if things go well in the next few years, the sterling 
assets of the Currency IQote Reserve may be expected to grow, in which case it would 
probably be safe to use the coinage profits either in whole or i)ai-t for the reduction or 
avoidance of sterling debt, a measure which conserves borrowing power and indirectly acts in 
support of the exchange.t 

(,H) The proposed airangements for the supply of silver seem suitable, subject to the 
policy pm'sued at any particular time having the approval of the Government’s repi’esentative 
on the Board of the Bank. It is assumed that time would be allowed for coinage before the 
Bank demands rupees in exchange for the bullion. 

(I) The view has already been urged that the control of remittances should continue in 
the hands of Government, and the question as to the method of effecting the remittances is 
separately discussed in Memorandum No. 5. 

4. It is now convenient to consider the reconstitution of the reserve on the assumption 
that the rupee will be stabilised at Is 6d., and on the basis of the figures of 30th September 
1925, used in the Indian memoranda. The Paper CuxTency and Gold Standard Reserve stood 
at that time as follows : — 

{Figures in erores of rupees.) 

Gross G. of I. Sterling GoUl Staiiflard 

circulation. Gold. Silver. securities. securities. Reserve. . 

1^5 ^ 43-0 2^7 Ts 

Percentage of gross circulation, 

15*6 47-6 22-7 IM 

Tliis taHe assumes tliat the gaiu on revaluation of the gold and sterling assets in the 
Paper Currency Reserve will be applied to strengthening the weakest link, that is, the 

* An jntei'esting light on the deflation problem in India is suggested "by the figures of deposits in 
India in 1919 and 1920. The year 3920 was the year in which the Government were seeking to 
contract the currency, as far as possible, by sales of reverses aggregating £55 millions. Tet the Bank 
•deposits actually increased. 

j- Cf, Sir H. Howard, p. 80, App. I, Yol. Ill, Appendices to Report of Babington Smith Committee. 
■“Possibly after a figure of £40 millions has been reached, half of any subsequent accretions could 
profitably be diverted to capital expenditure ; while when a £50 millions figure is attained, it would in 
my view be safe to utilise for capital expenditure all the receipts, which would otherwise accrue to 
the Reserve.” 



APPENDIX 72 . 


477 


Government of India securities, a natural operation -vvliicli goes towards undoing the 
wi’iting-up of tlio.se securities when the reserve was valued on a 2s. basis in 1920. 

There cannot be a question but that the reserve is of great strength. The metallic ratio 
exceeds 60 per cent. The sterling and gold form approximately 30 per cent. If the silver 
is valued on the basis of 30d. per oz. (standard), the real assets in the reserve represent nearly 
60 per cent, of the gross circulation. The silver holding is higher than is necessary, and it 
is worth considering whether steps should be taken to reduce it somewhat by gradual sales, 
the proceeds being converted into sterling securities. In such a case the natural course 
would be to finance the transaction from the Gold Standard Reserve to which the coinage 
profits were credited. But the strength of the Currency Reserve is such that as a new start is 
in contemplation it would be permissible to finance the loss by increasing the Government of 
India’s debt to the reserve. Obvioxisly the proportions in which these two resources might be 
invoked offer room for different opinions. 

Ultimately, no doubt, as rupee absorption continues, silver would have to be repurchased, 
and the question as to whether some sales of silver would be expedient depends in the main 
on the financial results to be anticipated. These, it will be seen from the calculations in 
Appendix III, turn largely on the difference between the selling and buying price of silver. 

It is, in a sense, a speculation in silver. On the whole, it may be doubted whether there is 
sufficient advantage, assuming that the rupee remains unlimited legal tender, in reducing the 
Government’s holding by sales, and whether it -will not be preferable to allow the present 
surplus to be reduced automatically by natural absorption. 

As regards gold, it is e^’ident that so long as sterling and gold are synonymous, a gold 
exchange standard could be worked with a greater or lesser amount of gold, or even with no- 
gold at all as suggested in Sir Basil Blackett’s scheme for a sterling exchange standard. 

If India is to continue to hold some gold despite the cost, it must presumably be on the 
understanding that the gold is for use either for export in_ support of exchange or for issue as. 
currency in the event of any unexpected crisis. By holding a certain amount of gold India 
pro tanto protects herself against a possible depreciation of sterling, and incidentally the 
holding of some gold would enable India in an emergency to give some support to sterling, in 
the stability of -which she would have a tremendous interest by reason of her large investments- 
in sterling and the important part that sterling plays in the trade of the country.' Further, 
apart from any question of sentiment, to which due importance must be attached, the holding 
of gold by Banks of Issue is sanctioned by established practice, and has long been customary- 
in the case of India. If, for these or other reasons, it is considered desirable that India should 
continue to hold gold in the Paper Currency Reserve, different opinions may legitimately exist 
regarding the amount that should be so held. It is, however, suggested that the amount 
should be carefully regulated and that, except for the purpose of maintaining the statutory 
metallic ratio, India should not in present circumstances aim at holding more than 
Rs. 30 crores of gold, and that interest-bearing sterling securities should be regarded as the- 
backing of an expanded issue. If gold is to be available for issue as local currency it 
-will be convenient that there should be minting facilities in India. The Babington-Smith 
Committee prefeiTed the sovereign to a specific Indian coin, but a new factor would be- 
introduced if exchange were stabilised at Is. 6d., as at this figure the sovereign would not be 
equivalent to an inte^al number of rupees. On the whole practical considerations seem to* 
indicate a specific Indian gold coin. 

In the light of the above observations a possible scheme for the reserve might then be- 
established on the following lines : — 

(1) The minimum metallic percentage to be ordinarily 40 per cent, of the gross circulation, 
and the fiduciary issue to be ordinarily limited to 60 per cent., the Bank to have the 
power to increase the invested proportion of the reserve to 70 per cent, on payment of 
a tax which would vary with reference to the degree of excess, e.g. 6 per cent, if the 
metallic ratio is less than 40 per cent, but more than 35 per cent, 7 per cent, if" 
the metallic ratio is less than 35 per cent, but more than 32^ per cent, 8 per cent, 
if less than 32i per cent, but more than 30 per cent. 

12) Of the metallic holding Rs. 50 crores to be fixed as the normal maximum of silver 
rupees. It would be necessary to allow the silver holding to exceed this figure until 
the present surplus had been absorbed. I agree with Sir B. Blackett that there is no- 
need to prescribe a minimum for the silver holding, but it seems a question whether 
it would not be desirable to give the Bank a small share in the profits of the note 
issue in order that they might have some interest in avoiding p excessive holding- 
of metal — ^possibly by allowing a small percentage of the yield on the sterlings 
investments beyond the initial figure. 

The metallic reserves would normally be located in India subject to a reasonable- 
margin of time for shipments. 

(3) Of the securities in the reserve the rupee securities not to exceed one-third of the gross- 
circulation, the Government of India securities to be limited to Rs. 43 crores. 

The object of this provision is to offer scope for the inclusion of an increasing* 
quantity of suitable internal bills of exchange of short maturity if the rediscount 
market develops. 

The remainder of the securities to be short-term British or Colonial Government 
securities expressed in sterling. 
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AssnmiTij^ th.8.t tlic gold, liolding is rouiidocl up to Its. oO cioios 3.iid^ llidtt silvci ulDsoiptiou 
proceeds, the reseinre might eventually be expected to assume the following complexion, which 
.allows for the replacement of silver by sterling seciuities : 


Gold 

circulation. 


189-5 


{Figures in erores of rupees.) 

G. of I. Sterling 

Gold. Silver. seonrities. soenritien. 

30 50 43 66-5 

Percentage of gross circulation. 

15-8 26-4 22-7 33-1 


Gold Standard 
Reserve. 

53 


This hypothetical change in the composition of the reserve would lead to an increase of 
about Rs 40 erores in the earning assets, representing an annual interest gain of about 
Rs. H erores. 

5. The question of the restrictions to be placed on the exchange operations of the Imperial 
Bank of India is discussed in Mr. Denning’s Memorandum on the assumption that, suliject to 
proper safeguai’ds, it is appropriate to entrust what is primarily a commercial hank u-itli the 
wide public responsibilities involved in the transfer of the note issue w'ithoiit making any 
material change in the character of the business it may undertake. It is obvious that the 
control of the note issue involves the grant of permission to the authority controlling it to 
transfer funds freely between India and London, and there seems no reason in that case for 
restricting the operations to one centre. From this^ point of view the words “ in India ” 
in (a) of the conditions set out in para. 17 of !Mr. Denning’s Memorandum seem unnecessary. 

6. The question as to the method by which tlie G overament should continue to obtain 
the profits of the note issue, in the event of transfer to the Imperial Bank, is a matter of 
detail which is capable of solution along different lines. There will he practical difficnlties 
in fixing a fair percentage to he paid by the Bank for a period of five yeai-e on the invested 
portion of the reserve above the fixed minimum which would be free in order to cover the 
cost of administration. Owing to the variable character of rates of discount, any figure 
adopted for five years would almost certainly he to the detriment of one party or the other, 
and involve claims and counterclaims. The suggestion is offered that if tlie matter is dealt 
with on these lines the percentage rate for each year might he based on the actual rate of the 
previous year, and on the amount of securities held during tliat year. This leaves over for 
settlement the ciuestion of tlie first j’^ear, which could easily he adjusted ex post facto in the 
liglit of experience. 

7. Reference may here be made to certain hanking duties performed for the Secretary of 
State by the Bank of England. 

Under clause 23 (2) of the Government of India Act, such parts of the revenues of India 
as are remitted to the United Kingdom, and all money accruing in the United Kingdom for 
the purpose of the Government of India, has to be paid into an account at the Bank of 
England. 

Under various East India Loans Acts it is provided that the registers of tlie loans should 
he kept either at .the office of tlie Secretary of State or at the Bank of England. These 
registers are now kept at the Bank of England. 

The custody of securities held by the Secretary of State is in the hands of the Bank of 
England. The Secretary of State has entered into agi-eements with the Bank of England — 
'(a) in respect of his balance and the printing of currency notes, the agreement not expiring 
until 192S) ; and (b) in respect of the management of the India steiling debt, the agreement 
not expiring until 1930. The printing of notes will be transferred to India on the expiry of 
the_ agreement. ITie relations between the Secretai-y of State and the Bank of England are 
intimate and cordial, and the Bank is in a position to render, and has continuously 
rendered, inestimable services to Indian finance — services which only a bank of the standing 
And authority of the Bank of England could render. 
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Appendix II. 

Bank of England. 


Date. 

Public 

deposits. 

Other ^ 

deposits. 

Deusli (notes 
and coin). 

Percentage 
of cash to 
liabilities. 

Percentage 
of public 
deposits to 
cash. 

Percentage 
of public 
deposits to 
other 
deposits. 

1920. i 

£ (millions) i 

£ (millions) i 

£ (millions) 

Per cent. 

Per cent. 

Per cent.- 

15th December 

19-4 

126-1 

140 

9-6 

138-3 

15-4 

1921. 







16tli Maxell - 
15tli Jiine - 
14th September 

14th December 

18-9 

15-9 

151 

13-8 

107-2 

131-1 

129-5 

140-9 

18-6 

19-3 

21-6 

22-1 

14-8 

13- 1 

14- 9 
14-3 

101-3 

82-2 

69-5 

62-6 

17-6 

12-1 

11-6. 

9-1 

1922. 







15th March - 
14th June 

18-9 

17-7 

115-6 

110-1 

25- 5 

26- 4 

18- 9 

19- 8 

74-3 

69-9 

16-4 

16-1 

13th September 

13th December 

10-4 

10-1 

313-4 

114-8 

23-8 

22-7 

19-2 

18-2 

43- 7 

44- 5 

9-2- 

8-8. 

1923. 







14th March - 

15-6 

109-5 

24-3 

19-3 

64-4 

14-3- 

13th June 

11-0 

108-8 

23-2 

19-3 

47-4 

10-1 

12th September 

15-7 ! 

106-5 

23-3 

190 

67-6 

n.fi. 

12th December 

11-6 

116-9 

21-5 

16-7 • 

53*9 

9 

1924. 







12th March - 

19-3 

105-6 

22-8 

18-2 

84-5 

18-3 

11th June - 

10*7 

122-3 

21-8 

16-4 

49-2 

8’8- 

17 th September 

10-4 

111-7 

24-0 

1 19-7 

41-3 

9 3^ 

17th December 

10-6 

108-8 

22-8 

190 

46-4 

9 V 

1925. 







14th January 

. 11-7 

117-9 

22-2 

17-1 

52-6 

9-9^ 

11th Tebruary 

11th March - 

9-6 
- 13-7 

115-1 

110-5 

23- 5 

24- 2 

18-8 

19-4 

40-8 

56-7 

8 3- 
12-4 

15th April - 
13th May 

- 14-8 

- 17-4 

110-3 
, 102-2 

27-1 

25-8 

21-6 

21-5 

54-5 

67-6 

13-4 

17-1 

17th June - 

- 13-4 

109-6 

31-4 

25-5 

42-6 

12-2 

15th July 

- 12-6 

115-2 

38-2 

29-9 

33-0 

10-9 

12th Au^gust 

- 15-7 

llO’T 

38-8 

30-6 

40-6 

14-2 

16th September 

- 17-4 

111-0 

37-3 

29-0 

46-7 

15 7 

14th October 

8-5 

103-4 

32-5 

29-0 

260 

8 2 

.18th November 

- 15-1 

106-6 

26-2 

21-5 

57-6 

14*2 

16th December 

- 10-7 

118-3 

20-4 

15-9 

52-5 

9'0 
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Appendix 

(a) Hypothetical result of selling Rs. 15 oi’ores silver until repurchase of same amount is necessitated 
in order to keep silver reserve up to Rs, 50 crores, normal absorption being taken at Rs. 7 crores per 
annum. It will be seen that in the sixth year there is a loss of £927,000, against which interest receipts 
amount to £631,000. The sale price of silver is taken at 30d. per standard ounce and purchase price at 
414d. per standard ounce. 


Period. 

Stock 
at be- 
ginning 
of year. 

Absorp- 

Sales at 30d. per 
standard ounce. 

Purchases at 34d. 
per standard 
ounce. 

Stock 
at end 

Net 

proceeds 

(sales— 

purchases). 

Year’s 
interest 
on net 
proceeds 
at 3 per 
cent. 

tion. 

Amount 

Proceeds. 

Amount 

Cost. 

of year. 


Rs. 

Rs 

Rs. 

£ 

Rs. 

£ 

Rs. ' 

£ 

£ 


crores. 

crores. 

crores. 

millions 

crores. 

millions 

crores. 

millions. 

millions. 

1st year 
_2ud year 

90 

7 

5 

2*323 

— 

— 

78 

2*323 

*070 

78 

7 

5 

2*323 

— 

— 

66 

4*646 

*139 

3rd year 

4th year 

5th year 

66 

7 

5 

2-323 

— 

— 

54 

6*969 

•209 

54 

7 

— 

— 

3 

1*579 

50 

5*390 

•162 

50 

7 

— 

— 

7 

3*685 

50 

1*705 

•051 

6th year 

50 

7 



5 

2*632 

48 

-'927 

*631 


(6) By taking the sale price of silver at 28d. and purchase price at 34d., a loss in the sixth year 
is shown of £1 * 395 millions against interest receipts of £575,000. 







Sales at 28(i. 

K 






1st year 



90 

7 

f 

5 

2-167 




78 

2-167 

•065 

'2nd year 


- 

78 

7 

5 

2 167 

— 

— 

66 

4*334 

•130 

3rd year 



66 

7 

5 

2-167 

— 

— 

54 

6-501 

•195 

4th year 

* 


54 

7 

— 

— 

3 

1-579 

50 

4*922 

•148 

5th year 

. 

. 

50 

7 

— 

— 

7 

3-685 

50 

1*237 

-037 

•6th year 



50 

7 



5 

2-632 

48 

—1-895 

*575 


One rupee contains standard ounces of silver : — 

(i) Value at 28d. per standard ounce = £0*04335. 

(ii) „ 30d. „ „ = £0*04645. 

(iii) „ 34cZ. ,, = £0*05264. 


If it is assumed that Rs. 15 crores of silver were sold in the courae of a few years at an 
-•average price of about 29d, per standard ounce, the amount realised would be approximately 
Rs. 9 crores, leaving a deficiency of about Rs. 6 crores which might be made good by 
increasing the Government of India’s securities in the reserves to Rs. 46 crores and by 
-drawing on the Gold Standard Reserve for Rs, 3 crores. 

The result of such an operation on the reserves is shown in the following figures : — 


Gross 

circulation. 

* 1^*5 


(Figures in crores of rupees,) 

G. of I. Sterling 

Gold. Silver. securities. securities. 


Gold Suandard 
Keserve. 


30 75-1 46 38-4 

{Percentage of gross circulation.) 

15-8 39-6 24-3 20-3 


50 


While, however, silver bxillion was being sold, the absorption o£ silvCT currency may be 
3 >resumed to be continuing independently, and for purpose of illustration it may be postulated 
Hi a t its place has been lalcen by sterling securities. In this case the reserve would present the 
following aspect : — 


Gross 

circulation. 

189*5 


(Figures in crores of mpees.) 

G. of I. Sterling 

Gold, Silver. securities. securities. 


Gold Stauda 
Ueserve. 


30 50 46 63*5 


60 


{Percentage of gross circulation,) 

15*8 26*4 24*3 33*5 


The real assets are Us. 6 crores lower than in the final table of para. 4, as there is no 
question in this case erf a loss on the disposal of silver. 

* See also Appendix 75 (B). 
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APPENDIX 73. 

Memorandum No. 5, on “ Remittances,” submitted by 
Mr. C. H. Kisch, G.B., Financial Secretary, India Office. 


The method of effecting the remittance from India of funds required for tlie purpose of 
meeting the needs of the Home Treasury raises a number of ijoints u’hich merit attention. 
The Appendix to this Note sets forth the position as it has developed in recent years. 

2. The system of bu 3 ’'iug sterling in India, introduced in 1923 to supplement the sales 
of Council drafts, which had necessarily to be sold under different conditions from those 
]3revaihng before the war {vide Appendix), was adopted with reference to special conditions 
when the rupee was linked neither to gold nor sterling at a fixed rate and was a currency 
with a widely fluctuating international vahte. On the re-establishment of an effective gold ' 
parity the range of fluctuation will be limited between upper and lower gold points, and so • 
far as the question of an undesirable up-nish of exchange is concerned (which was tlie 
origin of the introduction of purchases of sterling in India) it will be an essential element 
ill the exchange system that tenderers of gold should be in a position to obtain rupees 
without limit at the new parity, and/or that rupees should be available against payment in 
sterhng at a price corresponding with the upper gold point. 

3. It is suggested that a satisfactory scheme for Government remittances must satisfj’^ the' 
foUo'wing tests : — 

(а) It should be so framed as to give Government the prospect of obtaining the best 

price for the rupees sold, consonant with market conditions. 

(б) It should comply with the legitimate interests of those engaged in financino' 

Indian trade. 

(c) It should be so framed as to prevent as far- as possible the financial transactions of 
Government from becoming a subject of controversy. 

4. In considering the systems of Council _ sales and purchases of sterling as hitherto- 
effected, it is important to determine the foUo'wing two issues : — 

' (1) Are pubUc interests better served by a system of open competitive tender or by 

operations of which the intended extent is not announced in advance ? 

(2) Are public interests best served by operations in London or in India, or in both ? 

5. In so far as Government has to remit funds for its own purposes, it is in the position 
of any private remitter, and if this were a complete description of their position there would 
seem to be no reason why Government should regard itself as being under any restrictions- 
in regard to its remittances, either as to place oi* manner which do not apply to the ordinarj’- 


. 6. The, object of a system of public tender is to safeguard the interests of Government 
by secunng the freest competition for the rupees on offer, and there does not seem to be 
py convmcmg reason for thinldng that private discretionary operations, of which the 
mtended extent is not announced in advance, would, over a prolonged period, produce anv 
better result as regards the rate at which nipees are sold. It is reasonable to suppose that 
^e sale of rupees on the scale necessitated by the needs of the Home Treasury must in the 
long run, have a similar effect on the market whether these sales are conducted publiclv 
or pnvately, and in so far as publicity tends to reduce the speculative element, sales by 
public auction should make for stability in the exchange. ^ 

^ tHs question of public and private operations, the observations in 

para. 5 have a special relevance. The position of Government is not that of an ordinary 
reimtter owing to the fact that die volume of its transactions give it a preponderating p5 
m the determination of exchange tendencies at any particular moment. The proportion 

Government of India’s exchange operations and the ag|regate 
* rupee-sterhng exchange is probably a unique feature in the reSon of 
any impoitant GoveTOinent to the exchange market in its currency'. These considerations 
^ve those engaged lu Indian trade a claim to know the action that Government S SiAg 
m re^ to exchange opemtions much in the same way as the business coiSS ^ th! 

“formation regarding movements of gold to and from 

Though on the whole the system of purchases of sterling appears to have worked 
smoothly so fer as tiade interests are concerned, there have not been lacking signs that the 
absence of publicity is regarded as a defect.*^ In this connection refSe ^rbe inSe 

reported in of Associated Chambers' of 'Commerce, Calcutta,. 
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to tlie following repoi-t of some remarks made by tlie Cliaii-man of the Eastern Bank at tlie 
annual general meeting of the Bank on 20tli March 1925 : — 

Referring to the question of exchange, it is necessary to mention a new factor 
which had presented itself in connection with the recent operations of the Indian 
Government. Formerly, Council drafts were sold on tliis side, and the amount to be 
offered was strictly limited. Of late, however, as a result of pressure in India, the 
Government had purchased sterling on the other side as well. There would be no- 
serious objection to that provided the Government publicly announced beforehand 
the amount to be purchased during a fixed period. No such announcement however,, 
was made ; the Government came into the market from time to time, sometimes even 
from day to day, and then suddenly withdrew entirely, thus causing the greatest 
uncertainty as to their future course of action. He had the greatest respect for 
Sir Basil Blackett, who so ably administered and controlled the public finances of 
India, and he was quite satisfied that the practice initiated by him, with the full support 
of many distinguished Indians, was designed, in the view of Sir Basil, to achieve the 
best ultimate result for India. He would point out, however, that when exchange 
operations attained a magnitude so greatly in excess of the actual requirements of the 
Government, so far as one was able to judge, there was an element of danger to- 
commercial transactions exposed in such circumstances to factors outside the knowledge 
of the exchange banks, who could gauge the requirements of trade and commerce, but 
were quite unable to foreshadow the action of the Government in the exchange market. 
He hoped that the Government would consider the advisability of adopting for their 
purchases in India a procedure similar to that followed in connection with the sale of 
Council bills on this side.” 

Again, the financial correspondent of the Times of India makes the following remarhs 
in the issue of 23rd May 1925 : — 

“The opinion prevails in banking circles that Government should announce eveiy 
morning the purchases of sterling made the previous day and that movement of public 
funds should not be kept private. It is contended that the sales of Council bills are 
made immediately public, and that the same procedure should he followed in the case 
of purchases of sterling, the rate and amount of purchase being made public the day 
following the purchase.” 

8. Sales of rupees by open competitive tender place all parties in the same position and 
are a safeguard to Government against any possible question in regard to their extensive and 
predominating exchange operations. On the other hand, to operate in a more or less private 
manner may, on occasion, invite comment and endanger the full confidence that is a vital 
asset to Government in its financial transactions. 

9. Experience has shown that sterling remittances can be effected at satisfactory rates 
on an extensive scale either in India or in London. If the view is held that it is desirable 
that remittance operations should be conducted by open tender, with the publicity 
characteristic of the sales of Council drafts, the question of the seat of operations has to be 
considered. Two points may be noted : (1) Sales in India’^' involve the correlation of 
demands from various centres remote from each other and the headquarters of Government. 
This cannot be as simple or expeditious as the receipt and disposal in London of tenders, 
from the head offices of the Exchange Banks and other leading institutions and firms 
generally situated in close proximity to the Bank of England. Further, in the case of 
Council sales in London, rupees are not issued until the Secretary of State in Council has 
been paid in sterling. In the case of purchases of sterling in India, the rupees are credited 
before the sterling has been paid over to Government. It is therefore necessary to discriminate- 
in such purchases, and the area of competition is thus not so wide as in London, where 
drafts are open to tender by all without distinction. 

10. Reference may here be made to the measures required when' exchange weakens to- 
the lower gold point — a matter on which some further observations are offered in para. ^ 
of the note on the future control of the Paper Currency. The Royal Commission of 1913-4 
advised that the Government of India should make a public notification of their intention to 
sell bills in India on London at a price corresponding to the lower gold point, whenever they 
were asked to do so, to the full extent of their resources. This view was endorsed by 
the Babington-Smith Committee, who also approved the practice of offering telegraphic 
remittances, as was first done in connection with certain sales at the outbreak of the war. 
The Committee recommended (para. 62 of Report) that the Government of India should be 
authorised to announce, without previous reference to the Secretary of State on each occasion, 
“their readiness to sell weekly a stated amount of Reverse Councils (including telegraphic 
“transfers) during periods of exchange weakness, the rate being based on the cost of shipping 

* It is worth mentioning that sales of sterling by the Exchange Banks in India, as hitherto 
conducted, are understood normally, or at any rate on occasions, to involve the payment of a commission 
by the seller to a broker. This does not arise in the case of sales of rupees through the medium of 
Oouncil drafts. 

G 
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gold from India to London. In the announcement issued by the Government of India on 
2nd February 1920 (see page 11 of Memorandum 1), effect was given to this proposal 
in the following terms: — “In accordance with the Committee’s recommendations, the 
Government of India will, when occasion requires, offer for sale stated weekly amounts of 
sterling reverse drafts on the Secretary of State for India (including immediate telegi-aph 
transfers).” It is desirable that the present Royal Commission should consider whether the 
decision embodied in the above quotation sufficiently ensirres that the exchange value of 
the rupee will be maintained at the appropriate level. The proper- working of the gold 
exchange standard, as developed in India, implies that rupees will be obtainable at a pr-ice 
corresponding to the upper gold point without limit. A complementary condition for the 
perfect working of the system implies that remitters should be able to obtain gold or 
sterling exchange at a price corresponding with lower gold point, also without limit. Hitherto 
Government have not taken upon theinselyes this last responsibility, and so long as the offers 
of sterling (or gold) at any time are limited the restriction on the amount may result 
in the market rate of exchange falling below the correct parity. An opportunity for 
reconsidering this question is presented by tbe improved prospects of economic stability 
in conjunction with the present strength of the gold and sterling reserves, of which the 
amount on 31st December 1925 was as follows : — 

£ 

(a) Sterling securities in the Paper Currency Reserve (nominal value) - 29,285,000 

(b) Sterling securities (market value) and cash in the Gold Standard Reserve - 40,000,(X30 

(c) Gold in Papel- Currency Reserve in India - - - _ _ 22,318^000 

Total - - - £91,603,000 

The amount under (a) consists entirely of British Treasury Bills. Present-day policy 
aims at maintaining the Gold Standard Reserve in a high stage of liquidity, and of the 
amount under (fe) £9,045,000 represents British. Govenrment secur-ities with maturity not 
exceeding in any case three months, whereas the balance of the reserve is in the fomr of 
securities with ready marketability. It would mark a definite advance on the pre-war- 
position if the Comrmssion see their way to advising that the time has come for Government 
to announce ite readiness to sell reverse drafts wiQrout limit at the price corresponding to 
gold export point. ^ In such a case the arguments for holding the reserve in a highly liquid 
form would derive increased cogency. 


Appendix. 


Recent developments in the system of Govenunent Remittances. 


Before the war the main method by which, the Secretary of State was placed in 
funds was by sale by open tender of Council drafts® (that is, drafts on India) at 
the Bank of England. Subject to modifications necessitated by war conditions, as 
described in &e Babington-Smith Committee’s Report, the same system was 
maintained during the war. Remittances were occasionally effected by the shipment 
of ^gold from India, but the amount of such shipments was small, and one of the 
objects that the Secretary of State kept before him in regulating his drawings was to 
avoid the necessity and expense of gold shipments. 

The history of the sale of Council drafts will be found in Appendix VII to the 
Report of the Royal Commission of 1913-14, and a copy of the regulations of 1915 
(containing the pre-war conditions) and of 1924 (the latest form) are reprinted as 
Annexure A to this note. 

now in force differ in two important respects from those in force 
befo:^ the War. First, they do not provide for the sale of intermediate drafts 
wjncn were habitually sold, if required by trade, between tbe regular weekly 
aaxctaons. Intermediate drafts were suspended in December 1916, and no question 
of their revival could arise until the resumption of the sale of Council drafts 
in Janua^ 1923. (Since the resumption the place of intermediates has been taken 
by purchases of sterling in India as explained below). Secondly, there is ho 
provision lor the sme of rupees without limit at a price corresponding to upper gold 

pomt, owing to the abnormal exchange conditions under which sales have been 
recently conducted. 


During the period of stable exchange, the system under which Council drafts 
were sold in I^ndon satisfactonly met the needs of Government and trade, and it is 
noteworthy that the fundamental principles on which the system was conducted 
were not called into c^uestion either by the Royal Commission of 1914 or by the 
Babington-Smith Committee of 1919. (Se« para. 6l of Report.) ^ 


. 1 note, unless the context otherwise requires, the term 

incluaing telegitiphic transfers. 


“draft” should he understood as 
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2. In considering the question of the methods by which the funds required by the 
Secretary of State for the discharge of his liabilities should be drawn from India, it 
is necessary to distinguish between the abnorjmal conditions of the last few years 
and the situation as it may be expected to be when the rupee again has an effective 
stabilised international value. 

Between the date of the publication of the Babington-Smith Committee’s lleport 
aud January 1923, there were no sales of Council drafts in London, as explained in 
para. 10 of Memorandum No. 1. When the Secretary of State decided in January 
1923 to reopen sales, market conditions were rmcertain, and the question of 
regulating remittances so as to admit of substantial drawings from India, and at 
the same time avoid unsettling trade, gave rise to much consideration. It was then 
decided, at the instance of the Government of India, to supplement the weekly 
sales of Council drafts by purchases of sterling in India, rupees being sold by 
the Government of India, through the Imperial Bank, to the Exchange banks against 
telegraphic transfers of sterling to be placed to the credit of the Secretary of State in 
London at the Bank of England, vid the London office of the Imperial Bank. The 
extent of the proposed remittances by sterling purchases in India, or the rates at 
which Government was prepared to effect them, were not announced in advance, nor 
were tenders invited. Government’s operations were discretional, the guiding 
principle being to secure remittance on a substantial scale, and at the same time to 
avoid, as far as possible, excessive fluctuations in the rate of exchange.® 

3. The following table exhibits the amount of remittances in Ihe years 1922-23,, 
1923-24, 1924-25, and for the first nine months of 1925-26, distinguishing between 
amounts drawn by Council sales and by purchases of sterling : — 

TABLE. 


Remittances by the Government of India to the Secretary of State for India 

SINCE 1922-23. 


Year. 

Sales of bills 
and telegraphic 
transfers on India 
by Secretary 
of State. 

Purchases of 
sterling in India 
by the Government 
of India. 

Pnrchases by the 
Secretary of State 
of proceeds of loans 
raised in London 
by Indian pnblio 
bodies. 

Total remittances. 


£ 

£ 

£ 

£ 

1922-23 

2,570,026 

70,000 

2,126,210 

4,766,236 

1923-24 

8,738,705 

13,100,000 

1,302,959 

23,141,664 

1924-25 

7,579,162 

33,191,000 

700,000 

41,470,162 

1925-26 (9 months) - 

m 

37,566,500 

Nil 

37,566,500 


From January 1923 to December 1925, the total remittances effected by purchases 
of sterling amounted to £33,927,500 while the corresponding figure in respect of 
remittances by Council drafts (including sterling taken over from Indian public bodies 
borrowing in London) was £23,017,100. In this connection two points may be noted : 
first, when exchange movements have been wide and market prospects uncertain, it was 
considered inconvenient to maintainoffers of Councils unless conditions definitelypointed 
to an active demand for rupees at rates that commended themselves to Government. 
Council drafts were sold during 6 weeks from January to March 1923, 31 weeks 
in 1923-24, and 17 weeks in 1924-25. Secondly, it was decided in October 1925 that, 
for the time being, remittances should not be effected below the rate of Is. 

(a figure corresponding closely to upper gold point on the basis of a Is. 6d. gold 
rupee), and to meet all demands for remittance that might be forthcoming at this 
figure without making any binding annoimcement on the matter. Dncler these 
conditions the normal competitive element inherent in the tender system would be 
lafikjng and there would have been no point in instituting any formal offer of Council 
drafts. Under pre-war conditions the then standing offer 'of unlimited Councils at 
upper gold point would have operated (vide para. 11 of Annexure (i)). In these 
circumstances on the 21st October the Secretary of State addressed the following 
telegram to the Government of India : — 

“ A decision having been airived at as to the rate at which Government 
' remittances should be effected for the present, I have had under consideration 

* Copies of despatches exchanged between the Secretary of State andth© Q-ovemment of India lii^ 
1923 will be produced if the Commission so desire. 
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the question whether, in accordance with practice in recent years in the busy 
season, it would now be expedient to reopen sales of Councils. 

“The decision, however, not to remit below the definite figure of Is. 
for the time being, and, without making any i>ublic commitment to this effect, 
to meet all demands for rupees at this figure, makes the position exceptional, 
and, as during the continuance of this situation the invitation for competitive 
tenders for Councils would lack reality, I have decided not to take any action at 
present. Should it appear expedient at any time, the question will be 
reconsidered. The general question of the most suitable methods under 
normal conditions of making remittances is, you wdll understand, left untouched 
by this decision. This is a matter on which the Royal Commission on 
Currency will no doubt report. This refers to my telegram of the 14th 
October.'’ 


Annexuee. 

Sale of Bills and Telegraphic Transfers on India. 

(i) 1915 Regulations containing the pre-war conditions. 

In supersession of previous notifications, the Secretary of State for India in 
Council publishes the following particulars as to the method of selling Bills and 
Telegraphic Transfers on India : — 

Sale of BilZa. 

1. The Secretary of State for India in Council is prepared to allot on Wednesday 
in each week Bills of Exchange on the Government of India, the Government of 
Madras, or the Government of Bombay of an aggregate amount not exceeding that 
announced in a notice which will be previously exhibited at the Bank of England. 

2. Tenders for such Bills will be opened at the Bank of England on each 
"Wednesday at 1 o’clock. 

3. Tenders must be made on forms which can be obtained on application at the 
Chief Cashier’s Office at the Bank of England. They must be delivered, under cover, 
at the said office. 

4. Any tender may be for the whole amount shown in the announcement or for 
any portion thereof not being less than Rs. 10,000. The amount of the tender or 
tenders submitted by or on behalf of any one person, firm, or company must not in 
the aggregate exceed the amount shown in the announcement. Tenders which 
appear to the Secretary of State in Council to be submitted in direct or indirect 
infringement of this rule will be rejected. 

5. Each tender must state the rate of exchange at which the applicant is prepared 
to purchase a Bill or Bills of the amount for which he tenders or any less amount that 
may be allotted to him. The rate of exchange must be expressed in pence, or in 
pence and a fraction of a penny, per rupee ; any fraction that is used must be either 
one thirty-second of a penny or a multiple of one thirty-second of a peimy. 

6. In the event of two or more tenders being made at the same rate, and the 
amount to be allotted being less than the amount of both or all, a pro rata allotment 
wiU ordinarily be made, subject to the condition that no Bill will be granted for a 
less amount than Rs. 5,000. 

7. As soon as practicable after the opening of the tenders the result will be made 
known at the Bank, and the maximum amount to be allotted on the following 
Wednesday will ordinarily be announced at the same time. 

8. On Wednesday afternoon persons who have tendered wiU, on application at the 
Ohi^ Cashier’s Office, be informed whether any allotment has been made to them. 

9. Payment for Bills' allotted on a Wednesday must be made on or before the 
following Tuesday. 

10. Those applicants to whom an allotment of Bills has been made will be 
furnished with a form to be filled up with the particulars of the Bills desired, which 
must be left at the Chief Cashier’s Office before 12 o’clock on the day preceding that 
on which the. Bills are required ; the Bills will be delivered next day on payment in 
cash not later than 2 o’clock. 
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11. In addition to the tenders mentioned above for Hills to be allotted on 
'^Vednesdays at 1 o’clock, applications may be made on any Wednesday after the 
result of the allotment has been announced (but not later than 3 o’clock), on Saturday 
between 11 and 12.30 and on any other day between 11 and 3, at the Chief Cashier’s 
Office of the Bank of England for intermediate Bills drawn on the Government of India,, 
the Government of Madras, or the Government of Bombay, No pledge can be given 
that such applications will be complied with ; but, if intermediate Bills are granted, 
the following condition will be observed, viz., that if, at the preceding allotment. 
Bills have been allotted to the full amount previously announced, intermediate Bills 
will only be granted at rates exceeding by at least one thirty-second of a penny per 
rupee the minimum price at which an allotment was made. If, however, the minimum 
price has exceeded Is. the rupee this condition will not be enforced, as the 
Secretary of State in Council is prepared to sell until further notice intermediate Bills 
at Is. 4^d. the rupee. 

12. If an intermediate Bill is granted on a Tuesday, payment must be made on the 
same day ; if a Bill is granted on any day other than Tuesday, payment must be made 
.not later than the following Tuesday. 

Sale of TelegrapJiio Transfers “ Immediate ” and “ Deferred.” 

13. Applications for Telegraphic Transfers on the Government of India, the 
■Government of Madras, and the Government of Bombay, will be received on behalf of 
the Secretary of State for India in Council at the Chief Cashier’s Office at any time 
between 11 and 3, except on Saturdays, when the hours are from 11 to 12.30. Those 
which are received on Wednesday before 1 o’clock ■will be opened at the same time as 
the tenders for the weekly allotment of Bills ; and, if transfers are then granted, the 
fact will be announced at the same time and in the same manner as the allotment of 
B ills - Transfers wili be granted only in thousands of rupees, and in no case for less 
tba.u one lakh ; except that an applicant to whom a transfer has been granted at the 
time of the weekly allotment of Bills may be allowed an additional transfer of an 
•amount (in thousands of rupees) less than one lakh, provided that such additional 
transfer is paid for (at the price fixed for the time being by the Secretary of State in 
■Council) on the same day as the transfer originally granted. Applicants tendering on 
Wednesday before i o’clock both for Bills and transfers may, if they wish it, insert in 
their tender for transfers a request that, if that tender be not sufficiently large to 
secure an allotment of one lakh of rupees, it may be increased to the necessary extent 
by reduction of their tender for Bills. 

14. If a transfer is granted on a Tuesday, payment must be made on the same 
‘day ; if a transfer is granted on any day other than a Tuesday, payment must be made 
-hot later than the following Tuesday. 

15. The necessary telegram to enable the amount of a transfer to be issued to the 
recipient in India will be despatched on the day on which payment for the transfer is 
made at the Bank of England. Immediate transfers will be payable in India on the 
■day following the issue of the telegram ; deferred transfers will be payable 16 days 
after the issue of the telegram. 

General. 

16. The sales of Bills and Telegraphic Transfers, and the rates at which they 
have been made, will be from time to time announced at the Bank of England, and 
the total amount sold up to date since the 1st of April, with the sterling realised, will 
ibe similarly announced on each Wednesday morning at 11 o'clock. 

17. The Secretary of State in Council, while making this announcement as 
reoards the practice to be ordinarily pursued, reserves to himself the right of 
refecting the whole or any part of any tender and of departing in any respect without 
previous notice from the foregoing terms should circumstances render it expedient. 


Special Notice. 

Persons or firms applying for Bills or Telegraphic Transfers are hereby notified' 
•that by virtue of the provisions of Acts 22 Geo. III., cap. XLV., Section 10, and 
41 Geo. III., -cap. LII., every allotment of such Bills or Telegraphic Transfers is' 
jnade subject to the express condition that no Member of the House of Commons ba 
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admitted to any part or share therein, or to any benefit to arise therefrom. The 
Statute does not apply to contracts entered into by incorporated trading companies in 
their corporate capacity. 

India Office, 

22nd Februarj' 1915. 

(ii) 1924 Kegulations (the latest form). 

The Secretary of State for India in Council offers for sale on Tuesday,. 
30th September 1924, Bills of Exchange and Telegraphic Transfers (Immediate and 
Deferred) on the Government of India, to the amount of fifty lakhs of rupees, 
payable at Calcutta, Madras, Bombay and Karachi. This and any subsequent sales 
will, until further notice, be regulated by the following conditions. 


Conditions of Sale. 


1 . Dates of sales and the aggregate amount to be offered on each occasion will be 
announced in a notice exhibited at the Bank of England. 

2. Tenders will be opened at the Bank of England on Tuesdays at 1 o’clock. 
They must be made on forms which can be obtained on application at the Chief 
Cashier’s Office at the Bank of England. 

3. Any tender may he for the whole of the amount shown in the announcement, 
or for any portion thereof which in the case of a Bill is not less than Rs. ] 0,000, and 
in the case of a Transfer (Immediate or Deferred) is a miJtiple of Rs. 1,000 and not 
less than Rs. 1 lakh. The amount of the tender or tender-s submitted by or on behalf 
of any one person, firm, or company must not in the aggregate exceed the amount- 
shown in the announcement. Tenders which appear to the Secretary of State in 
Council to be submitted in direct or indirect infringement of this rule will be rejected. 

4. Each tender must state the rate of exchange at which the applicant is- 
prepared to purchase the amount lor which he tenders therein or any less amount 
that may be allotted. The rate of exchange must be expressed in pence, or in pence 
and a fraction of a penny, per rupee ; any fraction must be either one thirty-second 
of a peuny or a multiple thereof. No announcement will be made of the minimum 
rate at which tendere will be accepted. 

5. Tenders for Immediate Telegraphic Transfers will rank for allotment with 
tenders at lower for Bills and Deferred Telegraphic Transfers. When a pro rata 
allotment is made, no Bill will ordinarily be granted for a less amount than Rs. 5,000, 
and no Telegi-apbie Transfer for a less amount than Rs. 1 lakh. Applicants- 
tendering both for Bills and Transfers may, if they wish, insert in their tender for 
Transfers a request that if that tender be not sufficiently large to secure an allotment 
of one lakh of rupees it may be increased to the necessary extent by z'eduction of 
their tender for Bills. 


6. On Tuesday afternoon tenderers will, on application at the Chief Cashier’s. 
Office, be informed whether any allotment has been made to them. 

7. Payment for Bills and Transfers must be made before the Tuesday next after 
the day of allotment. 


8. Applicants to whom an allotment of Bills has been made will be furnished 
with a fpmi to be filled up with the particulars of the BiUs desired, which must be 
left at the Chief Cashier’s office before 12 o’clock on the day preceding that on which- 
the Bills are required ; the Bills will be delivered next day on payment in cash not- 
later than 2 o clock. 


9.^ When a Telegraphic Transfer has oeen allotted the necessary telegram- 
authorise payment in India on demand will be sent on the day on which payment 
for the Transfer is made at the Bank of England. Immediate Transfers will he- 
payable in In^a on the day foRowmg the issue of the telegram ; Deferred Transfers 
will be payable 16 days after the issue of the telegram. 


notice no .‘4ntermedm^^ Bills or Telegraphic Transfers- 
WjlU be offered for sale by the Secretary of State in Council. 


11. The SeCTetary of State in Council reserves the right of rejecting the whole or 

9^ departing, in any respect without previous notice from 
the foregoing terras should circumfetances render it expedient. 
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SPECIAL NOTICE. 

Persons or firms applying for Bills or Telegraphic Ti’ansfers are hereby notified 
“that by virtue of the provisions of Acts 22 Geo. 111., cap. XLV.. section 10, and 
41 Geo. III., cap. LTl., every allotment of such Bills or Telegraphic Transfers is made 
subject to the express condition that no Member of the House of Commons be 
admitted to any part or share therein, or to any benefit to arise therefrom. The 
Statute does not apply to contracts entered into by incorporated trading companies in 
their corporate capacity. 

India Office, 

:i3rd September 1924. 


APPENDIX 74. 

Note submitted by Mr. C. H. Kisch, C.B., Financial Secretary to the 
India Office, entitled Some considerations suggested by a review 
of the events of 1920 with reference to b ankin g development 
in India.” 

The year 1920 was in many ways exceptional in the economic history of India as 
it was in the case of other countries. The year saw the attempt to establish the 2s. 
(gold) rupee, the revaluation of reserves on the new basis, and the eventual 
abandonment of the policy of active support to the exchange. 

The events of the year may usefully be studied with regard to the lessons they 
can teach for future guidance. They bring out in a clear light certain difficulties, 
which, at any rate lor a long time to come, may be expected to emerge if the Indian 
currency system is exposed to a severe teat. 

First, it is necessary to remove a source of complication, arising from the fact 
that the currency note reserve was revalued in October 1920 on a 2s. basis. It is 
■convenient, for the purpose of unravelling the facts, to reconstruct the paper currency 
reserve on a 2s. basis in exhibiting the figures for 31st December 1919 for purpose of 
•comparison with the position on 31st October 1920, when adjustments connected 
with the sales of Reverses were completed. If this is done the constitution of the 
reserve at the end of 1919 and at the end of October 1920 compares as follows 


Paper Currency Reserve. (Rs. 15 = £1.) 

(Figures in lakhs of Rujpees.) 


Date. 

Gross note 
circulation. 

Reserve, 

Gold. 

1 

Silver. 

Rupee 

Secuifties. 

1 

1 

British 

Government 

Securities. 


Bs. 

Rs. 

Rs. 

Bs. 

Rs. 

-31st December 1919 

1,82,91 

26,47 

43,67 

57,77* 

55,00 

Slat October 1920 

],59,58 

23,75 

59,41 

68,07 

8,36 

Difference - 

—23,33 ^ 

-2,72 

-H6,74 

+10,30 

— 46,65 


* Balancing figure. 


The actual currency contraction in the first ten months of 1920 as exhibited by 
the change in the reserve was : — 

Notes - _ - Rs. 23*35 crores. 

Silver _ _ . Rs. 15'74t „ 

Rs. 39-07 „ 

t The amount/ corresponds to the net return (Rs. 14*87 crores) of rupees and half rupees, in the fix’st 
nine months of 1920, as shown in Statement* VIII of the Controller of Currency’s Report for 1920-1. 

'The decrease in the currency reserve gold holding of Rs. 2*72 Orores is not 
regtirded as expansion, inasmuch as the gold was not avmlable for pmirposes of 
•currency. 
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'rhe amount received in India in payment for Reverses sold in the period (Jannaiy 
to September) was Rs. 46 • 93 crores, and the net reduction m the gold holding represented 
a contracting power of Rs. 4-08 crores. on the approximate basis oi the selling price 
of o-old at the time. The extent to -which these transactions desiderated currency 
contraction was thus Rs. 51-01 crores. This may be compared with the actual 
contraction effected of Rs. 39-07 crores as set out formally in the folloivmg table : — 


-Rupees received for sterling 
sold 

Net reduction of gold (at 
Rs. 15 per £) - 

Contraction desiderated 


(Figures in Rs, crores.) 

Contraction effected - - - 39*07 

46 • 93 Deficiency — 

Issue of ad hoc Treasury bills - 10 ' 30 

4*08 Adjustment for gold at Rs. 15 - 1-36 

Difference between rupee 

51*01 receipts for Reverses - '93 

and sterling withdrawn 46 ' 65 

-28 

11-94 


51-01 


The sum of Rs. 11*94 (say 12) crores represents in effect an appropriation to 
Treasury of funds which, having been received from the public in exchange for 
sterling or gold held in the reserve, should strictly have been appropriated to the- 
reserve. 

The figure may be regarded as roughly measuring the amount by which the due- 
contraction was avoided in connection with the operations of 1920. Still, it has to be 
noted that actually Rs. 39 crores of currency contraction was effected. 

The effect of this deflation on the banking position in India in 1920 may now be 
examined. The relevant figures of bank deposits and cash balances are shown in the 
tables that follow ; — 



Presidency Banks. 

Exchange Banks. 

Principal Indian Banks. 

Date. 

Deposits. 

Cash. ' 
balances. 

Percent- 

age. 

Deposits. 

Cash 

balances. 

Percent- 

age. 

1 

Deposits. 

Cash 

balances. 

Percent- 

age. 

31st Deo. 1919 

75-9 

23*6 

31-1 

74-4 

30 

40-3 

59 

12-2 

20-7 

31sl Deo. 1920' - 

87 

26 ' 

29*9 

74-8 

25*2 

33*7 

71*1 

16-3 

22-9 


All Banks. 


Date. 

Deposits. 

Cash 

balances. 

Percentage. 

31st Deoemher 1919 

- 

- 

209-3 

65-8 

31-4 

31st December 1920 

- 

- 

232-9 

67-5 

29-0 


Here we may note : — 

(1) that the aggregate deposits of the Presidency, Exchange, and principal Indian- 
Joint Stock Banks increased by Rs. 23^ crores in the year 1920 ; 

(2) that of these Rs. 23^ crores additional deposits, about half accrued to the- 
Presidency Banks, and half to the Indian Joint Stock Banks, while the deposits of the 
Exchange Banks were practically unaltered ; 

(3) that there was a small decline in the cash percentage in the case of the banks, 
as a whole and a larger decline in the case of the Exchange Banks, whose position, 
was presumably influenced specially by the sale of reverse councils. 

On the above statistics it seems impossible to resist the conclusion that such 
currency deflation as was achieved through the sale of Reverses was partially 
countered by the expansion of bank credit. 
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'fh.e discount policy of the Presidency Banks is illustrated in the following 
table : — 


, Discount Rates of the Presidency Banks in 1920. 


Date. 

Bank of Bengal. 

* Bank of Bombay. 

Bank of Madras. 

Rates at beginning 

5 

5 

6 

of i920. 




.January 

■ 6 (14th) 

6 (22nd) 

7 (31st) 

February 

7 (11th) 

7 (4th) 

8 (14th) 

April 

— 

8 (8th) 

— 


— 

9 (22nd'l 

— 

May - - - 

— 

8 (13th) 

9 (1st) 


— 

7 (27th) 

— ' 

June 

6 (10th) ‘ 

6 (16th) 

8 (19th) 

July - . - 

5 (1st) 

5 (31st) 

7 (10th) 


— 

— 

6 (24th) 

November - 

6 (4 th) 

6 (4th) 

— 

. ■ ■ ‘ t - 

7 (18th)' 

7 (12th) , 

7 (12th) 


These rates might appear not to indicate any such exceptional efforts to control 
credit as might have been expected at a time when exchange was falling and 
currency contraction was being effected. But according to the report of the 
Controller of Currency on , the year 1920-1, the 5 per cent, rate which ruled for a 
period in, the, summer “ can, hardly be considered a true index of the sta^e of the 
market,” and the average rate for accommodation in the bazaar, as calculated from 
the shi'offs’' discount rate? for traders’ bills, ranged in the year from H to 11 per cent. 
Moreover, _ the '^nfroller of Currsncy observes that: “The. continued dernaid for 
remittances in the early months of the year, and the large amount of reverse councils 
offered to 'the public, created a fictitious, stringency in the market -which is reflected 
in the bank rates.”^ The average'rate of the Bank of Bengal for the year was about 
^ per cent, higher than the average for the two previous years, while the average 
increase was greater in the case of the Bank of Bombay. 

• , Mr. Penniiig, ihhis note on the sale of reverse councils in 1920, observes- that : 
“-The cjirrency :s^as not contracted to the full extent of the amount realised by the 
sale of - reverse counciiSj as it yraS feared that the money stringency which would have 
resulted might have seriously dislocated business generally.” These remarks must 
of course be applied to the banking position, ^d it, must be accepted that the view of 
the authorities at the time was that the advantages, from the point of view of exchange, 
of creating a greater stringency in the money market, were likely to be more than 
counterbalanced by the anticipated detriment to trade and business. The facts set 
forth above bring those who are faced with the task of devising and working the 
Indian currency system up against a- fundamental difficulty, that is, the inability, in 
the case of Indian conditions, to secure credit contraction on the scale and with the 
promptness that may be required to keep the situation in control. 

Undoubtedly there were factors at work in 19-20 which made it difficult to enforce 
greater contraction of currency and tended to the expansion of bank deposits. It is 
worth noting ' ./i . , . ’ 

! ■ (1) that there -was a heavy revenue deficit .which fbr 1920-1 came out at 

i r ,1 Bs-'SO cfores, .and a large exchange loss outside the revenue .account to be 
financed ; ' 

- ' ' (2) that ■there was a large butstahdin^ amount of Indian Treasury bills with 

the -^ptibMc, the- renewal of which would have 'become mfcreasingly onerous 
! as stringency- iscrease'd ; • • ' , ' 

(3) that the acquisitions of gold 'for to the 'public,' which was credited to 
,, the, paper currency , reserve against the, issue of notes, tended, in the 
'' ' first instance, to maintain the cash balances. of the Presidency. Banks ; 

H 






492 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


( 1 ) that the sale of reverse drafts, in so far as this did not involve corresponding 
^ ^ currency contraction (as explained above), tended in the same direction 

contra (5) that^ Ae ^sales of gold which in the year amounted to £33 millions 
contra w . weight; tended to displace currency m the hands of the puhhc 

and facilitated the contraction of the note issue. 

While some of the above factors no doubt had an inflationary tendency, it is 
difficult to assert with any confidence that the situation would have been susceptible 
S more rigorous control had they been absent, because the limit of deflation was set 
by the anticipated reaction of an increased stringency on business. Ihis factor is 
likdv to be the dominant consideration in the future also, if a severe crisis of a 
similar type arises, and the facts will not be altered by any change in the agency 
charged with the task of applying the screw. Indeed if this duty were entrusted 
to a bank whose main interests are commercial the efPort to hold the fort may he less 
sustained than when undivided responsibility lay with the Grovernment Ihe 
argument points to the desirability of creating, if possible, a genuine Central Bank, 
whose functions are closely circumscribed. 


Certain suggestions emerge from this review of the events of 1920 which may be 
worth recording by reason of their bearing on future policy® 

(1) If at any time Government remittances are suspended on accounf of exchange 

weakness, and cash balances at the bank remain high; tending towards 
expansion, the desirability of drawing on the cash balances for the 
contraction of the note issue should be kept prominently in mmd. 

(2) Reverse drafts should not ordinarily be met from Home Ireasurj^ balances, 

as the volume of currency in India is not thereby reduced. Ihe sale of 
drafts should at once be brought to the debit of the sterling reserves, 
involving corresponding contraction in India. 

(3) The extent of possible contraction at any given period of strain will he 

determined not so much by the strength of the sterling reserves as by the 
capacity of trade and business to endure the stress. 

(4) A central bank in India, if charged with the duty of credit and currency 

control, will be working, owing to the undeveloped conditions of credit, 
under serious disadvantages as compared with central banks in countries 
with a highly developed credit organism. ^ It is desirable to' fortify the 
bank in every possible way and to protect.it, so far as may be, from^the 
risks involved in responsibilities, to the due discharge of which conditions 
in India are at present imperfectly suited. 

(5) It is desirable that central banking in India should advance on cautious 

lines which take account of the special factors prevailing in India, and that 
the close association of Government with the central bank should be 
defihitely recognised as an important element in the maintenance of a 
sound currency and exchange system. 


APPENDIX 75. 

Supplementary Kotes and Statements submitted by Mr. C. H. Kiscb', 
C.B., Financial Secretary, India Office* 

(A) Note on “ Suggested draft of lines on which a Gold Standard may be embodied 

in statutory form for India,” as explained in Mr, Kisch’s evidence. 

(B) Note; on “ l^ggested sales of Silver Bullion from the Currency Reserve,’’’ furnished 

by Hr. • C. H. Kisch in amplification of the tables in Appendix III of his 
Memorandum No. 4 (Appendix 72), 

(0) Statement showing the monthly balances and interest receipts of the Home 
Treasury for the years 1912-S and 1913-4 and 1921-2 onwards. 

(D) Statement showing the estimated and actual- Home charges and the method of 
financing them during- the four years 1921-2 to 1924-6. 

* Tlie actual appUcatiou ot' these suggestions will' Taty accordiug as the responsxbxli'iAes for currency 
control rest witK GbV'emment Or are’tmnsfenred to a central bank,. 
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(A.) 


Kote on Sng^gested draft of lines on whicli a Gold Standard may be embodied in statutory 
form for India,” as explained in Mr. Eiscli’s evidence. 


1. The Bank shall receive from any person making a demand at the head office 
in Calcutta or Bombay, or at any other office of the Bank which may be notified by 
the Bank for the purpose in the Gazette of India, gold bullion or gold coin which is not 
legal tend.er iu India in exchange for Government rupees or bank notes at the rate of 
X grains troy of fine gold for Re. 1, subject to conditions to be notified by the Bank in 
the Gazette of India with the previous approval of the Governor-General in Council. 

2. The Bank shall sell to any person in India who makes a demand in that behalf 
at the head office in Calcutta or Bombay or at any other office of the Bank which may 
be_ notified by the Bank for the purpose in the Gazette of India, and pays the purchase 
price in any legal tender gold at the rate of x grains troy of fine gold for Re. 1, or at 
the option of the Bank an equivalent amount of gold exchange payable in any country 
outside India approved by the Governor-General in Council, and maintaining a free 
gold market, subject to the following conditions, viz. : — 

(а) No single demand for gold or gold exchange shall represent a less value in 

gold than approximately 400 ozs. of gold. 

(б) The “ equivalent amount of gold exchange,” referred to shall be a sum in 

foreign currency calculated by the Bank, subject to the approval of the 
Governor-General in Council, to represent the standard price of x grains 
of fine gold in the country outside India concerned, less a percentage 
representing the normal charges of a remittance of specie from India to the 
country concerned. For this purpose the Bank shall notify in the Gazette 
of India, with the previous approval of the Governor-General in Council, the 
country or countries upon which gold exchange shall be issued and the rates 
of gold exchange per rupee. 


(B.) 

Note on ‘‘Sug^sted Sales of Silver Bullion from the Current Seserve,” furnished by 

Mr. C. H. Eisch iu amplification of the tables in Appendix III of his Memorandum 

No. 4 (Appendix 72). 

Two statements are attached, showing the result of an hypothetic sale of Rs. 1 5 
crores of silver rupees on certain assumptions regarding the repurchase later of the 
coin equivalent of the amotmt sold. 

Both statements contemplate that the metallic proportion of the note reserve 
will be maintained at 40 per cent, and take as their basis a gross circulation of 
Rs. 190 crores — i.e. approximately the issue outstanding at the end of September 1925. 

Each statement assumes that a half-year’s interest is earned on the sale proceeds 
of silver in the year of sale and lost in the year of repurchase. Gold added to the 
reserve to maintain the metallic ratio at 40 per cent, is assumed to be provided .from 
sale of sterling securities and thus involves a loss of interest, a loss of half a year’s 
interest being taken in the year in which the gold accretion takes place. Interest 
is reckoned throughout as 3 per cent, compound. Both statements assume that 
silver is sold at .30d. per oimce standard and repurchased at 34<2, per ounce 
standard. A larger -difference would of course exhibit the project in a more adverse 
light. 

It will bs observed that : — 

(1) Statement A, which assumes the maintenance of the .rupee holding at about 

20 per cent, of the gross circulation, shows a net loss of £200,000 at the end 
of the seventh year. 

(2) Statement B, which assumes the maintenance of the rupee holding at about 

17^ per cent, of theg^oss circulation, shows a net Joss of £313,000 at the end 
of the eighth year. 
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1 . f Pfi prores silver until repurchase of same amorat is iieeessitatedl 

HjpoftetWreBd (B) Ks. 33 (nonai 

metaUic ratio at 40 per cent, in each case.’" 


STATEMENT A. 


Period, 


Stock 
at be- 
jgimimg 
'of year. 


Absorp- 

tion. 


Sales at 30d;. per 
standard ounce. 


Purchases at 34<2. 
per standard 
ounce. 


Amount 


Proceeds. 


Amount 


Cost. . 


Stock 
at end 
iofyearJ 


Amount 
realised 
from sales 

(+),“>■ 
jcostofpur*; 


Half- ‘ 
year’s 
interest 
on ^ame. 


lAnlount of] 
ad’ditional! 
.goldre»- 
qudred tO' 
maintain 
a 40% 
metalKo 
ratio. 


Loss of 
interest 
diuring the’ 
year on 


' Interest 
on.net 
gain or 
ilbsia^at end! 
securities !ef previous 
eTcchangedij Byear. 
for gold. I 


Pto- 


gam.(+)) 
or loss 
■ (->. 


1st year 
2ndyear 
3rd year 
4tli year 
•5tli year 
.6tli year 
Jthyear 


1. Bs., 
crores. 
90' 

78 . 

66 

54" 

47. 

40 

40, 


lat year 
2iid year 
3rd year 
4th year 
6th year 


ororee. 

7' 

7 

7 

',7 ' 

. 7. 

■ 7 

8 


croresJ 

5 

5 

5 


7th year 
8th year 


90 

78 

66 

54' 

47 

40 

33 


7 

7 

7 

7 

7 

7 

7 

8 


5 

5 

6 


£ 

Bs. 

« £ 

Rs 

£ 

£ 

Rs. 

millions < 

ordres. r 

laillipn^ < 

crores. 

millions. : 

tjalllions. 

crores. 

2-323 

— • 

— 

■78 '■ 

4-2-328 

+ •035 

1 


2-323 

— 

•— 

66 ■ 

+2-323 

+ •035 

i "" , 

2-323 

— 


.‘hi ■ 

+2-323 

+ •035 


— 

— 


’47. 

— 

i . 

! 

' . 

t — 

— 

■ 40 



! <5 

. 

7 

3-685 

40 

-3-685, 

-•055 

1 ’ 

- — 

'8 

4-211 

40 

-4-211 ' 

-•063 

i 

j 



STA 

TEME 

NT B. 


1 • 

1 

1 

2*323 

“1 

— 

78 

+2-323 

+ •035 1 

1 

— 

2*323 


— 

66 

+2-328 

+ •035 

1 

! 

2’ 323 

— 

— 

54. 

+2-323 

+ •035 

— 

— 

— 

— 

47 

— 

— 

— 

— 

— 

— 

40 

— 

— 

6 

— 

— 

, — 

,33 

■ — 

— 

7 

— 

7 

3*685 

33 

-3-685 

-•055 

— 


8 

4*211 

33 

-4-211 

-•063 

' 


£ 


—•067 

-•135 

-•135 


£ 

hnlliousil 


+ •071 
+ •144 
+ •219. 
+ •225. 
+ •230. 


_& 
miUians, 

+2^35& 
+4 •787 
+ 7^289 
+ 7 - 508 . 
+7 •666 
+ 4'021 


+ •121 1 -©•26T 
Deduct 0-067 
(see footnote f) 
Neilm -'M 


-•067 

-•214 

-•293 

-•293 


+ •071 
+ •144 
+ •219 
+ •225 
+ •280 
+ •230 

+ -li6 


+2-858 

+4-787 

+7-289 

+7-508 

+7-666 

+7-682 

+3-879 

-0-572 


Deduct' 0-2 
ee 'footnote t 
Net lots 


55 i! *1 

♦ One mpee contains staudaird ounces of silver : ' 

(i) Value at SOd. per standard ounce = £0-04645 ; (ii) Value at 34d. per standard ounce = £0-05264. 
t If tliere ■were no sales or purchases of silver and ahsorplion proceeded at the same rate as is shown m tto 
statements above, the erohange of sterling securilaes for gold in order to maintain a, 40 per ^t. mei^o 
have taken place in Statemenii A in the 7th year to the extent ot Sa. 6 crores of gold, and m Statement Dm 
7th and m years, when Bfi. 5ororeB and Ba.8 crores, Kspectively, of gold would he required: ■ The 1°®®“ , 

which this would invdve, calculated as in the table above, amounts to £67,000 in the 7th year in Statement^a, 
£56 000 in the 7th year and £203,000 in the 8th‘ year in Statement B. The sum of £67,000 should, therefore, 
ded^d .from the loss in Statement A, leaving a net loss of £200,000, and the ton of £269,000 from the loss m 
Statement B, leaving a net loss of £313,.Q00. 
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(C.) 


Statement showing the Honthly Balances -and Interest Receipts for the Home 
Treasury for the years 1912-3 and 1913-4 and 1921-2 onwards. 


Date. 

1912. 
30th Apiil 
Slst May 
30th June 
81st' July 
31st Aug. 
30th Sept. 
Slst Got. 
30th Nov. 
81st Dec. 

1913. 
31st Jf^iii. 
28th Eeb. 
31st Mar. 


30th April 
Slst May 
30th June 
31st July 
Slst Aug. 
30th Sfept. 
Slst Oct. 
80th Nov. 
31st' Dec. 

1914. 
Slst Jan. 
28th Keh. 
Slst Mar. 


1921. 
30th April 
31st May 
SOth .Tune 
Slst July 
Slst Aug. 
SOth Sept. 
Slst Oct. 
SOth Nov. 
.81st Deo. - 

1922. 
Slst Jau. 
28th Feb. 
Slst Mar. 


SOth April 
Slst May 
SOth June 
31st July 
-Slst Aug. 

. SOth Sept. 
,31st Get. 
SOth Nov. 
.31st Dec. 

1923. 
; Slst Jan. 

• 28th Feb. 
:3lst Mar. 


Total 

balance. 


£ 

. 16.351,547 

- 18,962,965 

- 16,199,961 

- 13,146,764 

- 13,373,198 

- 13,699,222 

9,117,207 

7,574,043 

9,698,384 

7.993,402 

9,173,348 

8,783,970 


- 8,665,454 

- 10,145,978 

- 10,529,034 

7,520,316 

7,131,708 

6,480,196 

3,998,521 

4,493,475 

4,880,120 

4,833,388 

7,123,843 

8,132,770 


6,582,207 
9,524,452 
. ■ 10,046,163 
7,872,344 
6,170,590 
5,285,756 
2,012,933 
3,600,978 
3,748,976 

2,406,841, 

2,600,141 

9,052,175 


7,533,757 
6,247,463 
5,844,030 
9,473,984 
10,.3O6,8O7 
. 10,771,142 

- .7,693,386 

. 11,061,648 

- 12,904,644 

- 13,445,508 

- -13,593,487 

9,895,338 


Interest during 
the year. 


1912-3 £372,171 



Total 

'Date. 

balance. 

. 1923. 

£ 

30tli April f - 

7,110,908 

Slst May 

7,036,570 

30th June 

11,904,792 

Slst July • - 

14,358,835 

31st Aug. 

'20.827,118 

30tli Sept. 

22,897,145 

31st Oct. 

26,449,421 

30th Nov. 

26,061,603 

31st Dec. 

20,628,856 

1924. 

• 

Slst Jan. 

12,052.585 

29th Feb. 

11,366,646 

Slst jVlar. 

10,671,310 


1913-4 £205,690 


1921-2 £228,341 


30th April 


12,507,225 

.Slst May 


10,901,228 

30th June 


11,420,770 

Slst July 


11,079,952 

Slst Aug. 


10,372,111 

SOth Sept. 


15,890,009 

Slsfe Oct. 


21,838,130 

SOth Nov. 


19,415,101 

Slst Dec. 
1925. 


22.425,456 

31st Jan. 


16,646,969 

14,834,163 

28th Feb, 


Slst Mar. 


13,315,399 

SOth April 


10,352,081 

Slst May 


8,795,957 

SOth June 


12,081,240 

Slst July 


9,026,603 

31st Aug. 


10,867,404 

30th Sept. 


17,911,954 

31st Oct. 


16,089,631 

SOth Nov. 


15,663,787 

Slst Dec, 


15,754,488 

1926. 



Slst Jan. 


' 16,230,001 

28th Feb. 


17,281,489 

31st Mar. 


16,i95,8l3 


1922-3 £153,152 


Interest daring 
the year. 


1923-4 £387,385 


1924-6 £461,136 


to 28.2.26 £410,453 
1925-6 (forecast) 
£461,962 
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(D.) 


Qffttikment ^owiiie file Estimated and Actual Home Charges and the method of financing 
tiiftm during the four years 1921-22 to 1924-25. 


1921 - 22 . 


Home Charges. 

^ 

Budget. Actuals. 


Net expenditure • 

Capital expenditure not charged 
to Revenue : 

Railways 

Irrigation, &c., Works 
New Capital at Delhi 
Bombay Development Scheme 
Indian Posts and Telegraphs 
Department 

Public Works Department - 


Net expenditure • - 

Capital expenditure not charged 
to Revenue : 

Railways 

Irrigation, &o.. Works 
New Capital at Delhi 
Bombay Development Scheme 


Net expenditure « •• 

Capital expenditure not charged 
to Revenue : 

Forest - - ^ - 

Stationery and Printing 
Improvement of Public Health 
Railways 

Irrigation, &o.. Works 
New Capital at Delhi - 
Bombay Development Scheme 
Hydro-Electric Schemes 
Industrial ‘(ie^lbpment 


£ 

27,561,;100 


14,336,800 

35,400 

286,700 

945.000 

1,000,000 

110.000 


£ 

27,748,980 


13,564,664 

490,939 

169,778 

746,410 


Debt (including debt of Railway 
Cos.l — Net r-eceipts 
Transfers through Paper Currency 
Reserve - 
Transfers through G-old Standard 
Reserve - - - 

Net recoveries from Imperial 
Government 
Miscellaneous : Remittance and 
Deposit items — Net receipt 
Decrease of balance 
Leas — 

Purchase of gold - 
, silver - 
Miscellaneous : Remittance and 
Deposit items — Net payments 
Increase of balance 


44.275.200 

32.182.200 


18,466,000 

324,900 

181,000 

221,100 


42,710,771 


1922 - 23 . 

30,288,071 Debt (including debt of Railway 
Cos.) —Net receipt 
Transfers through Paper Currency 
9,868,149 Reserve - - - - 

407,659 Transfers through Gold Standard 
179,037 Reserve . - . - 

259,088 Net recoveries from Imperial 
Government 

Council Bills ... 
Sterling purchased in India 
„ obtained in England 
Miscellaneous Remittance and 
Deposit items — Net receipt 
Decrease of balance 
Less — 

Transfers through Paper Currency 
Reseiwe - - - . 

Increase of balance 


51,374,200 40,952,004 


80,354;074 


2,200 


19,000;000 
565,276 
85,800 
. 117,900 

l;450 


1 ^ 23 - 24 . 

'29,553,769 Debt (including debt of Railw'ay 
Cos.) — Net receipt 
Net recoveries from Imperial 
636 Government - - - 

8,500 Transfers through Paper Currency 
1.918 Reserve - - - . 

9,897,765 Council Bills . - O 

242,529 Sterling purchased in India * ! 

60,660 „ obtained in England - J 

142,922 Sale of gold in India 

228 Miscellaneous Remittance and 

— Deposit items— Net receipts 

Decrease of balance 
Less - — 

Transfers through Paper Currency 
Reserve - , - . 

Increase of balance 
Miscellaneous Remittance and 
Deposit items - - - 

Net payment - . , 


50,116,700 39,908,922 


Net eizpenditure - - - 

Capital e3q)enditure not charged 
to Revenue : 

30,110,690 

26,897,670 

Railways ... 

11,568,400 

6,324,235 

Irrigation Works 

1,124,668 

498,237 

New Capital at Delhi ^ 

53,800 

62,946 

Bombay Development Scheme 

76,112 

12,688 

Miscellaneous ... 

420 

5,627 


1924 - 25 . 

Transfer through Paper Currency 
Reserve - - - . 

Council Bills ... 

Sterling from India 

„ „ England - 

Net recoveries from Imperial 
Govemicnent . - - 

Misoellaneous l^emittanoe and 
Deposit Items— N et' receipt 
Decrease of balance 
Less — 

Debt (including debt of Railway 
Cos.) ^Net discharge - 
Enemy_S;^s_i. Revenue Transfer - 
Tracer through Paper Currency 
Reserve - . . . 

Miscellaneons ... 

Remittance and Deposit items (net 
payment) . . . 

Increase of balance * , 


42,934,090 33,786,303 


Financed as 

FOLLOWS. 

Budget. 

Actuals. 

£ 


5,000,000 

14,805,114 

8,350,000 

2,501.159 

2,500,000 

— 

29,073,300 

27,144,167 

1,365,100 

160,286 

46,278,400 

300,000 

44,610,726 

109,913 

1,384 

1,903,200 

1,788,659 

44,275,200 

42,710,771 

18,503,200 

31,329,605. 

5,846,800 

— 

10,500,000 

-- 

12,153,400 

3,366,481 

2,570,026 

70,000 

2,126,211 

1,612,300 

2,768,600 

2,315,931 

51,374,200 

41,777,254 

— 

546 

824,704 

51, <74,200 

40,952,004 

15,119,800 

17,637,545. 

4,787,400 

6,646,713 

5,845,000 

1 22,166,000 j 

8,788,705- 

18,100,000. 

1,802,959 

2,000,000. 

2,915,100 

300,703 

50,822,300 

48,625,626' 

, — 

8,161,70r 

564,996- 

705,600 

— 

50,116,700 

39,908,922 

10,000,000 

26,000,000 

7,6^162* 
33,191 ,000* 
700,000- 

6,107,000 

8,060,825* 

2,824,490 

17,506* 

43,981,490 

44,548,493'- 

244,300 

235,221 

1,400,000* 

— 

6,996,686* 

753,100 

3,130,333 

42,984,090 

88,786, 808S 
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Statement^ of evidence submitted by Sir James Brunyate, 

K.G.S.I., C.I.E. 

L — Frelimiiiaiy. 

I have had the advantage of seeing the memoranda which have been prepared in 
the Finance Departments of the Government of India and the India Office and 
communicated, as I understand, to the Royal Commission. 

2. ^ the present re-examination of the Indian Currency problem the Royal 
Commission are confronted with a number of new conditions ; the rehabilitation of 
sterling ; the de facto stabilisation of the rupee at Is. Qd. ; the balancing of the 
Indian Budget ; the reattainment of normality in silver prices ; and so forth. 
Without attempting to distinguish between the relative importance of all the new, or 
now specially significant factors, I may refer to the following as having doubtless 
specially influenced the personal opinions expressed below : — 

(i) The change of attitude among monetary authorities in regard to the 
self-sufficingness of a gold standard and to the methods of operating it. 

(ii) The remarkable extent to which the note-using habit has developed in India 
in recent years. 

(iii) The experience gained of • a unified Imperial Bank for India and the 
resulting extension of branch business. 

3. The proposals of the Indian Finance Department embj*ace two main projects : 
(1) the establi^ment of a gold currency, and (2) the investment of the Imperial Bank 
with certain important functions of a Central Bank. Speaking generally, I think the 
first proposal open to decisive objection. I see advantages in the second, and not 
least the fact that it tends to withdraw monetary problems from the political arena. 
But it is a serious drawback that the only institution available for the r6le of Central 
Bank should be a Bank so definitely commercial in character. 

n. — Choice of Standard. 

4. In the last few years India has had an interesting and not unsuccessful 
-experience of a “ free currency.” There is no doubt, however, that she should settle 
■ down again upon a gold basis. But she should realise what a gold standard now 
means : a managed currency with the management centred in New York, or at the 
best, concerted between the Federal Reserve Board there and the Bank of England in 
London, each acting, 1 assume, in close touch with its respective Government. India 
•cannot expect an equal voice in this determination of common policy, but she should 
.get what hearing she can, I think it important, therefore, (1) that machinery should 
be established in London for regular joint consultation between the Governor of the 
Bank of England, the London representative of the Imperial Bank of India and a 
representative or representatives of the Secretary of State in Council ; and (2) that 
India should hold a considerable stock of gold. I incline towards holding that gold 
in India as the best means in actual practice of securing independence in the use of 
it. But if that is to be the case the exchange arrangements should be such that it 
may be freely used. [See para. 21 [0) below.] 

5. I wrote above of a “gold basis,” postponing for the moment the question of 

• choice as between (a) a “ gold standard ” (&) a “gold exchange standard ” and (c) a 
“sterling exchange standard.” I hope I may be excused for dwelling on this 

• question. 

6. In the Government of India memoranda the possession of a gold currency is 

• taken as the distinguishing feature of a gold standard. A standard based on gold 
but not accompanied by effective arrangements for the circulation of gold is treated 

. as an “exchange standard.” The idea that a gold system is not complete unless 
gold is the principal circulatittg currency is now, I think, rather old fashioned. 
As regards India in particular, we all held that view some 25 years ago, and 
- apparently a considerable body of Indian opinion holds it now. The hopet then, I 

* Tliis statement was prepared prior to tlie receipt of tlie Royal Commission's questionnaire. 

t Of. “ India and the Gold Standard,” by Sir Heary-Hovrard, K.G.I.E., C.S.I., page 4S, para. % (1) j 
. also page 19 vbiA, 
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think, was that the gold would return from circulation in times of depressed trade 
and so become a source on which to rely for the provision of sterling remittance. 
This expectation was fi*om the first, I suspect, vain, and looking to the scheme 
actually before me I dO not see any real probability that with 200 crores of notes and 
150 crores of rupees in circulation, and perhaps 150 to 200 crores of bank deposits 
a redundancy of purchasing power will express itself, to any helpful extent, in the 
return of the relatively marginal supply of circulating gold. 

The pre-war policy, which passed, I believe, about 100 crores worth of sovereigns 
into circulation prior to the outbreak of war, was not it is true assisted by the 
creation of an artificial vacuum through the forced withdrawal of rupees. But it 
synchronised with a constantly increasing demand for currency. It did have the 
effect of creating a limited circulation of gold, but there was never, I think, any 
indication of a helpful reflux of gold. • 

I would submit that a gold currency, though it may reasonably be considered on 
its own merits (see Section III below) should not be looked on as an integral feature 
of a gold standard. 

7. Indeed with the use of gold coin abandoned in the United Kingdom and 
insignificant, I believe, in the United States, it is rather a question whether there still 
remains any essential. distinction between a “ gold standard ” and a “gold exchan o^e 
standard.” I suppose it lies in the use of gold as the ultimate medium of international 
adjustments as distinguished from a mere undertaking to provide unlimited external 
Credits, a procedure which suggests, and may, I think, come in some measure to 
entail, a relationship of monetary subordination to the centre ou which the, foreign 
credits are given. It is noteworthy, however, that tlie arrangements made by His 
Majesty’s Government and the Bank of England for supporting the sterling exchange 
include the provision of credits in New York, and, generally, the policy of maintaining 
exchange by external credits is now, I should say, a fully accepted feature of post-war 
practice. 


■ 8. As regards this point, which is .discussed in para. 21 (C) below, my 
conclusion as regards reverse remittance is in favour of reliance primarily ’upon 
issues of gold at par. As regards inward remittance, an immense part must, in 
Hdia s special circumstances, be effected by the sale of rupee credits, but gold when 
ipiported and tendered to Government should be freely accepted at par. On this 
basis India would, I think, have a ** gold standard ’’ as distinguished from a 
‘‘gold , . ■ , n 

“ atft rli’Tig exchange standard ” in the fullest and most practical sense of that term 
?is now understood. ' 

. 9. The question will still arise,' however, for certain purposes, of “gold” versus 

. sterling. I feel no ; doubt that the stabilised rupee of the immediate future 
should be a rupee expressed in sterling. It would be idle too to assume that a mere 
prescription that demands for outward remittance should be granted in alternative 
forms of gold, .currency (dollars or sterling) at the option of the applicant would 
in itself effect anything. But there is, 1 think, a point of substance involvedr 
.namely, the questioh whether the Reserves should be specially constituted with a 
view to fanihtating a turnover from a sterling to a dollar basis in the event of the 
status of sterlmg becotomg at any time insecure: For example : (a)' should a larger 
proportion of gold be held in the Reserves than would be necessary if the status of 
sterhng were fulty assured ? (6) Should a proportion of the securities held be dollar 
, -securities ? (o), Should .the sterlmg securities held .be exclusively British Treasury 
;Bills .as long as these continue to be ayailable ? 

10. I wiU^deal briefly with these points. I am a little inclined to think it an 

stofW.,- But on goneml 



^ I. • 4.v/n|XL., 4.1, c ui noifiing aouat securitios as 

,well;,is at firat sight rather fantastic, but India is likely to be^a large and uneasY 

iSrX hf advmtage to London to spread a po&ible 

Sere^ hVp in Indi^ synchronising^ with exchange 

d£ Np™ ^onld mean in effect "that* India would' have 

nouar oreoite in .New Yprk instead of relying on London to nrovide thpm fnr bpr 
of the-ooeasion fqr ^eking them , should .ever aHse! • ^ ' 
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m. — Question o£ a Gk>ld Cairenoy. 

11. A gold currency can only maintain itself in India if the persistent demand for 
gold as a commodity or as a store of value is kept constantly satiated. The 
dimensions of that demand are very large and very fluctuating. I cannot help 
thinking that this fact alone introduces an element of unevenness and precariousness 
suflieiently serious to make gold a rather unsatisfactory currency medium. But 
however that may be, I think the great advance which India has recently made in 
the use of notes should preclude the idea of so retrograde a step as the forcible 
introduction of gold. The point is fully brought out in the India Office memoranda. 

12. I subscribe to the view that India should not be hampered in obtaining the 
gold she requires. She already does this in ample measure through trade channels,, 
and should continue to do so. I would also, as the India Office memoranda suggest, 
accept gold freely when imported ; allow tenderers the facility of getting gold 
converted into sovereigns ; and recognise the sovereign as legal tender : so that 
holders of gold could hold it to the maximum advantage. But I would cease to issue 
it except for export. This would represent a sharp departure from past practice, 
but it would be facilitated by the long disappearance of gold from actual circulation 
in India. I think that the Government of India memoranda are right in seeking for 
some clear decision as to the future place of gold in the Indian monetary system.; 
We should work definitely towards a gold currency, or definitely adopt as normal 
practice the use of gold exclusively for supporting exchange. 

13. The practical objections to the Indian Finance Department’s scheme for 
introducing a gold currency are fully brought out in the India Office memoranda : 
the unreality of the project, which will In effect instal a double currency system 
with the inconvenience incidental thereto ; its cost, namely, a capital outlay sufficient 
to build New Delhi several times over, and an even more than proportionate revenue 
loss ; its ;exceedingly drastic character, for the policy which informs it is surely that of' 
*,* hacking oneis way through ” rather than of the tentative* statesmanship essential to ; 
such an enterprise ; and its completely speculative character, in so far as it ignores, 
the really grave risk of destroying the note-using habit. It is, perhaps, worth noting > 
with reference to such criticisms as the last, that it is not necessary to the validity of' 
an objection that the risk which it apprehends should be a demonstrable probability. 
A mere chance — if substantial— that the new policy will lead to the replacement of 
the smaller notes by gold would make the whole scheme a gamble. 

IV. — Choice of Rate. 

' 14. I think the rupee should be stabilised at Is. 6d., the rate already established- ■ 
It has been proved by experience to be consistent in good years with the retention of 
a very large balance of trade in India’s favour, [It may be noted here that a helpful ' 
feature in India’s case is the size and elasticity of her demand for the precious metals, 
which give her an unusual power of accommodation to all ordinary variations in the 
trade balance, as reckoned on private merchandise, without seeking the aid of the 
special exchange machinery.] The price data in the two sets of official memoranda' 
do not appear to contra-indicate the rate suggested. I speak guardedly on this 
point, however, because I am not very confident of the value or complete relevance 
of the data themselves. Nor again does there seem to have been such a degree of 
inflatioEL, measured in terms of circulating currency and bank deposits as should 
make the present rate unsuitable. The available material on this point will perhaps 
be of interest, though precarious as regards the calculation of the rupee circulation 
and incomplete in taking the Imperial Bank, the Exchange Banks, and the Joint' 
Stock Banks as the sole representatives of the country’s credit machinery. 

15. Between 1914 and 1925 the circulation of rupees and notes has increased from 
roundly 240 to 400 crores. The deposits! of the "banks above-mentioned rose from 

* * If a gbld currenoy had to be introduced it is a question ^whether this could not be done with less- 
risk and upheaval, and also less cost, by discontinuing rupee coinage and issuing notes and gold until . 
normal wastage and the growing aggregate demand for currency had reduced the extant rupees to a 
quantity only sufficing for everyday retail requirements. Such a method would admit of the steps taken 
being retraced if the experiment broke down. 

I ’ t But with a deduction of one-third from the private deposits of the Presidency Banks (now Imperial 
Bank) to allow, as well as ,may he, for the .fact that they hold part of the balances of other banks. Tha* 
Government deposits are of course not taken. 

I 
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atout 80 crores at the end of 1913 to just over 160 crores at the end of 1923, the 
latest year for which I have particulars. The slender gold currency of the pre-war 
period has disappeared from circulation. These figures run fairly parallel to those 
of the United Kingdom, where £9 of notes pfer head are now said to be in use as- 
compared with £4 of notes and gold per head before the. war, and the deposits of the 
English Joint Stock Banks have risen from just over £800 millions to about £1,800 
millions. Such statistics, of course, will never settle whether exchange should be 
fixed at this precise figure or that. But they may fairly be taken as suggesting that 
the present position is probably not fundamentally unsound. They help to transfer 
the burden of proof. 

16. I have seen it objected that a Is. 6d. rate has not yet been tested by an 
unfavourable monsoon. This difficulty would have been ho less whatever de facto 
established rate had emerged from the currency convidsions of _ the post-war period. 
In this respect the responsibility lying upon the lic\yal Commission in recommending 
any named rate is far less onerous than that which the Fowler Committee faced in 
1899. If the objection really means that after experience of a series of busy trade 
years followed by a deficient monsoon and slack trade a compromise^ rate, as it were, 
could be selected as fairly well adapted to good and had years alike, it is, I think, 
wrongly conceived. Any rate established over a period of normal years must tend to 
break down in bad years unless sustained by the exchange machineiy. 


V.-— Reverse Remittance and tiie support of Exchange. 

(a) Qaheral Considerations. 

17'. The India Office memoranda bring out the fact that the accepted pre-war 
policy of supporting exchange “with all available resources” was fundamentally 
qualified. The steriing offered was not freely issued : it was doled out in “ stated 
amounts weekly.” Thus in 1920 a disparity was set up between the rate for reverses 
and the effective market rate of exchange. This limitation of offers of sterling was 
quite deliberate, and s,uch a disparity might well arise even in a less abnormal 
crisis. 

18. Under a fully operative gold standard no such limitation is recognised. In 
principle gold is freely issued ^oi-, export. But (1) the issuing coxmtry relies on the 
discount rate to correct an excessive outflow. (2) It is also the tendency of modern 
practice to employ the discount policy to regulate credit and prices antecedently and 
thus limit the function of gold to marginal purposes. (3) The financial public 
accepts the necessary deflation. (4) They understand, too, that the maintenance of 
exchmge is not an absolute obligation ; or better perhaps, that, in the stiU unsettled 
conditions, temporary departures from the strict doctrine of a gold standard may 
from time to time be found necessary (cf. the “ embargo ” on foreign loans). 

19. Speaking broadly, the first safeguard has as yet but limited scope for 
application in India in a period of exchange weakness. The policy of (2) is not, I 
suppose, applicable at all, though one may refer, perhaps, in this connection to the 
valuable practice now introduced of issuing “ seasonal currency ” on the security of 
trade bills. As reg^ds (3) the Indian money markets are, I think, disposed to be 
somewhat specially intolerant of deflation, and it is this intolerance, I think, rather 
than any shortage of gold and sterling reserves, which may set a limit to the possibility 
of supporting exchange through a crisis of special severity. As regards (4), again, I 
think there is a disposition to expect more from the Government in India than the 
controlling authority can, as yet, wisely undertake as an absolute obligation, on the 
same plane, let us say, as a Government’s obligations to its debt-holders. This 
consideration by it^lf, I think, suggests a strong objection to the retention by 
Government of undivided responsibility for exchange. 

, 20'. I deduce that Indian conditions are somewhat specially adverse to the efficiency 
and smooth working of a gold standard system, and that the great desideratum is to 

f et on to lines of development which will eventually better those conditions. 

leanwhde, failmg more dehcate methods of internal adjustment, though exchange.' 
may perhaps be sustained by sheer weight of reserves, the machine ■will be apt -to 
work roughly and to cause the maximum of external disturbance. " 
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21 . I 


(h) Suggestions. 

pass on to the particular suggestions which 


submit for the 


consideration of the Royal Commission ; — 

(A) Any gold or gold exchange, system must be based on the two • 

(a) unlimited acceptance of imported gold at par (or 

n.TAflifa of n-nTtAT T^n^Tlt^ . niiea issues of rupee 


credits at upper gold point) ; 

( 6 ) unlimited issues of gold for export at par (or unlimited 
credits at lower gold point). ^ 


issues 


of sterling^ 


system 


I would adopt these principles in the Indian system, disca 
Q hitherto in vogue for reverse remittance. ®rding the 


dole 


By “ unlimited issues of gold I mean unlimited in princit)] 
from such restraint as a Central Bank with high prestige may in/’ exempt 

the general interest. I would also reco^ise the “ ear-marking 
London when it is thought desirable and is found possible to arran 

(B) 1 would hand over the note issue and exchange machinerv • I*” 

to the Imperial Bank for administration, subject to suitable their reserves, 

association with the Imperial Bank in that duty of ( 1 ) the Gove the 

India, and ( 2 ) the Secretary of State in Council in London India in 

below). , ^ ®’ however, para. 24 

(C) I would rely for the support of exchange on gold issues for* 

on the grant of sterling credits. export rather than 

This, I presume, must be intended ultimately under Sir B. BIq , 
though I cannot tliink the change will be very welcome to ® scheme, and 


think, much to be said for it. 


It is the actual practice under other gold systems which T r?- 


ian trade there is, I 


and 


18 anxious to- 
exploitation of 



emulate. It offers some impediment, I take it, to the abuse 
remittance facilities, and it supplies a real function for gold held in t /i- ^ 

The privilege of unlimited credits in external money centres ‘ 
facility, and I am not sure that it has been both conceded in theor^ ^ very generous 
applied and tried out in practice elsewhere. I have suggested alre^^^^ r unreservedly 
that it may give rise to a relationship akin to subordination to tlf 7 above)' 

which the credits are given. I suggest, too, for consideration centre on 

Government and rionffcii "RonV nn/ioTf.Qiro +110 om-.r.i-..- -i* ? luat in so fa?* as. 

tend to hinder 
central reserves 
circulation. 

It would seem also that a correctly operating system for * 

weakness should not only be deflationary in its local effect, but ’ fl exchan^ 
external effect. This requirement is not met by' the issue of cred> 
met by the export of gold except in so far as it may be the pohc^^ ^ i * "w^ould b© 
countries to regulate the expansion of credit independently of ^ ™® receiving’ 

holdings. F ^ I tbe state of their gold 

(D) A policy of free issue of gold for export, or of unlimited <• v 
demands considerable strength in gold and the highest degree of v® 

reserves (see paras. ■ 9 and 10 above), and the ■ reserves should other 

accordingly, ouch a policy is not, I think, consistent with a si*^ 1 

implying great dissipation of resources, to establish a gold currency^'^*^^^^^® effort,, 

(E) In some way — and I can see no better way than a pronn 

Commission, for the matter cannot be codified — ^the need during of this 

crisis for a considered policy of deflation requires to be emphaa;^^^ ® m, ®^®l'®^ge- 
■ A-\ A^®®i8ed. The normal 


conventions on the subject should be, as it seems to me, (i) that aU " u 
special sterling credit) transactions should be passed through the export (or 
Reserve ; (ii) that accretions to the Imperial Bank’s balances (via “ ■‘■^per Currency 
through the discontinuance of the Secretary of State’s drawings j ° “®P®sh8 ”) 
the basis of an enlargement of credit ; (iii) that credit generally ^ohld pads 

and the Bank rate employed for this purpose as far as may Tb©. • <« p y ,, ^®®tricted,, 
in determining whether and how far these conventions should be J^'ould li© 

reference to the circumstances of a particular occasion. This, it mav h 
the Bank would'do anyhow. But the matter is of great moment Zj 
formality. ®®na© 
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(F) Such a deflationary policy might well be fortified, at any rate in a very 
nrolonged period of depression, by the sale in India as bullion of the rediindant 
rupees which return in periods of slack trade. This would tend to curtail purchasmg 
power in strata not readily reached by banking influences. 


VI. — Inward Remittance and the Secretary of State’s Drawings. 

22. As I do not advocate the transfer of silver purchases for rnpee coinage to 
India and the Secretary of State’s ordinary drawings can obviously be most 
conveniently met by bills of some kind, I contemplate that inward remittance would not 
be effected by gold movements, except so far as might be necessary from time to time 
to bring the Indian gold holding up to the accepted standard strength. As regards 
the bulk of inward remittance, therefore, the choice of method wiU, under my proposals, 
lie between (a) sale of bills by open tender in London, (6) purchase of sterling by 
open tender in India, or (c) purchase of sterling in India by the Imperial Bank on the 
lines recently followed. 

Whatever method is adopted there would naturally be, under a correctly operating 
system, (a) a standing and unlimited undertaking to accept gold in India at par, and 
(h) at times when it was desired that gold should not be imported and tendered to 
Government, an unlimited undertaking to give Indian currency at upper gold point 
in exchange for sterling in London. 

23. The present method of remitting [(e) above] has worked well in the special 
circumstances in which it was introduced, and in the circumstances, also abnormal, 
of the present time, and has, I think, proved itself a valuable innovation. I see 
notliing unmistakeably wrong in principle, though something to question in practice, 
in the view that the Secretary of State as a remitter on his own account should be 
free to operate on. either side and as and when he judges best. No one in England, 
for example, expects the Bank of England to inform the world from day to day as to the 
progress it is Tnakiug with preparations for remitting American debt. But it would 
be wrong and inappropriate to employ the secret method of purchasmg sterling as the 
procedure by which to implement a general undertaking to supply unlimited rupee 
currency at upper gold point. The parallel to that would be the concealment of the 
inward movements of gold in this country. These two objectives of remittance, 
i.e. (i) the provision of the Secretary of State’s requirements, and (ii) the maintenance 
of exchange at or within upper gold point, so largely overlap that there will be very 
little real scope, I think, for the employment of present methods, when more normal 
currency conditions have been re-established as the outcome of the Koyal Commission’s 
present labours. Finally, there is great practical force in the view that the Secretary 
of^State is too dominating a factor in the restricted monetary world of India to claim 
the full liberties and privacy of a private remitter. I would not completely disallow 
the present system, but I think its chief usefulness will be at times when a period of 
exchange weakness is giving place to one of returning, strength. At such transitional 
points it offers, I think, the best and a quite legitimate means of feeling the pulse of 
the market. When so used I think it should be accompanied by, say, the weekly 
disclosure of the amounts and rates negotiated. 


vn. — ^Transfer of Centcal Banking Functions to the Itnpexial Bank 

24. The expression of my views in para. 21(B) is subject to proper consideration of 
the objection that the Imperial Bank is disqualified from exercising the functions of 
a Central Bank by its commercial character. 

This objection (1) may be final and decisive ; or (2) it can possibly be met by 
appropriate safeguards or restrictions. 

As to (1), I have not the expert knowledge to estimate the weight to be attached 
to this objection. Similarly, as regards (2), I cannot, in any tec^cal way, suggest 
safeguards. But I think that on this and other grounds there are, as I have already 
suggested, good reasons for associating the Governmental authorities both here and in 
India, with the Bank in the determination of high monetary policy. The Government 
cannot divest themselves of ultimate responsibility for India’s monetary well-being or, 
specifically, for great sums of public money made over to the control of a commercial 
institution. The choice lies, I think, between the creation of a Central Bank ad koe^ 
which might be premature now ^ough probably, an ultimate development, . and a 
close association between Government and the only available alternative— ^the only 
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Institution, too, wliich can systematically address itself to the extension of sound, 
hanking throughout India. 

• My inclination is to postpone the true Central Bank for the present and try, with. 
any safeguards ■which expert advice may suggest, what is possible on the lines of the 
Indian proposals. 


Vm.— Ccucliision. 

25. In these observations which I respectfully submit for the Royal Commission’s 
consideration, I have felt and still feel perplexity on certain points (the gold export 
question and the banking question). But I think there can be little doubt as tp the 
main aims to be associated with the immediate task of putting India’s currency 
system on a gold basis. The latter object can be efficiently achieved by a “gold 
standard ” (with or without a gold currency) or, as Sir Basil Blackett has shown in 
his Minute, with a “gold exchange standard.” But (1) a sound standard to-day 
postulates banking control and a widely extended and closely inter-related banking 
system, and we have to try to foster that; and (2) there is, as it seems to me, a 
tendency for the monetary world to group itself, with the United States of America 
and the United Kingdom acting in concert as the dominant group, while latei 
convalescents from exchange troubles fall into a status of something approaching 
monetary tutelage. It is perhaps some instinctive perception of this which lies 
behind the demand for a gold currency. I think that any new currency scheme 
for India should consciously aim at securing to her the maximum degree of monetary 
independence. 


APPENDIX 77. 

Supplementary Note by Sir James Brunyate, in reply to questions of 
Sir Purshotamdas Thakurdas on the subject of Government 
Remittances. 

I. — Questions bt Sir Purshotamdas Thakurdas. 

1. A witness before the Royal Commission has said : “ There are strong objections 
to attempting to tie up the Secretary of State by an advance monthly programme or 
anything of the kind.” Do you agree with this ? 

2. It has also been said that “ the action to be taken in regard to remittance of 
Government balances from India to England cannot be forecast with any accuracy 
for any length of time ahead.” Does your experience at the India Office warrant 
your agreement with this ? 

3. What inconvenience, if any, would be caused to the Secretary of State if his 
requirements for sterling in London were supplied in accordance ■with his obligations, 
thus obviating the necessity for keeping such large balances in England as are 
referred to in the Report of the Controller of the Currency for the year 1924-5, viz. : 
minimum balance £10,403,565 ; maximum £22,718,629 ; average £15,120,145 ; the 
annual requirements of the Secretary of State being in the neighbourhood of 
£30,000,000? 


n. — ^N ote by Sir Jambs Brunyate. 

1. The Chairman asked me to submit a note on these questions and remarked (I 
write from memory) that they opened up far-reaching issues. That is indeed the 
case, though I have endeavoured to keep away from the remoter aspects of the 
remittance problem as much as possible. 

I have assumed, for the purposes of the note, that a true Central Bank is- 
established, holding the Treasury balances in India and London, transacting thfr, 
remittance business of Government and managing the papOT cu^ency reserve. I 
assume also that gold is caused to be-sent to India. (by the discontinHahce of councils- 
and sterling purchases) for tender to Government to that extent only which may b© 
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required under some independently accepted policy on the question, of the gold 

holding (c.f. para. 22 of my T^itten statement^. „ 

I propose to refer throughout to the “ Indian Administration (i.e. becretary of 
State in Council plus Gorernment of India) rather than to the Secretary of State in 
Council except where it is necessary to particularise the latter. The remittance 
question is in essence one which any unitary Government would have to face whose 
financial commitments and monetary system both required the provision of funds on 
a large scale in an external money centre. 

2. Question 1. 1 am not told the context in which the statement cited in this 
question was made. I assume that it had reference to the Indian Finance 
Department’s enumeration® of “ principles ” by which “ the demands of Government 
onW Bank would be regulated” and especially to the principle rather cavalierly 
stated that the “India Office ” would have to give the Bank “a definite demand for 
each month made some time before the beginning of the month, the amount of which 
the India Office would not be able to alter without the consent of the Bank.” 

I agree with the witness, if he meant, as I take him to have meant, that the idea of 
the Indian Administration pledging itself to its bankers to be bound finally by a 
forecast of its requirements is inadmissible. I suggest that the true principle is that 
the relations between the Administration and the Central Bank in this matter will be 
those of depositor and banker. These relations include in principle the right of the 
depositor (a) to get his money when he wants it and (b) to use it to his best advantage 
while he does not want it, the term “ best advantage ” in this case meaning of course 
the best advantage of India. Or alternatively. I would say that for this purpose the 
relations between the Indian Administration and the Central Bank should (mutati» 
<mMandis) be those subsisting between His Majesty’s Government and the Bank of 
England. 

3. Passing from principles to practice, there is no doubt, of course, that the 
Administration, realising that it is an uncomfortably powerful customer, and being 
as closely interested in tbe proper functioning of the Bank as the Bank itseK, will 
give the Bank all the assistance it can and show it at all times the highest 
consideration in dealing with difficulties inherent in the management of its account. 
The Bank on its side will, I think, realise that to hold the Administration’s funds 
where they are wanted and to have them available when they are wanted is a primary 
obligation and will not be fidgeting itself to cut matters so fine that it must fall back 
on the plea that a forecast of some weeks back is not being fulfilled. Assuming, as 
we ought to do, a correct attitude on both sides, I think it is a little idle to try to 
“regulate ” matters of routine which the parties will settle for themselves when they 
get to work. 

4. Question 2. The “remittance of Government balances from India to England ” 
is the counterpart and consequence of the trade demand for remittance from England 
to India. The Indian Administration does not say : “ We are short of funds at home 
or we have excess funds piling up in India ; let us sell councils (or buy sterling) and 
remit the surplus.” What it says in effect is : “There is a keen trade demand, foi 
remittance to India just now ; we must meet it, or trade will be hampered.” (Oi 
alteraatiyely, for it depends on the standpoint :t “ The trade demand is keen ; now is. 
a good time for getting some of our funds sent home.”') 

Thus the difficulty of forecasting the dates and amounts of Home remittance is- 
not solely a difficulty arising from uncertainty as to the pace and amount of the- 
Administration’s outgoings in London or its incomings and outgoings in India ; but 
also the difficulty of forecasting the volume of the trade demand for remittance and. 
the periods at which it will come forward in strength. 

• Mr. Dealing’s MemoraxidTJm on « 'Tr-smefer of Matiagement of the Paper Ouirenoy to the Imperial 
of India,*’ pa3?a. 16. 

+ ^ R^ort of the Babington Smith Committee, para. 61 : “ We agree -with the Chamh^lain 
Oommission in holding that oonncil drafts are sold not for the convenience of trade hnt to provide the 
fonds needed in London’ to liieet the requirements of the Secretary of State oh India’s' behalf in the 
oddest amse of the term.” (The whole paragraph should he read. ) I do not think it is possible fully tii- 
«ttb^be i» thw wham now envisaging future conditions. If these two obj^ of Home remittance admit? 
of disermaj^fflu,; I. prefer to give priority to the trade, he. the monetairy aspect. Personally I tl.ii'V 
them complementaawv In> the long pun and , as a matter of theory, the need of trade for remittance to* 
Ind» IB identical with the Administration’s need for funds in 
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The first difficulty is great* and the second is insuperable. It denjainds, not tho 
-statistician’s gift of estimating, but that of pfojihecy. , . , 

5. Question 3. The sj^stem of financing the Home Treasury must not onl}’’ provide 
for meeting obligations ' at due date, but be consistent with the use of feurplus funds 
(wherever located) to the best advantage, and in particular with due regard to sound 
monetary conditions.! 

6. I l?ave just, said that the amount of remittance to London is the counterpart of, 

.and dependent on, the demand for trade remittance to India. The sums remitted to 
London by the satisfaction of this demand are assigned, in the first instance, towards 
providing the, immediate requirements of the Home Treasury so far as the 
Administration’s Treasury balances in India have sufficient surplus for meeting 
them. If the surplus is not sufficient the Administration will have to borrow in 
sterling. If it is more than enough further receipts in England are credited to the 
-Administration's Home Treasury account. When the whole surplus of Treasury 
balances in India has thus been drawn off any further trade demand for remittance 
•can only be Satisfied by the crediting of receipts for bills to the paper currency 
reserve in London and the disbursement of currency to the payees from the paper 
■ currency reserve in India. Thus the, total credited to the Treasury balances in 
London, plus the amount credited to the paper currency reserve in London, is 
•equivalent to the total trade demandj whatever that may be. If Indian Treasury 
funds are lovv less will go to the Home Treasuiy and more to the Home branch of the 
paper currency reiserve. If Indian Treasury funds are ample more will go to the 
Home Treasury and less to the Home branch paper currency reserve. A case 
■conducing, designedly to the latter result is where, as in recent years, the 
Administration , effects all its borrowing in India, including provision for a large 
■part of the Home requirements on capital account. Another case is when revenue 
•and other receipts exceed and expenditure falls below anticipation. ' 

7. Primarily then, and dealing for the moment with the London, side only, the 
policy to which these questions tend, of stringently keeping down the Treasury, 
balances in London to a real minimum, would only enhance the amounts requiring to 
be bfedited to the paper currency reserve in London. In either case the sums in 
•question would probably be invested in British Treasury bills, and, so far as the 
Londoh Side of the matter is concerned, the policy would apparently be nugatory. 

8. I turn next to the Indian side. If an unintended surplus of Government 
.balances accrues in India the Central Bank may adopt one of three alternatives : — 

(а) Keep the unintended surplus inert, i.e. refrain from making it a basis for 

the creation of credit ; 

(б) Release it, as it were, to trade by granting credit on the strength of it ; 

(c) Release it to trade by meeting council drafts or purchasing sterling from 
this source instead of from the paper currency reserve in India. 

Alternative (a) would not ordinarily, I think, be the coiTect course.^ The 
■unexpected yield of taxation and borrowing or economy of expenditure wMch has , 
•produced the unintended surplus balance is equivalent to arbitrary deflation and 
normally needs to be corrected by the release of the funds thus drawn into the . 

• The nnoertaiaty suiromnding the forecasting of Ways and Means is well brought out in para. 27 of 
-.Sir Basil Blackett’s speech introducing the Budget for 1926-7 “I am inclined to think that the 
Phraseology consecrated by long usage in Indian budget speeches which i-eto to_ the Ways.and Means ■ 
portion of the statements as a ‘ Ways and Means Budget is somewhat misleading, m that it :^y tend to 
■give the public the impression that the figures and estimates in the Ways and Meaim portion of the 
budget make a claim to comparative exactness not inferior to that made by the figures of our revenue and 
■expenditure estimates. Our Ways and Means budget is intended to be and necessarily must be illustotive 
rattier than exact. The Ways and Means figures bring together the net resets of operations of very 
varving character aU over India and Burma and in London. To a large extent these op^feoM are either 
not under the control of the Government of India at all or only very indirectly under their con^ . . . 

In these circumstances it is neither possible nor desirable to attempt to lay down a n^d Ways and 
Means programme far in advafiee. The only result of doing so would necessarily be to sweU our balances. 

needlessly. 

t See first footnote to para. 4. .. . ii. ’ a- 

t It would take me too far from any purpose disclosed in these q^nestions to ^scnss the, whole question . 
•of how' far action by the Administration and Central Bank' can influence, and should be directed towards 
influencing the volume of the total trade demand for remittance, hut I think that in every instance the 
■case for such action would be found to stand or faU on its own merits. Ihe case of gold shipments is 
' touched on in parar22 of my written statement: that of lending surplus balances m India 
.^emitting them to liondon, is examined ' later in this note as my questioner may perhaps have had it 

in mind. 
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central banking balances. The choice between alternatives (6) and (c) presents a-, 
l)ankiii 2 ’ problem. The distribution of credit by means of the remittance method 
ralternative (c)] directs credit automatically into channels of trade where it is 
undoubtedly wanted. It also, pro tanto, effects, instead of postponing, the adjustment 
of the balance of trade. NormaUy it is, I think, the right course. But exceptionally, 
perhaps, there may be conditions of stringency justifying the creation ol credit but 
more or less independent of the monetary requirements which the sale of councils 
and sterling purchases directly satisfy. In such cases it might be right to use high 
banking balances, originating 'in undesignedly high .Government balances, for this, 
purpose, leaving requirements directly connected with external trade to be financed 
through councils or sterling purchases adjusted through the paper currency 
reserve. 

9. I should add, perhaps, that a Central Bank, in the exercise of its regulating- 
functions, might in practice find somewhat wider scope for the employment of 
discretion in moving Government funds than the limited case which I have ventured 
to formulate. But such an authority would certainly recognise the principles (1) that 
the building up and retention of excessive Government balances as a normal means 
of supplying loanable capital is not sound practice ; and (2) that remittance through 
the paper currency reserve, at a time when remittance through Treasury is 
practicable, involves inflation, and ultimately, therefore, a correcting deflation. 

10. Finally it may be added (1) that surplus balances in England are earning 
interest for Government while surplus balances in India are not ; and (2) that if 
surplus balances have in fact accrued at home there is no point in letting that 
interest go to the bank (which would invest them on its own account if the Indian 
Adnainistration did not) instead of to the revenues of India. 

11. My views and conclusions are : — 

(1) The maintenance of the Home balances at a minimum is not an end in itself ' 
and needs neither to be sought after nor deprecated. The contrary view arises, I 
think, from looking at the Home Treasury as a mere disbursing office and forgetting- 
its place in the general exchange mechanism of India. 

(2) Normally, the only way of keeping the Home Treasury balances at a low 
average level is by maintaining a close correspondence between estimates and actuals ; . 
not as regards the Home transactions only or primarily, but as regards all transactions,., 
revenue or capital. Home or Indian, which react on the aggregate Government balances. 
Sound estimating is of course al-w'ays an end in itself and to this extent, but only 
consequentially, low Home balances are desirable. 

(3) Exceptionally, there may be reasons as to which a central bank should be a 
safe judge, and a commercial bank, however public spirited,* hardly an impartial 
judge, for special steps to keep Indian balances temporarily at a relatively high level 
with the consequence of keeping Home balances relatively low. 

(4) When surplus balances accrue at home as the result of discrepancy between 
estimates and actuals it is possible to look on such surplus funds as provision for the 
Administration’s prospective requirements (see last sentence of first footnote to para. 4). . 
But this fact is not the cause of the surplus funds being sent to London. Nor is such- 
antecedent provision called for on its own merits.® 

(5) 8uch surplusage is, in essence, a temporary balancing reserve (akin in function 
to the Home branch of the paper currency reserve) set up by one group of normal, 
exchange transactions and liable to be used up (or in other words retransferred to- 
^dia) by another (e.g. Reverse bills ; c.f. also the transfers and retransfers described 
in the Paper Currency Report for 1924-5, page 15). 

12. Applying these results to the question put to me, I would summarise as follows- 
the points winch are essential to an adequate answer : — 

(A) What sums are needed hy the Rome Treasury 9- — ^The Home expenditure of the- 
year, including such large and uncertain factors, outside the Secretary of State’s- 
control, as the Railway capital expenditure, 

(B) What sums are available for remittance to the Rome Treasury 9 — The whole 
.surplus of the Treasury balances in India, including not only that sum (an estimate . 

* Ibideed, any plaa that this aim should be deHbersitely p-orsued seems opposed to Sachet principles." 
J, am of course assuming that hi the conditions of the future exchange -will be fully maintainable at the- 
chosen rate. ^ This assumption could be less safely made in the pre--war period which, tahen as a whole,, 
was a tentati-re period. And in recent years there has of com'se been no normal rate. 
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A above) wbioh. is included in the Budget fdr remittance, but any further surplus 
which accrues through under-estimation of receipts of any kind or over-estimation of 
expenditure of any kind. 

(C) What sums ^ 'will, in fact, he remitted to the Some Treasury 9 — The whole 
amount (up to the limit of B) of the quite incalculable trade demand for remittance 
to India. 

VV hile, therefore, it^is clear that no inconvenience would be caused to the Secretary 
of State if the provision of funds was kept in exact accord with the maturing of 
obligations, it does not follow, as the question seems to assume, that the recurrence 
of large Home balances could thereby be obviated. This can only be achieved by 
exact ' estimating — Home ajid Indian— and this exactitude, on the Ways and Means 
side particularly, may often be not even roughly obtainable. 

Finally, if the total Home remittance (paper currency as well as Treasury^ is in 
question, no estimate worth the name is possible and no liihit can be set. 


,• APPEJ^JDIX 78. 

Statement of evidence submitted by Mr. A. Bowie, General Manager 
. of the Allahabad JBsink, X4td. (affiliated to the P. & O. Banking 
Corporation, Ltd.). 

1. I have the honour to submit, as an expression of my views from the standpoint 
of; indigenous banking, (a) a note on the question of the, control of the note issue and 
pn what principles shpuld control .or management be transferred to the Imperial 
Bank of India, and (6) a note on the question of what measures are desirable to securd 
gip^iter elasticity in jmeeting seasonal demands for currency. I beg the favour of 
your'placing these notes, before the Members, of the Royal Commission on Currency. 

2, The control and management of the cxirrency should be a function of 
Qoveniment and ought not to be d,elegated to an institution, however powerful, 
owned by, and managed primarily for the profit of, a body of private shareholders. ’ 

. ,-3. The result of tho working of the Imperial Bank Act has been to erect a 
quasi-state bank to a position where it is placed above economic competition and has 
left the.' indigenous banks defenceless against the operations of the state bank. 

4. Th<« clauses of the Act are framed to give the widest permissive powers to the 

B^k to engage in general banking business and so that nothing in the Act may be 
construed as restrictive, it is specifically stated in the Act that nothing shall be 
deemed to prevent the Bank- from allowing any person who keeps an account with 
the. Bank to overdraw such account without security to such extent as may be 
prescribed. ' , ■ / 

5. Further, no additional measure of security is provided by the terms of the 

Imperie^l, Bank of India Act, 1920, in regard to the statutory information to be shown! 
in the balance sheet. In fact, the measure of protection to the public* in this respect 
is not equal to that demanded from the Ijanks established under the Indian Companies 
Apt in Form F, viz., .to disclose the ■ secured and unsecured advances and, as a 
guarantee of the independence and impartiality of the control of the bank, to show 
the- sums due by the directors ■ as principals and guarantors and as partners and 
directors in firms and companies. ' , , ■ 

6’..; The privileged position of the Imperial -Bank of India hinges on the prestiga 
accruing to them as Government bankers which, in the eyes of the public, secures, to 
thein -the support of Government in an- emergency. This position in itself means an 
actual monetary advantage, in that, with their credit as Government bankers, the 
Imperial Bank of India ought always to be able to borrow at lower rates than other 
banks. ■ 

• • .71 One re&trietion placed by the Act on the Bank’s functions is that the Bank 
cannot engage in foreign exchange banking business so that the exchange banks 
w;oi*king in' India are. relieved from the uneconomic competition of the Bank. 

8. There ^ are no obligations tmder the Act placed on the Bank requiring it td 
make advances to other banks against Government or other approved socurities»- 
so 'ifc is'i within the power- of the Bank' at any time, arbitrarily, to. refuse banking 
accommodation. ! ' - ' ‘ . 

K 
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q The single condition imposed by the Bank Act requires the Bimk to open 

A^klriySfaciUty rf free transfer of funds and a monopoly m Gotrernment 
of r?Sg tie whole of the Qoyermnent balances free of interest, mili^ 
!;^irgim®tS aclnnts, trust estates, mnnieipiitl®, radways, ports, nmveisities, 
schools, security deposits and yanons semi-pubbo funds. 

10 The use of interest-free funds, free loafer of funds, and Ae We paymente 
it draws for ii seryices in connection with the maiagement of he Public Debt pla(« 
dieS in a position, where it meets with competition for banbng b^ees, to quote 
iates mowfitable to other banks. Inagenous banking deyelopn.ent encept within 
Sr^r^Sition of the Imperial Bank is nnlliied. There is also the danger of bmks 
Wng toced to seek proiits in a class of business whi^ch ought to be outside the sphere 
of oMiadons of properly managed banks. Both these conations are oondnciye to a 
wXgruwth of idilenous banting. It is clear ^t there can be no ston^ m a 
uSs P-okto c sysfom which depends for its deyelopment on a state-aided institution 

placed above competitiou. ... 

11 The strong competition of the Imperial Bank with indigenous banks is 
generally admitted. In argument it may be stated that through the operations of 
the Imperial Bank, banking rates and charges have been lowered with a resulting 
benefit to trade. But if aovemment wished by conferring special privileges on a 
selected bank to benefit trade, then in fairness to the established banks these benefits 
should have been made available to trade through aU the banks with which the pubhc 
had been accustomed to deal. 

12 It mav further be argued that banking services are given by the Imperial 
Bank to the state in exchange for the benefits conferred ; yet every bank gives similar 
services to its numerous customers, besides paying interest on customers’ bdances. 

13 To add to the enormously valuable benefits and privilege accruing to the 
Bank through the operation of the Imperial Bank Act the right of note issue, with the 
revenue from the securities protecting the fiduciary issue, or with the revenue from a 
direct payment, estimated without competitive tender, for control and management, 
would have the effect of erecting an unassailable banking monopoly in India. 

14. The control of the note issue in the hands of a state bank, competing wi& 
other banks for general public patronage and banking business, would place banks in 
a position of dependence to the state bank and there would be the risk of bankers’ 
n^ds in the matter of the issue and exchange of currency notes being made, 
particularly at the up-country offices of the Imperial Bank, secondary to the needs of 
the Imperial Bank’s own non-banking customers. 

15. No definite benefit would accrue to the commumty through the transfer of the 
control and management of the currency to the Imperial Bank of India. So long as 
proper reserves are laid down by statute to ensure convertibility and to ensure that 
the rupee will have a common monetary basis with the leading currencies of the 
world the question of a managed currency will not arise. There would be a distinct 
loss to the banking community if Government ceased to control the currency. The 
definite guarantee of impartiality, which the control and management of the currency 
by the Government of India provides, would be lost if these functions were transferred 
to a state-aided bank that is in active competition with other banks for general 
banking business. If it were decided that the note issue should be handed over to 
the Imperial Bank, then the status of the Imperial Bank should be analogous to that 

the Bank of England, a state bank, which does not compete with other established 
banks in gener^d banking business. 

(d) Measures desirable to secure greater elasticity in meeting seasonal demands 
for currency and what conditions should be prescribed with regard to the 
issue of currency against huudis. 

(Jb) Greater elasticity in meeting seasonal demands for currency can be expressed 
in other words as provision for increasing the amount of loanable capital at 
Ihe busy seasons of the year. 

16. The currency ought to have no concern with the provision of loanable capital. 

AhftUTmng tiiat an effective gold reserve for the note issue is established the volume of 

*11 • j _ ij *^.1 1 r 
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in India. Rupee exchange will move within the limits of the gold pointsi, according 
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to th.e demand for rupees. Loanable capital to finance seasonal demands ■will flo'w 
to or from India through the agency of the gold reserve ; the attraction of loanable 
capital to or from India being governed by the comparative profits yielded by the 
Indian or English bank rates. 

17. The Imperial Bank rate should be regulated by the demand for money or, in 
other words, by the supply of loanable banking funds in India. Artificial measures 
for controlling the bank rate should not be resorted to. The bank rate ought to be 
the limiting ^sud^ regulating agency controlling credit. Easy credit encourages 
over-trading leading in the end to financial crises. A high bank rate when seasonal 
demands are urgent is salutary. It keeps speculation within bounds, is a factor in 
preventing goods being ■ held unduly for a rise in price, increases the velocity of the 
turnover of banking funds, and attracts local money to the money market. Money is 
available in India if the price is paid for it, and there is no more powerful agent for 
bringing hoards into fruitful emploj^ent than a good price for money. 

18. There ought to be no question of emergency currency until an emergency has 
arisen, when, if panic conditions exist, the Government can take exceptional measures 
to suspend the Currency Act within strict limits and conditions. 

19. Regarding the question of what conditions should be prescribed for the issue 
of currency against hundis I beg to state my opinion that the currency should not be 
asked to function as a re-discount market. It is a dangerous principle to admit that 
loanable capital can be manufactured by the issue of currency notes against the deposit 
of security. The supply of loanable capital is a banking function. If the local money 
market does not suffice to meet seasonal demands then additional supplies of loanable 
capital must be attracted from money markets outside India. 


APPENDIX 79. 

Statement of evidence submitted by Mr. M. M. S. Gubbay, C.S.I., 
C.I.E., General Manager and Director of the P. and O. Banking 
Corporation, Ltd., London. 


This Note is submitted on the assumption that it is permissible to travel beyond 


the particular points covered by the Supp! 


ementary List of Questions, and is intended 


to concretise the points on which I should wish to tender myself for oral examination 
in addition to points covered by the Supplementary List. 

1. The basic principles on which the plan appears to rest are : — 

(1) The responsibility for the holding of exchange, whatever maybe the point at 

which it may be stabilised, should not rest, as hitherto, on the authorities 
in Simla and London. 

(2) Fluctuations of exchange should be left to be corrected automatically by 

the inflow and outflow of gold. 

(3) For this purpose, as also as an internal circulating currency medium, a 

gold coin should be introduced. 

(4) Indian Bank Rate policy will play an important part as a regulator to 

check or stimulate, as circumstances may require, the movements of gold 
in and out, and, therefore, the credit and exchange policy of India must 
be unified and be directed by the Imperial Bank. 

2. One of the primary issues which emerge from any consideration of the Indian 
exchange system is the question of the Government participation in its management. 

My view, as an old official of the Finance Department, is that 'the Government 
authorities themselves wish to see reduced to a minimum their responsibility and their 
intervention. 


3. A complete change over, however, such as is contemplated in the plan, involves 
two radical changes in the Indian financial system : — 

(1) the reduction of the status of the silver rupee ; 

‘ (2) the alteration of the character of the present Government currency notes 
into bank notes payable in gold, 

4. I do not consider that the effects of these two measures have had due weight 
.given trh e"^ in the proposed plan. The stages through which ^the scheme can he 
brought into ultimate complete introduction should be ^ considered with reference tp 
the practicability of these two measures. I do not believe that it is possible as yqt 
to contemplate either of these two changes ; singly each would have very far-reaching 
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consequences, and jointly they would result in general confusion apd. disturbance of 
the existing machinery. , | ■ 

5. A o^old coin in internal circulation and commonly acceptable is an essential 

preliminary to the proposed reduction oE the status of the silver rupee. It will be 
only when the necessary conditions of general acceptability of such a coin as an 
internal circulating medium that the stage of demonetising the silver .rupee could be 
safely entered upon. ‘ 

6. I feel very strongly that the. replacement of Government currency notes by a 
bank note, whether payable in gold or silver, needs to be considered, not merely with 
reference to its acceptability as such, but also with reference to the difEerent conditions 
under which a bank note will be available for issue. So long as the note is that of 
the Government and not of a bank, impartiality can generally beAxpected from those 
whose’ function it is to manage its issue, whether at local points or at the chief 
commercial centres. Suggestions have already been made of partiality under the 
system now obtaining at some inland points on occasions. It must be remembered 
that notes play a most important part in the movement of produce and goods froni 

point to point. . 

A bank which has at its command the supply of notes available at any particular 
trading centre is naturally regarded as being likely to ofEer better service than another 
bank which does not enjoy this privilege. The utility of other banks to the trading 
and general community may be impaired, .and their sphere of activities seriously 
curtailed, and it may be that there will be some reaction on the progress which the 
note-using habit has made among the community as a whole. 

7. If the Government responsibility for the convertibility of the note is to be 
withdrawn, the acceptability of the bank note will need, in my view, to be secured by 
provisions as to a metallic proportion far higher than that proposed in the plan. The 
credit of the bank note can hardly rest on a metallic basis smaller than that which 
past experience has shown to be required in the case of the Government currency note. 

8. The admissibility as fiduciary cover for the note issue, whether Government or 
bank note, of internal trade bills appears to me to be questionable. ' The primary 
objective should be to attract gold into the Indian currencj’’, under • whatever system 
it is to be operated, whenever Indian monetary requirements call for an increase in 
the currency. The rediscounting of internal trade bills by means of an enlargement, 
even temporary, of the currency will interpose an obstacle to such flow to India. 
Further, such rediscounting becomes all the more questionable when the trade bills 
to be oEEered as cover for the fiduciary issue are bills not rediscounted with the 
Imperial Bank or with the bank of issue by other banks, but may be bills purchased 
by the Imperial Bank in its character as a bank engaged in general commercial and 
joint stock banking. 

9. Similarly, the provision as to the admissibility as fiduciary cover for the note 
issue of sterling bills drawn in India will, if it became operative, also inteipose an 
obstacle to the flow of gold into India. 

10. The plan lays upon the Imperial Bank the obligation to keep the Secretary of 
State supplied with funds to meet the sterling charges of Government. 

As the custodian of the Government’s balances and as holding bankers’ balances 
the Imperial Bank* has responsibilities as well as privileges ; the discharge of these 
functions cannot always be impartially harmonised with its own interests as a bank 
engaged in joint stock banking, and commercial banking, as a branch bank and as a 
bank of deposit ; and the privileges which it already possesses secures for it a favoured 
position. The extension of its functions so as to embrace (a) the management, as 
principals, of the note issue, and'(b) the provision of the sterling requirements of the 
Indian Government will not only vastly increase its commitments, it will also increase 
the points at which its interests, as a private institution designed to mflTrft the best 
use of shareholders’ capital, come into conflict with its duties as an impartial body 
conceived for the pu^ose, and charged with the duty, of regulating the supplies of 
credit in the general interests, and of stimulating under guidance and vrise control 
the development of banking in India. 

^It would appear to be essential 'to define very clearly and rigidly the limitations 
which should be observed by the bank in the different capacities in which it wiU be 
required to function if room is to be made available, for other banking enterprise in 
India. Preferably, these different functions should be differentiated, and theiir 
discharge left to be effected, not by one single institution, but by separate institutions 
■or agencies. 

— ; 
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Statement of evidence submitted by Dr. T. E. Gregory, D.Sc. (Eoon.) 
Lond., Professor of Currency and Banking in the University of 
London. 

The rupee should he stahilised and the gold standard adopted. 

1. I believe tbat the time lias now arrived when the stdliilisation of the rupee 

■ can be safely undertaken. At tlie time of the Babington-Smith Commission, it wa,8 
not held that the practical abolition of the gold standard in Europe stood in the 
way 6£ fixing a parity with gold, and the case against a continuance of a' fluctuating 
-exchange is mucla greater now, when the greater part of the world has agaiii 
.stabilised the external value of the various currencies employed. 

The time has also arrived, in iny opinion, when India should adopt the gold 
standard, and not merely the gold exchange standard. I base my opinion upon the 
well-known fact that Indian public opinion has long demanded' such a step, upon the 
consideration further that the failure of the experiment of 1920 has .discredited the 
currency policy of the Indian Government; lastly, upon the feeling that the wider 
the area in which gold serves as a standard and the principal coin, the less the danger 

■ of a further fall in the value of the metal. 


The rupee should be stabilised at the rate o/ Is. 6d. 

2. I attach no importance to the suggestion that the transition to the gold 
•standard would involve a smaller demand for gold if a rate lower than the existing 
irate were adopted as the basis. This view seems founded on the erroneous idea that 
the total volume of the currency in India ivould be the same whether the parity 
were Is. 6d. or Is. Ad., or even a lower figure. If a rate lower than 'Ts; 6J. werd 
• chosen, the volume of money in India would have to be increased to preyent the 
sterling value of rupees from rising, and consequently money incomes would rise 
also. It makes no difference whether an individual buys 113- grains of gold with 
13 rupees or with 15, if he is in the second ease given a larger nunaber of rupees to 
buy the gold with. It is true that a reduction in the gold or sterling value of the 
rupee would reduce the buying power of those classes of the population' whose 
incomes are fixed in terms of money, by law or by custom, but I cannot admit that 
this would make much difference to the total demand for gold, or that, even if it did, 
it is a policy which ought to be advocated. I do not think that the serious social 
■•consequences which accompany a fall in the value of money are outweighed by thd 
■considerations that the adoption of an Is. Cd. rupee gives an awkwpd relation to the 
£ sterling or that it may have some slight effect in stimulating imports into India, 
■ or that oh paper it giveh a higher sterling yield to the holder of rupee securities. 
So long as gold only buys about ten-seventeenths of what it did before the war, the 
creditor of the Indian Government has very little to be jubilant about. In auy case, 
against his gain must also be set the gain to India arising from the smaller rupee 
burden of the Home charges. . , 


iThe question of gold output and prices. 

3 I have no special technical knowledge of the economics of the gold-mining 
andukry, which would enable mo to give a categorical answer on the subject of the 
future output of gold. But the general economic aspects of the matter are dear 
■enough. - There is no reason to suppose, that gold-minmg differs from pther mining, 

■ so that it is likely that the progress of mining technique will operate in the future, 
as it has in the past, to make the marginal mine one that in the past it would not 
have paid to wo?k at all. This kind of influence on the output of gold one has every 
reason to expect even if no new areas are opened up. Of. course, if world -prices 
wer^to fall ft would pay to operate mines even poorer than the present m^ginal 
mis itus tWh it may be true, as Mr. Joseph Kitchin has arped,^ that the 
Sency for’ gold "output is. to fall,.yet the rate of dedine may be s^lower than w^s 
anticipated In any case, the fall in output which he predicted in, 1,924 Jias not yet 
rStmaeSlf, for Ms estimste of goW ootpot for 1926 „ higher, Aon Ms 
iSteior 1924' vis. 481 miUions against. ,479. mUhon8.T - Ev«i if wo take Ms 
SfoTnil tores aid argue tlat world production will fel in, the ne?.t de^e at the 
Mte sngisted by himTWorld-ontpnt would still he 474i m.Uipns in 19«, and on 
of n .continnone Ml at the eame rate, 467 mJhone m 1940. If' we 
• S.ri.w of .Apra.lfM- "Md Prodnctton 3n™y .nd 

t Figures from Messrs. Montagu s “ Annual Bullion Letter. 
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assume that the Indian private demand will continue at the average pre-war rate- 
Ss-lS), i.e. 29 crores, say, at Is. 6d. per rupee, £22 millions and if we further 
assume that the transition to the gold standard were to start in 1930 and were to be- 
Smnleted in 1940, then India would absorb about three-sevenths of the current 
supply in the first year, and rather less than 50 per cent, in the last year 

The world’s industrial consumption of gold is stated in the 1923 Report of the ■ 
Director of the U.S.A. Mint as 87 million dollars in 1921 and 101 million dollars in 
ly^H If we take £20 millions as the average figure, then the Indiaji private demand 
dIus Indian currency demand plus world industrial consumption would absorb and 
■P of the total output at the beginning and end of the transition period ; the surplus . 
available for the currency demands of other countries being then in absolute amounts 
about £23 millions and £15 millions respectively. 


4. Any prediction as to how the future of prices will be affected by demands for- 
gold 'of this order of magnitude in relation to the supply of gold as estimated is 
impossible, so long as we know nothing of the future reserves of gold which nations 
will think it worth while to keep. Li this respect the war has brought about a 
currency revolution. Lehfeldt^'" and Cassell have shown that in the 19th century 
the secular course of prices varied according as the actual output of gold rose or fell 
below the “required” output, i.e. the amount which would just have kept prices, 
steady, world productivity being what it was. Both these writers agree that in 
pre-war years the actual output needed to be between 2 per cent, and 3 per cent, of ' 
die actual stock of gold in existence in order to keep prices steady. But currency 
conditions to-day have completely altered. Not only is little gold in circulation, but 
it is now recognised that the central banks of the world kept gold reserves much 
larger than they needed to keep in order to meet all demands likely to be made on, 
them. The result was, of course, to keep up the value of gold. 

The tendency in the post-war world is to keep smaller reserves, partly because 
central banks want as large a portion of their assets as possible to be earning assets, 
partly because the war showed that gold reserves were not the sinews of w'ar that they 
had been supposed to be before the war broke out. Conseqxiently a falling off in 
gold output does not necessarily have any direct effect on price levels at all in these 
days ; banks reduce their reserve ratios a little, and that is all. Some banks have 
reserve ratios which are absurdly large, even now, and it is quite clear that it would 
pay, in the strictly economic sense, for the United States to exchange 500 millions of 
Buperfiuous gold in the vaults of the Federal Reserve System for an interest-bearing- 
debt contracted by India. Taking a world view, I cannot regard a demand for an 
extra £100 millions of gold on the part of India as likely to imperil the general 
stability of world credit in any way. 


The position of the London money market. 

5. Though it is, in my opinion, clear that the present and anticipated yearly- 
output of gold, and the present monetary gold stock of the world, are quite large- 
enough to support an additional demand of the kind suggested in the “ Proposed 
Scheme,” I feel also that the proposal to absorb as much as £50 millions within one- 
year of the commencement of the plan would tend to create alarm in the London 
money market, and would to‘ that extent cause opposition to the whole plan to- 
be intensified. The gold in the Bank reserve can be taken at £23f millions, the- 
reserve ratio at 20 per cent, as compared with the pre-war 45 to 50 per cent. Under 
these circumstances, if can be argued that the inauguration of the scheme would 
involve grave risk of higher bank rates here^ in order that the gold taken for India 
from bank reserves here would be attracted here again, either from South Africa, 
America, or other areas at present on a gold standard. The question whether such 
higher bank rates here would inaugurate a series of rising rates in the rest of the- 
woirld depends on the extent to \vhich other countries regard themselves as possessing 
surplus stocks of gold or not ; if they were content to aSow gold to move to London, 
to replace that' taken from thence, the influence of a higher bank rate wordd be directly 
confined to London, though it might have indirect effects elsewhere. 

Under the actual- circumstances of the London money marketj a drain of gold to- 
India would probably not have the effect, so much of raising rates over time, as- 
bf postponing their reduction. The position of London is complicated by the- 

* Qnd the -IT. Se6 op. oii. p. 37 for fnrtHor roforenoos. 

,t Cassel. Thegry: of 8ooial Seonomy, Tol. II., Sec. 63 et seq. 
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-circumstance tliat the process of adjustment to the restored gold standard is still going 
on, and the market is thus peculiarly sensitive to losses of gold. The tendency of 
rates to fall when our own adjustment had been completed might thus be interfered 
with ; hut to the extent that the bank afithorities can be induced to consider a lower- 
reserve as not necessarily imperilling the position of London as a financial centre, an 
outfiow of gold to India would not induce permanently higher rates. Whilst I regard 
it as very important that any acquisition of gold should be darried out in such a way 
as not to bring undue pressure to bear on ^the London market, both on economic and 
psychological grounds, I think it desirable to stress also the two following points 
in order to avoid misunderstanding : — 

(а) A country cannot “ lose ” its gold against its own will. Gold can always be- 
got at a price : the price to be paid is a price-level which will attract gold. 

(б) The acquisition of gold in pursuance of a pre-determined plan is, in its 
reaction on the situation in the country from which the gold is drained, to be judged 
-differently f roni losses of gold in that country due to lack of equilibrium of price-levels. 
For the latter indicates a disease which is peculiar to a particular area, which, unless 
•cured, means continuous monetary derangements. The policy which must follow 
from the former situation depends on whether or not stocks, in the country from 
which gold is taken, are to be regarded as redundant or inadequate. 

£100 millions of gold not necessary. 

C. I do not, however, regard the amount of gold which will be required by India, 
in order to pass to the gold standard, as being necessarily anything like as large as 
the figure stated in the “ Proposed Scheme.” This opinion I reach on the following 
grounds : — 

(0) The scheme is built up on the old-fashioned assumption that the correct way 

• of inaugurating a gold standard is to acquire large supplies of gold and to exchange 
them for silver, which will then be sold at a loss, the extent of which it is impossible 
to estimate beforehand. This method of introducing the gold standard quite rightly 
foresees that it is impossible to maintain in circulation both the existing volumes of 
.non-gold currency and the amount of new gold it is desired to introduce ; and hence 
proposes to deal with the matter by reducing the legal tender quality of the silver 
•coin. But the value of the silver rupee depends not on this, but on its quantity. I 
believe this method to be wrong in principle and likely to bring about the very evils 
•it is desired to avoid. 

(&) The introduction of the gold standard does not logically or practically involve 
the immediate circulation of large quantities of gold. What it does involve is the 

• extension of the use of gold in the future, i.e. the opening of the Mints to gold, the 
.grant of full legal tender power to gold and the maintenance at par with gold [though 

not the immediate right of conversion into gold®] of all other foi-ms of cmrency. The' 
•correct device for passing over to the gold standard is thus the limitation of the 
■quantity of other forms of currency. The normal growth of trade and population 

• can then be relied upon to fill the gap caused by the non-increase in the other 
■forms of currency, other than gold. 

Provided that the quantity of silver is limited, there is no reason to limit the legal 
tender quality of the silver rupee, and every reason why it should not be limited. 

(1) The knowledge that such silver as is actually hoarded will be deprived of its 
-legal tender quality is surely the best means possible of causing a panic and of 
increasing the immediate supplies of gold which may have to be provided. _ This 
■danger of panic demands is certainly increased by the suggestion in para. Se (ii), tha% 
the putting into circulation of a gold coin in exchange for notes and rupees should be 
■discretionary in the interim stage of the scheme. Whether or not the scheme is 
introduced by stages, on the lines suggested in the “ Proposed Scheme ” or on some 
■other basis, both Government and the people of India should know in advance 
precisely what it is intended to do at any particular stage. 

(ii) Assuming the scheme to be adopted, there seems considerable danger that the 
"time required to carry it out will be increased owing to the pressure of interested 
parties, who will protest against the losses to them resulting from the fall in the price 
■of silver. The experiences of Germany after the currency reforms of 1871-3 show 
how the fear of loss from the sale of large stocks of silver on the one hand, and the 
.alarms of the silver party odl the other hand, produce the very situation it is hoped 

• That is, the date at which the Mints are opened to gold need not coincide with the date at which 
.silver is made convertihle into -gold on demand. 
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to avoid: a panicky silver market and a postponement of the final stages of the* 
reform If the Government is to get rid of silver, let it do so as soon as possible and 
pot disorganise the market for 10 years. 1 attach no very great importance to the 
argument that the annual sales would amount only to the “ average net imports of 
silver into India in recent years.” The net demand for silver in India will decline,, 
mainly because if silver is regarded as likely to depreciate in value no one will want 
to hold large' stocks of it. (I can see no virtue in the proposed import duty : the 
world price is bound to fall if large sales of silver take place, and though the Indian 
price may he somewhat above the world price, it too will be lower than it is now. If 
it is much above the 'world price, the duty will certainly encourage smuggling. The- 
political consequences of the policy also seem to be undesirable.) 

' (iii) A further point may be alluded to here. India is a relatively poor country, in 
which the mass of ordinary transactions is likely to be for small amounts. On the • 
other hand, technical conditions make the issue of small gold coins undesirable. The 
present rupee* stock, including those in the currency reserve is only about 12 per- 
capita, I suggest that this is not an amount which, provided that the total is not. 
increased during the transition period, could possibly imperil the transition to the- 
gold standard.' 

(iv) I notice a suggestion in para. 4 (i) in the Proposed Scheme which should b& 
questioned. I refer to the sentence implying that during stage I “ a statutory 
obligation should also be imposed on Government to give, in exchange for gold- 
bullion, notes or silver at a price equivalent to the par of exchange, &c.” There is. 
po valid objection to be made if this sentence only implies that silver or notes- 
win be issued against tender of gold within the limits of the existing issue ; if it 
implies that the volume of notes or rupees is to be increased, it will delay, and not 
assist the progress of the reform. For. so long as the ■ rupee or the notes are 
fioti convertible at will, their value does not depend upon the nature of tlie security 
behind them, but upon the total quantity in circulation. To the extent that 
there are more rupees or rupee notes, to that extent, other things equal, will their- 
value fall. As the object of the reform is to leave a gap in the circulation which can 
be filled by gold, silver or notes should onlj' be given for gold within the limits of the- 
actual existing circulation, so long as complete convertibility has not been introduced.^ 

7. I am of opinion, therefore, that there should be no interference with the legal- 
tender quality of the rupee. If the rupee remains unlimited legal tender, a reduction-, 
in the number in circulation is not necessary on any grounds, no heavy pressure on 
the world’s money markets will then be felt and no danger to the progress of the 
reform will arise b om the possible ill-effects of the sale of very large amounts of 
silver. The reduction in the munber of rupees, in order to widen the area to be- 
occupied by gold, should be confined to the sale of the rupees in the paper currency 
reserve. As, however, the smallest gold coin cannot be less than Es. 10, and as- 
it would probably be better to make the smallest gold coin twice as large as this. 
Government will always require some silver for the conversion on demand of the notes- 
under R?. ,1U. If no notes under Rs. 10 are issued, the place of silver in the 
circulation -will be increased. The maximum sale of silver would thus be 90 crores, 
and it might in practice bo a good deal less (see para. 9 below). 

'8. I come now to the transition to the gold standard. I recommend — 

(а) That the Mints be immediately opened lo the coinage of full--weight gold coins,, 

in unlimited quantities. The minimum denomination to be Hs. 20 until the- 
inau^ratiqn of the full gold standard, which I recommend should not be delayed for 
a period of more than five years from the date that the Mints are thrown open to the- 
coinage of gold. The size of the smallest gold coin can then be reduced to Rs. 10, if 
it is considered desirable. .The gold coins to be unlimited legal tender- and .a. 
^ignorage charge to cover cost of coinage to be imposed. • ' : 

(б) That no further coinage of mpees or increase in the note-issue beyond the 

present limits be permitted in the interim period. .If gold be tendered for notes, the- 
|pt^ of the notes to remain unaltered, and a corresponding portion of the investments- 
m 'the paper currency, reserve to be. cancelled. ' - ' 

(c) That of the .90 crores of rupees .in the paper currency reserve such portion to- 
be ^Id as is not required to take the place of notes under Rk'lO, the retirement of 
which 1 recommend, and a further amount which maybe required to encash such. 
E ' £ other notes as may be presented for redemption before the expiration of - the- 
five years of the scheme. On the inauguration of the convertibility of notes into 
gold, whilst some silver will probably still have to be held, the silver portion of the- 
paper currency reserve to be reduced stiU further. ’ ' ' 



9. Estimating the amount of notes under Rs. 10 denomination as in the neighbour- 
hood of 20 crores, this scheme involves a maximum sale of 70 crores, or> say, '“iO erores 
within the next five years. The minimum amount of gold to be acquired will amount 
to 27 crores or '£20h millions sterling, or about £4 to £5 millions per annum. The 
sale of 50 crores of rupees will involve some 172 million ounces which, at the price 
estimated in the “ Proposed Scheme,” would bring in about £17 millions. The 
resulting deficiency should be made good either by a loan or by appropriations out of 
the gold standard reserve. 

10. The Committee may care to consider the case for the immediate commencement 
of an Imperial Bank note issue. This could be done by transferring the gold in the 
paper currency reserve to the Imperial Bank, which would isstie gold certificates 
therefor. Gold when presented for the first five years wonl'd be bought not with 
rupee notes but with gold certificates, a given increase in the Bank’s issue of these to be 
accompanied by a proportionate reduction in the fiduciary note issue of the Paper 
Currency Department. Gold acquired by Government against the sale of silver 
similarly to be transferred to the Bank and the gold certificates to be held in the 
paper currency reserve instead of the gold itself. In this, .way, at the end of 
five years, the Imperial Bank would hold a minimum amount of gold equal to 
57 crores against a total of 57 crores of gold certificates in the paper currency 
reserve. Assuming no gold to have been sold to the Bank for gold certificates 
except by Government, the Government note issue would still remain at 190 crores. 
If 10 crores of gold had been sold to the Bank the Paper Currency issue would 
stand at 180 crores, the Bank’s gold certificates at 67 crores, of which 10 crores 
would be in circulation and 57 crores would be held by Goyernment. This 
suggestion does not in any way alter the economics of the situation ; it has the 
sentimental value that it would afford some proof that the transition from a 
Government to a Bank paper currency was under way. A special department of 
the Imperial Bank would have to be created, and the certificates would have to be 
qt all times fully backed by the gold which they represented. Since gold coins 
would already be in circulation there is no reason why these certificates should not 
be convertible into gold on demand. 
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Statement of evidence submitted by Dr. Ed^n Cannan, M.A., IiL.D., 
Professor of Political Econpmy in the University of London. 

1. The interest of India. 

If (a) 1 felt complete confidence that the principles of the gold-exchange 
standard would always be properly carried out, and if (b) I disregarded the view of 
the question which is* taken, rightly or wrongly, in India, I should see, so far as India’s 
interest is concerned, very little difference between a gold-exchange standard and 
a gold-currency standard. 

But neither of these conditions are fulfilled. 

(a) Considering the histoiy of the past and the probabilities of the future, Pfeel 
no confidence that the management of a gold-exchange standard will always be in 
the hands of persons wiUing tand able to make it a success. Therefore, if_ I were 
myself an Indian, I should prefer the simpler gold-currency standard as being less 
likely to be broken down by had management. I should not regard the fact that the 
gold-exchange standard, properlywcrked, is a little cheaper, as sufficient compensation; 
for the extra risk involved in it. 

(b) Opinion in India cannot be disregarded. So far as I can judge, the opinion of 

those who take any interest in the subject in India is overwhelmingly in favour of a 
gold-currency standard. Probably this is very largely a matter of national sentiment, 
the feeling being that Western nations adopted gold currencies in their own interests, 
and that India is prevented from following their example by tbe influence of London 
financial circles upon the jBritish Government. To argue that India is too poor and' 
backward to make good use of gold is very naturally regarded as adding insult to 
injury. It is extremely desirable in the general interests of India that a grievance of. 
this kind should be removed at tlie earliest possible date, even if its removal costs an 
appreciable amount of poney. * 

2. The interest of Great Britain and the West generally. 

The interest' of Great Britain and the West generally is that India sbonld be- 
prosperous and well satisfied, and- to secure this Great Britain might wdi- be- 



contented to incur some inconvenience, especially when the inconvenience Tvould not 
be peculiar to herself, but would be shared by most of the Western countries. But 
it seems more likely that the gold-standard countries would be benefited than that 
they would be inconvenienced by the introduction of a gold-currency system in India. 

The production of gold is likely to remain high for a considerable period yet. 
The ICuropean and American demand for additional gold for currency is not likely to 
be as great as before the war, since (a) people who have once become accustomed to 
paper currency do not wish to return to gold coins (e.g. California has not returned 
to the habit of using gold coins), and (6) the superstition that immense cellarfuls of 
eternally idle gold are necessary to “ back ” or “ support ” the value of paper 
currencies is, hke other superstitions, losing strength. Consequently, if the East 
takes no more gold than before, there is great danger of a further depreciation of 
gold, and, which of course is the same thing, a further rise of prices in the gold- 
standard countries. It is true that rise of prices makes things temporarily easy for 
the business man who lives by profits, but all e:^.erienoe goes to show that it tends 
towards general unrest and the spread of revolutionary and destructive ideas, that it 
ruins government finance, and should be avoided like poison by eveiy wise statesman. 

Additional demand from the East, therefore, i£ on a moderate scale, is not to be 
feared, but to be welcomed by the gold-standard countries of the West. 

3. Smallness of the amount of gold required for a gold-curreney standard. 

I see no ground for supposing that if complete liberty of exchanging all silver 
rupees and currency notes into gold coins were given at once all over India, there 
would be an enormous demand for gold coins, unless some ill-advised action had 
created distrust in the rupees and notes. 

Small cash is a necessary of civihsed life. The principal factor in determining 
how much per head of population will be required in the smaller coins is the magnitude 
of the coin or note immediately above them. In other words, the amount per head 
of silver coins in any cotmtry, where gold or notes are used for large payments, will 
be found to depend principally on the magnitude of the smallest gold coin or note. 
The silver coins in circulation in the United States amount to about 2| dollars per 
head ; in England they are about double that amount, and the explanation obviously 
is to be found in the fact that the lowest note in England, ten shillings, is much bigger 
than the lowest note in the United States, one dollar. 

The poorer the people, the larger the proportion of their total cash will be in coins 
of small value. 

Taking these facts and everything else known to me into consideration, I find it 
difficult to believe that no more than Rs. 5 per head would be required for active 
circulation, even if the smallest gold coin were the half-sovereign and the existing 
amount ol 5-rupee notes remained in circulation. If the smallest gold coin were a 
10-rupee piece, which is quite small enough for a gold coin, the amount required would 
be still larger. 

The impression that in case of the introduction of gold currency there would be a 
rush to convert silver coins into gold ones seems to be founded on a belief that a large 
proportion of the silver coin outstanding consists of hoards wMch have been saved 
and are not in very active circulation, and, further, that these hoards would to a large 
extent be brought out for conversion into gold. But, granting their existence, why 
should thepe hoards be converted ? To bring them out would be inconvenient to the 
owners owing to the risk of publicity and robbery, and nothing would be gained by it 
except some saving of space, which is really quite negligible in the case of hoards 
already made. No doubt in future those hoards, if any, which would under existing 
circumstances be made in silver coin, would tend to be made in gold coin, but there 
seems very little reason to expect any appreciable conversion of existing hoards — 
provided, of course, as I stipulated at the beginning of this section, nothing were 
done to create distrust in the silver coins. 

4. Silver rupees should continue to he urdimited legal tender. 

Few things are more likely to create distrust in the silver coins and consequently 
l^d to a wild rush for gold than an armormcement that it is intended to enact that 
after a certain date they shall cease to be unlimited legal tender. An Englishman 
knows by experience that the limitation is of no practical importance, and has no 
f^r, when he happens to have collected a hundred or even a thousand shillings that 
those coins will not buy him as much as five pounds and fifty pounds in notes or 
soverm^. But to an old Indian villager the news that he has got more silver rupees 
than his creditor need accept is likely to be most alarming. Prudence will suggest 
to him that he should at once take advantage of any possibility of converting^his 



silver into more reliable money. 'I'be proposal to limit tbe legal tenderability of silver 
rupees is most dangerous and should not be mentioned even as a remote possibility. 

In limiting the legal tenderability of the silver rupee India would only slavishly 
•copy a completely unessential and unimportant feature in the English system. Adam 
Smith suggested a limit for the English silver long before the true principle of token 
currency had been discovered, and he had nothing to say for his proposal except that 
it would prevent bankers on whom there was a run from endeavouring to gain time 
by paying in sixpences, and thus, he thought, induce them to be more careful to keep 
reserves adequate to meet a run. In 1816 Ms proposal Was adopted, and since then 
the English silver currency has given little trouble, but this has not been in the least 
due to the legal tender limit of forty shillings. It is due to the fact that the oxecntive 
■Government, apparently by accident rather than by design, never carried out the 
intention of the Act of 1816, which was to establish free coinage of silver, subject to 
-a seignorage.® The Mint was kept closed against coinage of silver for anyone except 
the Government itself, and the Government voluntarily limited the amount issued to 
what would circulate comfortably at par. Not understanding this, writers on currency 
•and authors of economic text-books used to say that the value of the silver coins was 
maintained by the limitation of their legal tenderability — as if a disability could 
increase the value of anytliing ! When this extraordinary doctrine was challenged, 
the only defence which could be thought of was to allege that the limitation prevented 
the silver currency being much increased (and therefore depreciated) by the operations 
•of false comers — as if there were the least probability of false coiners trying to pass 
nine bad half-crowns or forty-one shillings in a single payment ! Mr. Ambedkar, in 
•a book which in some respects is valuable (“ Problem of the Rupee,” p. 290) tries 
to revive the doctrine by suggesting that the limitation of legal tender prevents the 
‘Government itself from issuing too much token currency. But this is not true, since 
in transactions betAveen the post office and its customers, and in paying dockyard and 
■other weekly wages, the Government can easily pay out far more silver coins than it 
receives, and that withoiat compelling anyone to take more than 40s. at a time. 
As a matter of fact, when Goschen was Chancellor of the Exchequer and wanted “ to 
•do something for silver,” the Government did actually issue too mtich in that way, 
and was only stopped by the remonstrances of the banks, which objected to having 
their vaults crammed with silver coin which their customers had no need for. 

It must not be forgotten, too, that the wildest advocate of a limitation of legal 
tender has never gone so far as to claim that it brings about a reduction of the silver 
■currency when that is required in order to meet a diminution of demand. In a steady 
progressive state of things such a diminution is not likely to occur, and none seems 
to have been observed in Great Britain after 1816 till recently. Then it was found 
that the silver currency required a considerable reduction from the peak which it had 
reached during the Avar or the armistice period, and the Government had to withdraw 
no less than £7,000,000 from circulation and place it in reserve. 

There are, of course, plenty of examples of silver currencies with unlimited legal 
tender power existing in gold-currency standard countries. The thalers in Germany 
■after 1870 are an historical instance ; the silver dollar in the United States is still, I 
tMnk, unlimited legal tender. 

■5. Silver rupees should, lilte notes, he convertible into gold coin. 

It is true that in Great Britain the Executive has maintained the value of the 
silver currency without being compelled to do so by Statute, and that in the United 
Btates the Executive has at some periods maintained it while the Legislature was 
doing its best to destroy the gold standard, but it seems desirable as a rule that the 
obligation to keep up the value of the silver by not issuing too much and by 
withdrawals when by any accident the amount has become excessive, should be 
■definitely imposed upon Executive Governments. The best way to impose the 
•obligation is by requiring the Government to convert the silver into gold coin on 
demand, as was done in the German monetary reorganisation of 1870. 

I see no reason for supposing that India should be an exception from the rule. 

■6. Cautious and gradual hut rapid introduction of gold-currency standard. 

I submit the following as the steps by which the transition to a gold-currency 
■Standard could be made in India without any large risk at my point and at the same 
time with considerable rapidity, assuming, of course, that difficulty is not introduced 
by an attempt to combine the reform with a departure from the already established 
actual exchange market value in gold of the rupee : — 

* The provision for free coinage of silver was not struck out of the law till the Coinage Act of 1870. 
If it had remained till the time of the bimetallLc controversy, doubtless much more would have been 
heard of it. 



(a) At once open the Mint to the free coinage of gold ; the Mint to be bound to- 
give (after a reasonable interval for time in manufacturing the coin) as much gold In 
coin as it received in bullion less a small charge for cost of manufacture. 

(b) At the same time declare the new coins and equivalent old ones, if any, to be- 
legal tender (unlimited ) as rupees at the ratio fixed (e.g. if the I 5 . (3d. exchange is- 
the basis, sovereigns woiihl be legal tender for 13^ rupees and a new 2()-rnpee coin 
would contain as much gold as a sovei’eign and a half). 

(c) At the same time suspend all additional issues of silver coin, and stop alL 
additional issues of notes redeemable in silver. 

(d) Then make the notes convertible into gold coin at the option of the holder,, 
but proceed by instalments, taking first the notes of largest denomination, and 
proceeding downwards, class by class, veiy rapidly if no demand appears at each 
stage, till all the notes ars convertible into gold. 

(e) Then apply the same method to the silver rupees, taking them in instalments,, 
beginning with those of most recent date. 

There seems every reason to believe that if this method were adopted without 
much fl:ourish of trumpets, complete convert! Ijility of silver coins and notes into gold 
coin could be introduced in the course of a single year without causing any appreciable 
demand for gold. The overwhelming majority of the people would not become- 
aware that any change was going on, and those who knew about it would have no- 
reason for taking any action. The maximum possible additional demand caused by 
each successive instalment would be exactly calculable before the instalment was 
taken in, the experience with the eai'lier instalments being available. 

But though so unobtrusive and safe, the method would accomplish all that is 
required, and that very quickly, siuce India would be on a gold-currencj’- standard 
from the moment when the 1.0(J0-rupee notes gave their holders power to draw 
meltable and exportable gold. 

_ Some time after the process described above was complete, increase of population- 
might require the suspension of additional coinage of silver to be terminated. But 
to prevent any temptation to make a profit by over-issue, it might be well to provide- 
that any profits obtained by additional issue should be realised in gold, and held in 
reserve to meet the possibility of a backward fluctuation necessitating a redem-otion 
of silver coin. ^ 


7. Cost of the reform : magnitude of reserves, and their use. 

It may be asked. If (as is argued above) little or none of the existing silver and 
note currency will be converted into gold coins, how will India have a gold 
currency ? ^ ' 

The answer is that will have it in the same sense as the United States has it 
iwo years ago I travefled at my own expense in that country from Detroit to Los- 
Angeles, and then to Washington and New York, without ever touching or seeing a 

^ gold-currency standard. 

county. The fact that nobody there cayes to carry about 5-dollar and 10-dollar gold 
fS'douSs” satisfy any creditor’s claim 

Probably, indeed, private persons in India would soon be holding more gold coins 
t^n private persons in the United States. At present most hoarding is said to be in 
the form of uncoined gold, and it would certainly appear likely that gold coins each 
of which was a definite number of rupees, would be preferred to bullimi wherever no- 
question of ornament or ostentation arises. 

(^f any) against silver coins would be- 
held in gold'. It is in the cost of the exchange into gold of the silver at 

psent Md that we are to look for the cost of the reform. H the reserve is to bt 
~ ept up to Its present nominal magnitude and the silver rupees in it can only he sold 
in the ’^Id bullion market for Qd. each (instead of at the rupee value of Is. 6d ) this 
cost will amount to about £f33 millions. ‘ ^ ' 

sttvl It"- 

My a q^m&y of gold, aaliag ft a* affl at th/bTtZ 
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APPENDIX 82. 

Statement of evidence submitted by Mr. Joseph Kitchin, Manager 

and Director of the Union Corporation, Dimited, Dondon. 

I.— GOLD. 

The Relation Between the Wokld’s Demand por Gold and Its Supply. 

1. Table VII. gives the detail of the world’s production from the record of 
1915. It covers a period of 11 years during which the world has produced 
£868,600,000 of gold, of which £407,000,000, or 47 per cent., was contributed by 
the Transvaal. It is worth noting that of the £4,080,000,000, which, according 
to the records, has been produced since 1493, £2,025,000,000, or practically one- 
half, has been produced in the first quarter of the present century, as compared 
with £1,568,000,000 for the whole of the nineteenth century. In 1848-1876, 
Edward Suess has calculated, 88 per cent, of the output was derived from alluvial, 
while to-day its quota has fallen to 8 per cent., and banket — ^practically confined to 
the Rand — ^yields 50 per cent. 

2. In reading the table it must be remembered that the Rand white miners’ 
strike of January -March, 1922, reduced the output of that year by about 
£6,000,000. and so in a sense the year of lowest production since the record of 
1916 was 1921, and not that which followed it. One can therefore say that, partly 
as a result of exhaustion of mines, but also as a result of the increased cost of 
working resulting from the Great War, the yearly production fell from 
£96,400,000 to £68,000,000, or 70^ per cent, of 1915, while it has since increased 
annually until it has reached £80,000,000, or 83 per cent, of 1915. In 1924 — and 
again in 1925, by a narrow margin — ^the Transvaal improved upon its previous 
best, and Canada also achieved a record. Apart from these two, and probably 
Russia, the principal goldfields of the world were either stationary or declining, 
and there is distinct indication that, although the world’s recovery has perhaps 
not yet spent itself, any further advance, if it takes place at all, will probably be 
on a more moderate scale than in late years. 

3. The gold output for 1925-29 is assumed to vary little from the £80,000,000 
of last year, and to be between £76,000,000 and £80,000,000 in 1930. Of this 
amount the Transvaal is credited with £35,000,000, and the rest of the world with 
£40,000,000 to £45,000,000. By the year mentioned Canada may reach 
£12,000,000 and Russia £5,000,000, while £9,000,000 is taken for the United 
States. For the five years to 1929 the world’s production may be estimated at 
£395,000,000, of which 1925 has already contributed £80,000,000. There is at 
present no reason to assume any higher figure for the further period to 1935, when 
indeed it is expected to average less, and to total £360,000,000. 

4. Table VII. also shows gold consumption annually for 1915-1925. The first 
four side-headings give the demand for gold for other than monetary purposes, 
and the difference as compared with the output of the year is the amoimt assumed 
to be added to the stock of gold money in the world, excluding India, China, and 
Egypt, which are regarded as hoarding countries, except so far as they may dis- 
gorge gold. The data for these three countries are the net gold imports (or net 
exports where the minus sign is employed) corrected to the normal or mint price 
of gold, plus the gold production of the first two. The figures for industrial arts 
appty to new gold only, and are based on the incomplete returns to the Bureau of 
the United States Mint with the writer’s estimates for the gaps. 

5. Inca’s demand has varied in extraordinary degree. For some years that 
country was prevented by administrative action from absorbing the metal, and the 
high figures of recent years are doubtless due to its making up for lost time and 
also to over-stocking. In 1924-25 its q^uota leach^ a record figure, and 1925-26 
will show a sensible reduction, though it will still be high. It is assumed at 
£27,000, OOO, including its own production. In the table India’s fiscal year to 
31st March is taken because it is better to base the figures on the annual trade 
returns and also because there is a lag between output and import owing to gold 
taking one to two months in its journey from the place of birth to the place of 
virtual burial. If the calendar year were taken the figures would differ very widely 

H 2816 • M 
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from those given, though they would naturaUy show the same 

STm? and 11® SOO OmSbOoVo, ’and ’fidS 20oV (aU net 
toport 8) “for le sSrfing four years to 1925. On this ™w of tto matto India 
tool more instead of less gold in 1925 as compared with 1924, but there is at 
present a distinct falling off, which the table better renec s. • i n-s a 

6. The balance available for money was exceptionally low in 1924 as in 191 9, 

and. on the whole, there has been a distinct falling £217 WIO^OOO^ 

1911 to 1925 for three years at a time they have been £133,000,00(^ £217,000,000, 
£126,000,000, £122,000,000, and £85,000,000, the second figure being doubtless 
exceptionally raised by reason of the Wax. • £ 

7 With regard to the demand to be set against new gold production, the first 
column of Table I. shows that the requirements of the industrial arts up to the 
War continually expanded, except that they remained practically stationary 
during the 20 years to 1894, i.e., during the period of falling commodity prices. 
The amount in 1894 was £10,800,000, and thereafter it increased almost amiually 
until in 1913 it reached £27,300,000. For the 12 years since, owing to the War 
and its after-effects, it has averaged only £18,000,000, and for the last two years 
has been about £16,000,000. Judging by the 1913 figure, there is evidently 
much room for expansion, but for the five years to 1929 the writer takes it at 
£18,000,000 per annum only, while for five years further perhaps £22,000,000 
could be set down. The Indian demand has also varied with the trend of com- 
modity prices, the average of £5,900,000 per annum for the ten years to 1869 being 
more than halved during the subsequent fall in commodity prices, but thereafter 
averaging £4.800,000, £6,200,000*, £10,000,000, and £19i,200,000) for the four 
quinquennia to 1914-15. The five years to 1919-20, including 2^ years of 
restriction of imports, showed £10,200,000 per annum and the following five years, 
with free importation allowed, £20,600,000, the average for the ten years being 
£15,400,000 per anmnin. The demand for the five years to 1929-30, with Indian 
monetary conditions unchanged, might be estimated at £120,000,000, of which the 
first year will probably have given £27,000,000, leaving £23,000,000 per annum 
for the last four years of the period. The following five years might reqmre 
£110,000,000. China’s demand is fickle, but less so than in the case of silver. 
It has taken £11,500,000 in a single year (1919), but at other times disgorges gold. 
There are indications that China’s preference later on will be for gold, vmich 
would he in the natural course of events. But this tendency may not be pronounced 
in the coming 10 years, and its demand may be set down moderately at £2,000,000 
per annum for the five years to 1929, and at £3,000,000 for the following five 
years. 

8. The fiffures sueerested are as folic 


Industrial Arts (America and Europe) 

India 

China 


Total demand 
Assumed gold production 

Balance available as money 

„ „ rate per annum 

Stock of Grold Money at end of p( 
,, ,5 ,, p^r head 


5 years to 1929. 

£ 

90.000. 000 
120,000,000 

10.000. 000 

5 years to 1934. 
£ 

110,000,000 
110,000,000 
' 15,000,000 

220,000,000 

235,000,000 

395,000,000 

360,000,000 

175,000,000 

125,000,000 

35,000,000 

25,000,000 

2,275,000,000 

2,400,000,000 

272c?. 

272d. 


9. Othei: observers might vary these estimates — ^and in both directions — and 
ful fi l m ent may, and must he expected to> difier from them to a more or less 
important extent. But however th^ may be varied, they would not materially 
alter the general result — that the balance available as money in the ten years must 
be expected to ^ much below the £64,600,000 and £49,400,000 per annum of the 
two quinquennia to 1914, while the needs of the world will be much larger than 
then. ■ ® 

19' ibe past there have been fairly well-defined periods — which can natur- 

aHy be varied by a few- years, according to the taste of the observer — ^in which the 
stocfe of gold per head has alternately risen not at aU or but dowiy and! then 
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advanced with marked rapidity. Such periods with their figures are as follows, 
the compound rate of increase applying to the “ aggregate ” and not the “ per 
head ” column : — 



World’s Stock of 
Cold Money. 

Tti hpi* vfl.l 

Average 

A A 1 

Oompoimd 
rate of 

Governing 

general 

Trend of economic 


Aggregate. 

Pei- 

Head. 

XAJiUwJL VcXll* 

Increase. 

increase 
per annum. 

factors in tlie 
period of 

factors. 


£ 

d. 


£ 




1807 ... 

160,000,000 

54 









40 yrs. 

1,200,000 

0'6% 

1810-1851 

Stationary or falling. 

1847 ... 

207,000,000 

50 









21 yrs. 

15,400,000 

4-6% 

1851-1873 

Rising. 

1868 ... 

531,000,000 

109 









23 yrs. 

8,500,000 

1-4% 

1873-1895 

Stationary or falling. 

1891 ... 

733,000,000 

122 









27 yrs. 

43,900,000 

3-6% 

1895-1920 

Rising. 

1918 ... 

11,917,000,000 

254 










?30,200,000 

?l-4% 

1920- ? 

Stationary or falling. 

1934 ... 

?2, 400,000, 000 

i 

?272 







11. In the two periods 1810-1851 and 1873-1895, fallowing with a lag of a 
few years the periods of comparatively stationary gold money, London Bankers’ 
Clearings, U.K. foreign trade, U.K. incomes, and U.K. wages were stationary 
and the Bank l^te fell; while in the two periods 1851-1873 and 1895-1920, when 
gold money was rapidly increasing in amount. Bankers’ Clearings, foreign trade, 
incomes, and wages advanced swiftly and commodity prices and the interest rate 
rose markedly. Of course, the Great War and its after-efiects exaggerated the 
rise, but it would, on a more moderate scale than now appears, stil{l have been 
there, and 1920 would still have been the turning-point. That year, the writer 
believes from the evidence of the figures, commenced another period of stationary 
or falling factors the end of which carmot yet be foreseen, which would 
normally last, with a world working on the gold standard as before the War, 
until such time as the difference between the output and the demand for gold 
agfliTi permitted of a rapid increase in gold money per capita. This difference 
pfl.n be obtained only in two ways, i.e., fy increased supply or lessened demand, 
or both — ^by new gold discoveries such as those of California and Australia or 
of the Rand, or by the industrial arts, India, and China moderating their require- 
ments. All that can be said on that subj ect at present is that there is no indication 
at present of new gold discoveries of importance ; that the industrial arts as time 
goes on and with a normal world are likely to exact a greater toll, as the 
pre-War figures and rate of increase suggest; that India’s demand prior to the 
War was growing rapidly; and that China, which is passing from the copper to 
the silver stage, should in time with increasing wealth progress towards the gold 

stage, as India has done before it. , • j« • j 

12. These remarks are made largely from the pre-War pomt of view, and as 
though the War had changed nothing. Hence the importaime of the^aMcation 
“ with a world working on the gold standard as before the War. The War has 
for the time being altered the position, so that, although the return toi the previous 
form of gold standard is proceeding, only the United States, Mexico, s-^d the 
Union of South Africa have a full gold standard, and m the world generalhr— 
even in those countries— there is a tendency to centralise gold money as much as 
possible, so as to make it more effective. How far these efforts will tend^ o 
increase the influence of a proportionately reduced amount of gold money remains 

to be seen. 


Increase of Gold Needed to Keep Pace with Economic Development. 

13. Professor Gustav Cassel has argued that the gold supply is representa- 
tive of all money, and. that by comparing the increase in that supply between years 
at which commodity prices were at the same level one can arrive at the rate of 
increase necessary to meet the general economic development the world and to 
keep prices stabll In his, work on “ The Theory of Social Economy, English 
edition, 1923, he says : “ The quantity of money is not rigorously marked off in 
relation to th.e total supply of gold. On the contrary, the gold p^es frc^ 
tlio ‘uoii-iQoiietarv supply to the inouetary ^ and -bac3k. j . Tlius 
monetary supply of gold at tho tiine. affords no objective cause for deterinining the 
value of money. To trace the general level of prices to objective causes is, nr. 
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fact, only possible wiieD tiiis geDeral level is brouglit into coimection with, the total 
supply 01 gold." He tuen points out that bank-notes and bank deposits and the 
rapidity ol circulation of these and of money have to be tahen into consideration j 
t-haf. if rapidity of circulation or paying capacity in the period per unit is assumed 
to be unchanged, there are three variables, i.e., the quantity of money, the 
circulation of notes and the amount of deposits; that these va,riables are not 
entirely independent since “ the amount of the notes and deposits is commonly 
regulated, given a certain quantity of money, by the terms on which banks make 
advances ” ; that “ the determination of the general level of prices might be traced 
to two factors, i.e., the terms of bank advances and the quantity of money in 
circulation”; that ‘‘since under a gold standard the amount of money 
in circulation is . . . related to the total quantity of gold . . . 

fluctuations of the general level of prices are, if the real exchange is not altered, 
determined by the total quantity of gold and the terms of the bank advances as 
well as the effectiveness of the media of payment ”; and after showing that the 
latter are not independent variables he comes to the conclusion that ‘ ‘ the general 
level of prices is directly proportional to the total quantity of gold." (Pages 
428-430.) 

14. Consequently ‘ ‘ when we take the gold standard into consideration (we) 
cannot stop at the quantity of money, but must go on to the whole quantity of 
gold in the world,” The entire supply he takes at £490,000,000, £1,410,000,000, 
and £2,55O,O0O,OOO at the end of 1860, 1890, and 1910, respectively. He selects 
Sauerbeck’s Commodity Price Index as being the best index available of world 
conditions, since it is carried back over a very long period and England is a Free 
Trade country. The level of Sauerbeck’s Wholesale Prices of Commodities was 
the same in 1850, 1886, and 1910, and in the periods 1860-1910, as well as in 
1850-1886 and 1886-1910 there was an average fl.TnmR.] rise of 2'79 per cent, in the 
actual gold supply. “ The increase of the gold supply during that period as .i 
whole has clearly had no influence on the general level of prices, and the increase 
merely corresponds with the increase of the gold supply necessitated by the general 
economic development. (Pages 441-444.) The increase of 2’8 per cent, per 
annum we may call a noiyfial increase for the period in question and the gold 
supply at ^y particular point of time in the period, assuming a normal increase, 

which he builds up by starting with 
£490,000,000 m 1850 and buildmg forwards and backwards on a uniform R.-nTma.! 
mcrease of 2 8 ^t. As far as the changes in the general level of prices 

m the perwd 185(^1910 may be generally traced to changes in the gold supply, 
they may be asmbed entirely to the divergence of the actual gold supply from 
the normal.” (Pages 444 and 446.) & I'l" j- 

gives on page 448 a rather remaj^kable diagram showing the approxi- 
between Sa^rbeok’s priK md«t and ie “relativelnld e^^ply ” 
^ the effective ^d the normal gold supply). “ The main cause oT the 
general price level Ides in the changes of the revive gold 
quantity theory is right to the extent that the general price level, 
Sonfv ^ ^ i^uenoed bv other factors, is directly proportional to the relative 

t f PPl/of «-2 pit celt, nmlt be 

nroSi^iSi of if loss from wear, and so " an annual 

KS S ^ condition for the main- 

^ =« tbe gold supply is 

of UM*worid^am^*for evolution 

and that in consequent of changes in the^ the great central reserves, 


general level of prices.’ 


(whidb'm^ ^riaticms and annual variations 

movements, respectively) he attributf»a and trade cycle 

the changes in gdd supplies the annual oau^ of secular variations to 

s applies, tne annual variations having no connection with 
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gold supplies. Professor Cassel’s conclusions are shared by many economists 
and are in essence identical with those indicated by the writer in bis Trade 
Cycles Chart (^a recent edition of which was published in the Annual Financial 
and Commercial Eeview of “ The Times ” of February 10, 1925) and in various 
published articles. 

18. Professor Cassel’s method of arriving at the a.mma.l increase in gold sup- 
plies required to meet the general economic development of the world and to keep 
pricesi stable is undoubtedly right, but the writer considers that it could be 
applied to more appropriate figures. 

19. The Professor suggests that the quantity of gold money cannot be rigor- 
ously marked off from the total supply of gold, for gold passes from' the non-mone- 
tary to monetary uses and back again. But there is a constant absorption of new 
gold by industrial arts every year in addition to the | old gold re-used, and India’s 
absorption, with only a very few unim^rtant exceptions (£800,000 in 1878, 
£2.200,000 in 1892, and £1,800,000 in 1894), is constant, as is plainly shown in 
Table I. Prices should, accordingly, be affected not by monetary and non- 
monetary gold together but by gold money only. Professor 'Cassel might, possibly, 
have worked out his thesis on the basis of gold money only if he had known of 
continuous statistics calculated annually and covering the necessary period. Such 
exist, mainly in unpublished form, in the writer’s annual figures of the World’s 
Stock of Grold Money (excluding India, China, and Egypt), which run back to 
1839. 

20. The writer’s figures differ from other estimates in that the Stock of Gold 
Money is assumed to be added to each year by the amount of the world’s gold 
production after deducting the absorption in the industrial arts of Europe and 
America and the absorption of India, China, and Egypt. The figures do not 
allow for wear and tear. This is considered to be negligible, since Professor 
Jevons, in the middle of the nineteenth century, showed it to be 0 0457 per cent, 
per annum for oirciilating coins only, while before the War money in circulation 
was one-third of the whole. The calculations start with an assumed £200,000,000 
in 1843, and though their base is so distant in time, they have so far met the 
necessary tests very fairly. The totals at five yearly intervals are given in Table I, 
which snows how the Stock Has been built up. Other estimates, which have some- 
times varied widely in the past and which are largely of a non-continuous 
character, have been generally based on the visible stock of the moment in the 
banks and public treasuries of the principal countries, with an estimate of the 
gold in circulation. The following shows the correspondence between some of 
these estimates and those of the writer : — 



Estimate,* 

The writer. 

Difference. 

1848. ? Soetbeer 

£ 

120,000,000 

£ 

210,000,000 

+ 67% 

+ 135% 

+ 

- 7% 

1873. U.S. Mint (very incomplete) 

249,000,000 

586,000,000 

1890. Suess 

665,000,000 

720,000,000 

1894. “Wall Street Journal ” 

860,000,000 

802,000,000 

1899. U.S. Mint 

948,000,000 

958,000,000 

+ I 96 

1904. “ Wall Street Journal ” 

1,270,000,000 

1,239,000,000 

— 2% 

1910. U.S. Mint 

1,438,000,000 

1,454,000,000 

+ 1 °/ 

1913. Federal Reserve Board Bulletin ... 

1,598,000,000 

1,587,000,000 

- 

1924. U.S. Mint (incomplete) 

1,950,000,000 

2,100,000,000 

+ 3% 


21. The writer’s own attempts to check the totals by observation made on the 
same lines as those adopted in the other estimates resulted in tibe 1913 and 1924 
figures given in Table V, the 1913 amount checking within about 1 per cent. The 
figures ^er cwpita for the World’s Stock of Gold Money, shown in Table I, are 
based on the total population of the world (duly computed by the writer for the 
purpose on the basis of censuses and. estimates), including the population of Tnflia 
and China. They should, perhaps, be based on the population of the gold-money- 
.iming countries only, but this would involve too much labour, would result in 
jerks, and would be open to more errors of judgment. The figures per capita 
form an' index of the growing Stock of Gold Money after allowing for increase 
of population. 


* Ezclnding India, China and Egypt, wh^re they are specified, in order to T«airn the com- 
parison fairer. ‘ ' 
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22. Following Professor Cassel’s metliod the writer lias taken years when 
commodity prices (Sauerbeck — “ Statist ” index) were at the same level and com- 
pared them with the increasing Stock of Grold Money. These years are not quite 
the same as those selected by the Professor, but consist of two sets — 1851-1884-1907 
when the index on a three-years (centred) average was 77 on each occasion (90 
on the basis of 1913 = 100) and 1844-1880-1913 when the index similarly 
averaged, was 85 (100 on the basis of 1913 = 100). The periods covered are 56 
years in the first case, and 69 years in the second. The results fitted to the Stock 
of Gold Money curve are : — 


{Increases 'per cent, per annwm, compound^ 



1851-1884 
(33 years). 

1884-1907 
(23 years). 

1851-1907 
(56 years). 

1844-1880 
(36 years). 

1880-1913 
(33 years). 

1844-1913 
(69 years). 

Stock of Gold Money 

3-09 

3-91 

3-03 

3-29 

2-76 

3-04 

World’s population... 

0-85 

0-83 

0-85 

0-84 

0-87 

0-85 

Difference 

2-24 

2-08 

2-18 

2-45 

1-89 

2-19 


23. How far the advance in the Stock of Gold Money exceeded the growth of 
popuiatioin is indicated in the table. The Stock of Gold Money rate ot increase 
shows a certain amount of slowing downj and this is just what one would expect 
if Gold Money has increased in efficiency with time, as is no doubt the case. 
The rates given are not those of the economic development of the world, but the 
increases m Gold Money necessary to maintain that rate of development. If 
adequate statistics of world economic factors were available they would doubt- 
less show higher percentage increases than shown, and as an example the world’s 
pig-iron output (not a money factor) increased 4-59 per cent, and 4'92 per cent, 
for the two sections of the period 1851-1907 and 4-76 per cent, and 4‘23 per cent, 
for the two sections of the period 1844-1913. 


24. The attached chart is drawn on a uniform logarithmic or ratio scale so as 
to give eqjial rates of increase precisely the same slope and to enable the various 
curves to be directly compared. It gives the growing Stock of Gold Money, 
showing clearly the impetus given by the Californian and Australian discoveries 
of 1848-1851 and by the discovery of the Rand in 1886, together with the slacken- 
ing off which subsequently occurred in each case. The straight lines joining 
portions of this curve indicate that the rates of increase were different at different 


times (and it would, of course, show other differences if other portions of the 
curve were taken instead). The chart also gives the Sauerbeck — “ Statist ” index 
of Wholesale Prices of Commodities and the Bank of England Rate for Discount. 
The latter is given on a three-years moving average to partly remove the often 
violent annual variations, which are recorded in the writer’s “ Trade Cycles 
Chart.” Through the Commodity Price curve and also through that of the Bank 
Rate are drawn lines showing the Stock of Gold Money for direct comparison. 
In drawing such curves it has naturally been nece^ary to appropriately slope 
the St(^ of Gold Money curve so as to make it move about a horizontal level, 
and this has been done by drawing such lines as much above or below the hori- 
zontal base chosen as the Stock- of Gk>ld Money curve is above or below straight 
lines (shown on the chart) drawn between 1851-1884, 1884-1907 and 1907-1928 in 
the case of Commadity Prices, and between 1851-1870, 1870-1909 and 1909-1932 
m the case^of the Sank Rate, between years when Prices and the Bank Rate 
(nine years average) respectively stood at the same level, except for the current 
periods, for which a drop of 0'2 per cent, per annum on the previous rate of 
increase IS assum^ as a r^ult of the previous figures. The fit between Prices and 
gie StotJ: o(£ (Md Money is as good as could be expected, the variations shown by 
Prices from me comparison line being mainly those due to the trade cycle 
van^iom which ^e supenmposed on the fundamental movements of - trend pro- 
duced by the var^g S^k of Gold Money. In the case of the Bank Rate the fit 
is as good, and. the tr^e cycle fluctuations swing the curve almost equally from 
mde tot side of the C^Id Money line. The writer’s attempt to carry back to 1800 
S'ff Prices of CoWodities has 

continued mto the future, but in view- of the after-in^ 

SSSw « be suWect to a number -Of uncertainties, such 

especially as the doubt as to the period when “ normality ” in employment pro- 



GOt-D MOWEV. PRICES AND THE BANK RATE 



JOSEPH KtTCHIN 






APPENDIX 8.2. 


625 


ductiou, trade and commerce will be reached, and the speed and nature of the 
return to the gold standard after its abandonment during the War by every 
country except the United States of America. On the chart the stock of gold 
money has been extended from 1924 to 1930 on the basis indicated in the previous 
section of this statement, and the corresponding money lines have been extended 
through the commodity prices and Bank Bate curves from 1907 and 1909 respec- 
tively to 1930 on the method already mentioned. 

26. The first point to be noticed is the character of the stock of gold money 
curve, which rose strongly from 1849 to 1861, while between 1861 to 1918 the rate 
of increase was sensibly lessened, and from 1891 to 1918 the rise< was again 
prominent. During these periods (subject to a lag of some years) prices of 
commodities and the Bank Bate rose, fell and rose respectively as regards their 
general trend, and there is no doubt that, but for the War, the general advance in 
prices and the Bank Bate which commenced about 1896 would have lasted until 
about 1920. Since 1918 the rate of increase in the gold money stock has sensibly 
lessened as it did in the period 1861-1891 and this state of affairs seems likely 
to continue for some years to come, so that at any rate for another ten years to 
come there should (apart from the War) have been an appreciable fall in prices and 
a decline to a small extent in the average Bank Bate. Allowing for a lag in the 
operation of the influence of the stock of gold money, and assuming that the chart 
has been correctly drawn, prices should have risen (on the basis of 1913 = 100) 
from 80 to 1896 to 100 at 1920 and then should have lallen to 90 at 1930 and 85 at 
1935 ; and the Bank Bate, after rising from the neighbourhood of 3 per cent, at 
1895 to the neighbourhood of 4 per cent, at 1920, should have remained more or less 
at that level afterwards, consiidering, of course, only the matter of trend and not 
trade cycle variations. 

27. That prices will actually reach an index of 90 by 1930 is too much to ex- 
pect, as the influence of the War will not have ceased by then or probably for some 
time afterwards, but already they have dropped from the high level of 230 (gold) 
for 1919-1920 to about 140 in 1922-1923 with a recovery to 158 for 1925, while iJie 
present figure is 148. It would seem evident from a study of the chart that they 
may go a considerable way towards 90 in the next few years. Glenerally it seems 
that unless strict economy in the use of gold is exercised, the ti*end of prices must 
be downward for a long time to come. The Bank Bate should apparently 
oscillate about 4 per cent, with, if anything, a declining tendency. 

28. As previously shown. Professor Cassel applies his required annual rate 
of increase of 2-8 per cent, to the aggregate gold production, and at the Brussels 
Conference of 1920 he gave £100,000,000 as the annual gold production then 
necessary to meet the economic development of the world and maintain the 
stability of prices. The amount increases of course annually at 28 per cent, 
compound interest and the £100,000,000 needed in 1920 would become 
£132,000,000 per annum in 1930 and £174,000,000 in 1940. These figures compare 
with an annual gold production which is at present £80,000,000 per an nu m, has 
never exceeded £96,400,000, and has averaged £74,000,000 for the last eight years. 

29. Using the different figures of the present statement, and in view of the 
rate of increase in the stock of gold money having been 3’ 09 per cent, per annum in 
the period 1851-1884 and falling to 291 per cent, in 1884-1907 owing to the in- 
creasing efficiency of gold money, the rate of increase at present applicable may be 
taken at the 27 per cent, rate already suggested. In 1907, the stock of gold money 
was £1,289,000,000, and the following compares the amount at which this should 
increase to keep pace with the world’s economic development with the actual or 
anticipated stock : — 






For five year periods. 

— 

Stock required. 

Actual Stock. 

Difference. 

Increase in 
Stock 
required. 

Increase in 
Actual Stock. 

Difference. 

1910 .., 
1915 ... 
1920 ... 
1925 ... 
1930 ... 
1935 ... 

£ 

1.393.000. 000 

1.592.000. 000 

1.819.000. 000 

2.079.000. 000 

2.377.000. 000 

2.717.000. 000 

£ 

1.454.000. 000 

1.736.000. 000 

1.977.000. 000 

2.137.000. 000 
•2,305,000,000 
•2,425,000,000 

£ 

61,000,000 
- Hl 44, n 00,000 
4 158,000,000 
•4 58,000,000 
- 72,000,000 
—292,000,000 

£ 

199.000. 000 

227.000. 000 

260.000. 000 

298.000. 000 

340.000. 000 

£ 

282,000,000 

241.000. 000 

160.000. 000 
•168,000,000 
•120,000,000 

£ 

+ 83,000,000 
4- 14,000,000 
-100,000,000 
-130,000,000 
-220,000,000 


* As estimated. 
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The position speaks for itself. During the 10 years 1926-35 an average of 
£64 000 000 per flunum of addition to the gold money stock is required, and the 
estimate, based on the Indian monetary system as at present, falls short ^ ^s 
by about 55 per cent. The past five years have added an average or £32,000,000 
per annum, and the estimate for the next ten years suggests an average rather less 
Stan this. It is evident that great economy in the use of gold, both in regard to 
its use as a commodity and in respect of its use as money, is very necessarj^ Unless 
that economy is exercised we have to look forward to a prolonged period of steadily 
falling commodity prices and of a diminishing degree of prosperity and economic 
development throughout the civilised world, including India. 

30. The amount of gold required to keep pace with the economic progress of 
Great Britain cannot be sharply distinguished from that required for the world. 
What affects one will affect the other, and commodity prices are to a large extent 
world prices. 


II.— SILVEE. 

The Effect of the Price of Silver on the Production of the Metal. 

31. There are striking contrasts in the manner of occurrence and winning of 
gold and silver, which (from an economic point of view) may be summarised 
thus : — 

Gold. Silver. 


Almost always native (chemically 
free). Usually associated with sul- 
phides, &o., of other metals. 

Largely found in alluvial, in banket 
and in lodes. 


Mostly won for itself alone. 

Subject to sudden increases of output 
owing to alluvial discoveries and 
such discoveries as that of the 
Rand. 

British Empire produces 70 per cent, 
of world’s output. 

America (including Canada) produces 
30 per cent, of world’s output 

Output at its highest (1915) 196 per 
cent, above 1893. 

Output for 1925 147 per cent, above 
1893. 


Always chemically combined with 
sulphur and other elements, except 
when it occurs native in oxidised 
deposits near the surface. 

Never (practically) found in alluvial 
or in banket, and almost entirely in 
lodes and other non-alluvial ore 
bodies. 

Largely won with other metals, often 
as a bye-product. 

Not being found in alluvial, there is 
less liability to sudden increase. 
Cobalt was exceptional, and its pro- 
duction has already fallen to about 
one-third of the maximum of 1911. 

British Empire produces 15 per cent, 
of world’s output. 

America (including Canada) produces 
85 per cent, of world’s output. 

Output at its higihest (1923) 50 per 
cent, above 1893. 

Output for 1925 42 per cent, above 
1893. 


Silver being largely won in association with other metals, it becomes desirable 
O'f this enquiry to ascertain how far it is won for its own sake 
^d how far as an accessory or bye-product. Of&cial figures are obtainable only 
in repeat of the United States and Canada, which represent about 35 per cent, 
of the production, and in the case of the United States it is not possible to 
separate between silver or siW-gold ores where sHver is the more valimble metal 
^d gold-edver ores where the gold contents are the more valuable. Even were 
it possible it murt be realised that it is diflBcult to draw a dividing linpt between 
the two da^, for one shades insensibly into the other. Where silver is won 
m exjunction with b^® metals^-^pper, lead, zinc, and (in Bolivia) tin— it can 
be sharply separated because such ores are always smelted, while where sHver 
and gold aloue are won — from so-called dry siliceous ores — quartz miPa usually 
with some chenucal treatment, are almost exclusively employed, kve for 

^ smefeers.. ^ In the case of 

impor^^ as the United States and Canada 

^ ^ separation between the various classes 

cannot be cbtamed from official statistics, it has to be largely guessed 
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32. As regards the United States the proportions of silver obtained from dry 
siliceous ores and from base metal ores, according to the United States Geological 
Survey, were 27'8 per cent, and 72-2 per cent, respectively in 1900, 24-9 per cent, 
and 75'1 per cent, in 1905, 40'4 per cent, and 59*6 per cent. , in 1910, and 39'5 per 
cent, and 60 5 per cent, in 1913, while in 1924 they were 31’9 per cent, and 68'1 per 
cent. ^ But it is better to observe the quantities ra.ther than these percentages, and 
then it is found that, from 1900 to 1924, except during the years around the end 
of the war, the output from base metal ores was steady throughout at between 

41.000. 000 and 45,000,000 fine ozs. per annum, any variation in the country’s 
total production, which during that period moved between 52,000,000 and 

75.000. 000 fine ozs., being traceable to dry siliceous ores. This steadiness and 
lack of increase in the output of silver from base metal ores is the more remark- 
able because the United States production of copper, zinc, and lead has increased 
from two to four and a half times since 1900. Such a result is doubtless due 
partly to some of the more important copper mines carrying little or no silver 
and partly to the proportion of silver in the base metal ores decreasing with time. 

33. Taking the year 1924, one may venture on the following estimate of the 
origin of the world’s silver output. “ Silver ores” in the table are to be con- 
sidered as those containing either silver alone or more usually silver and gold 
ores where the silver constituent is the most important in value (i.e., ores which 
are won mainly for the sake of their silver content), “ gold ores ” are those con- 
taining gold and silver where the value of the former metal preponderates (i.e., 
ores won mainly for the sake of their gold content), and “ base metal ores ” are 
those where copper, lead, zinc, and tin or one or more of them are associated 
with silver and gold, and where the value of the base metals preponderates. 
Often, of course, silver or gold ores contain base metals, but in quantity insuffi- 
cient to justify smelting, and in such case they are treated in quartz mills for 
their content of precious metals only, and are then classed as “ silver ores ” or 
“ gold ores.” In Mexico a large proportion of the smelter production — ^the 
writer taJres it at as much as 20,000,000 ozs. — comes from material high in silver 
and low in lead or copper, and this is accordingly classed among “ silver ores ” : — 


— 

Dry siliceous OreP. 

Total 

annual 

production. 

Silver ores. 

Gold ores. 

Base metal ores. 

Mexico ... • ... 

United States 

Canada 

Central and South 

America ' 

Oceania 

Asia ... 

Europe 

Africa 

Fine ozs. 

50.000. 000 = 54% 

19.000. 000= 29% 

12.000. 000 = 60% 

6,000,000 = 21% 

1,000,000 = 9% 

Fine ozs. 

6.000. 000 = 7% 

2.000. 000 = 3% 

3.000. 000= 15% 

1.000. 000 = 9% 

1.000. 000 = 9% 

2.000. 000 = 22% 
2,000,000 = 100% 

Fine ozs. 

36.000. 000 = 39% 

44.000. 000 = 68% 

5.000. 000 = 25% 

23.000. 000 = 79% 

10.000. 000 = 91% 

9.000. 000 = 82% 

7.000. 000 = 78% 

Fine ozs. 

92.000. 000 

65.000. 000 

20.000. 000 

29.000. 000 

11.000. 000 
11,000,000 

9.000. 000 

2.000. 000 

88,000,000 = 37% 

17,000,000= 7% 

134,000,000 = 56% 

239,000,000 

The figures ai 
estimates : — 

? Anthor (1887) 
Carpenter and Oallis* 
(on 1912). 

Above (on 1924) 

re uncertain, as 

56,500,000 = 56i% 
46,000,000 = 20% 

'88,000,000 = 37% 

may be gathered 

500,000 = V/c 

35.000. 000= 15% 

17.000. 000 = 7% 

by comparison -v 

43,000,000 = 43% 

152.000. 000 = 65% 

134.000. 000 = 56% 

nth other 

1 100,000,000 

233.000. 000 

239.000. 000 


• “ Report on the World’s Production of Silver ” to the Indian Ourrency Committee of 1919. 
Ounces added. 


34. The estimate now made indicates that to the extent of about two-thirds 
of the output silver is not won for its sake alone, but either as a bye-product or 
in conjunction with gold. If a substantial faU in the price of silver were to take 
place any consequent curtailment of the output would hardly affect the base metal 
product at all, would have more but still little influence on the production from 
gold ores, and would have its chief effect on silver ores, i.e., upon 37 per cent, of the 
silver production. Even here the effect would be smaller than might at first sight 
be expected, because, in cases where the profit is sufficiently large to leave a favour- 
able balance at the lower price level, production would continue, and might even 
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be stimulated in the attempt to maintain the aggregate profit, and in cases where 
the profit was wiped out the mines would struggle to continue their production 
as long as possible. The latter remark applies to existing mines, but, of course, 
the reduction in price would tend to strongly discourage the opening up of new 
ones. It must also be remembered that mining is not subject to the usual' rules by 
reason of the glamour associated with it, so that a mine is usually not shut down 
when it becomes unprofitable to work it until necessity, in the shape of refusal 
to keep up the supply of further funds, compels cessation of operations. 

35. During the period since 1890 the output, averaged over periods of seven 
to ten years, has been steady at about OTl fine oz. per head of the world’s popula- 
tion, while from 1871 to 1917 — ^when the price of silver varied extremely — ^the 
aggregate value of the annual production moved only between 3'2c?. and 3-7d. 
per head. 


36. From 1835 to a few years before the War the curves of the production 
and the price were complementary (i.e., moved oppositely in relation to each other) 
to a remarkable degree, a steady or slightly rising output accompanying a steady 
price, whether at 65d. or 30d. per fine oz., while the great advance in production 
from 1874: to 1893 accompanied the slump from the higher level to the lower. In 
recent years (1919-1922) in the United States, with fl per fine oz. or more paid 
for domestic silver, the output of the United States was the lowest since 1910, at 
an average of 55,000,000 oz. per annum. Thus there are indications that a high 
output is consistent with a low price and a low output with a high price. In the 
years 1917-1920, when the London quotation of silver was exceptionally 
exaggerated, the output was 17^ per cent, below the level of 1910-1912, and since, 
with a lower quotation, it has advanced beyond the pre-war level. 


37. While there was a very heavy fall in price down to the 38'6<f. per fine oz. 
of 1893, the relapse after that date to 26 Od. in 1902 could be calculated to be 
hardly less severe in its effect on the margin of mining profits, but for the whole of 
this interval and for four years thereafter — ^i.e., 14 years in aJl — the world’s 
production kept remarkably steady, the annual amounts never varying more than 
9,000,000 oz. from the average of 166,000,000 oz., and showing no tendency either 
to rise or fall. During this period the important cyanide process was introduced 
(from about 1895), and generally metallurgy improved, so that the extraction of 
silver from its ores was markedly increased, which no doubt had its effect in main- 
taining the output and preventing the disappearance of mining profits. 


output of Mexico was 79,000,000 fine oz., and it fell to an 
average of 36,000,000 oz. for 1914-1917 owing to the revolutionary troubles in that 
country, which synchronised with — ^but were not due to — ^the Great War. For 
tne ten years 1912-1921, after which the annual rate recovered to 81,000,000 oz., 
® production was 546,000,000 oz., while if it had continued at 
79 000,000 oz. per annum it would have been 790,000,000 oz., so that its output was 
reduced 244,000,000 oz. in this period. That amount, added to the world’s actual 
production of 1,881,000,000 oz., would have made it 2,125,000,000 oz., or 13 per 
^nt. more, and in such case the shortage in 1918 — relieved by the United States 
Government s sales under the Pittman Act of an amount approximately equal to 
this ten years shortage--might not have been felt so acutely. It is difficult how- 
whether Mexico’s failure to contribute its share to the world’s output 
tSII ^ ^ silver, because of the conditions produced by the War. 

present remarks is to indicate that in the past the output has 
^en largely— m the aggregate and over long periods— independent of price and 
that a considerable mcrease in production may occur in spite of falling prices and 
mce verm. The point at present being considered is not the effect of supply’ (and 

different matter.^^^^’ (production), vScl is a 


39. The conclusion reached is that a reduction of price unless exfienf-ioTiflllv 
W not necessarily have any but a gradual eSect ’orp??dSn or at 

least that the effect would be considerably less than might be exp£ted if indeed bv 
standards applied to other commodities. This idea is o 

w'tb Tif ^ abov^chief among which are that silver is mainly won in asiciation 
with other metals; that ordinarily the production increflis wi+t, * 

sarily as the result of new discoveries Se tha^SS TbLi J w 

as the result of improved metallurgy ; that the past hl^not indi^aS that^rfamn^ 
price necessarily reduces production; and that there i<» in nni ^ ^ 

amount of inertia or lag in movements from the nature of t^e cai,^ considerable 
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The Relation between the Demand for and the Supply of Silyer. 

40. It may be generally said that estimates forecasting the future of silver 
are usually unduly optimistic, owing more to overrating the probable demand than 
to understating the probable production. As examples the following may be given. 
The first is extracted from an article by Mr. Moreton Frewen in “ The iTineteenth 
Century ” for February 1919, quoting figures stated to have been supplied by the 
Director of the United States Mint to Governor Boyd with the phraseology there 
used; and the second is from “ The Mineral Industry ” for 1918, quoted by 
Professors Carpenter and Cullis in their “ Report on the World’s Production of 
Silver ” to the Indian Currency Committee of 1919, but there attributed to a 
different source : — 

A 30 years’ forecast for silver, 1918-48. 

AnnuetZ demand. Silver at 5s. per oz. 

Net silver to liquidate India’s annual balance of 

trade (£70,000,000 or Rs. 2 per capita) after Oz. 

defraying her home charges 250,000,000 

For China, Hongkong, Malaysia and the Phil- 

lipines 50,000,000 

World’s silversmiths’ demand on pre-War scale 120,000,000 
For subsidiary currencies, Europe and America 70,000,000 

New silver for the currency requirements of the 
Nigerias, West Africa, German and British 

East Africa 100,000,000 

For the reimbursement of the Bland dollars 

(Pittman Act) for, say, eight years 50,000,000 

Total demand ... ... ... ... 640,000,000 350,000,000 

Present world production from the mines; esti- 
mate of Director of the Mint for 1916-17 . . . 157,000,000 

World’s deficit, say ... 483,000,000 

41. Table II attached with the complementary Tables III and IV sliow the 
actual supply and demand over a long period of time in quinquennial and thirty- 
year periods. The figures from the discovery of America in 1493 down to 1834 
(their division under the various heads being guessed) are inserted in an attempt 
at completeness. Table III shows how persistently India has absorbed silver, and 
with more regularity than in the case of gold. The preference for gold has become 
pronounced in the last 30 years, and the proportions (in value) of 70 per cent, of 
silver and 30 per cent, of gold in the 60 years to 1894 changed to 45 per cent, and 
55 per cent, respectively in the period which has since elapsed. Nevertheless, the 
absorption of silver in the three successive periods of 30 years each to 1894 was 
493,000,000 oz., 783,000,000 oz. and 1,930,000,000 oz. The rate of increase seems 
at first sight to have been affected by the reduction in price. This is no doubt 
true as regards private imports, but including Government purchases for coinag/’ 
the prices annually from 1900 and 1917 moved largely according to the size of the 
Indian importation, the years of heaviest absorption being usually those of highest 
price, and vice versa. Indeed, in the 11 years of Government purchases the annual 
average price varied between 24‘7<f. and 40'9<f. per standard ounce, while during 
the 7 years when private imports alone took place, the annual average price moved 
only between 2Z-7d. and ^Zd . — a “difference due to the Government’s considered 
practice of only buying when requirements could be clearly foreseen. 

42. Private and Government net imports of silver since a year after the clos- 
ing of the mints have been : — • 



Private. 

Government. 

Total. 

5 years to 1899-00 

„ 1904-05 

„ 1909-10 

„ 1914-15 

„ 1919-30 

„ 1924r-25 

Fine ozs. 
128,000,000 

155.000. 000 

230.000. 000 

201.000. 000 
27,000,000 

357,000,000 

Fine ozs. 

109.000. 000 

172.000. 000 
81,000,000 

467.000. 000 
3,000,000 

Fine ozs. 
128,000,000 

264.000. 000 

402.000. 000 

282.000. 000 

494.000. 000 

360.000. 000 


1,098,000,000 

832,000,000 

1,930,000,000 

Annual averages . 

10 years to 1904-05 

1914r-15 

,, 1924—35 ••• 

28.300.000 

43.100.000 

38.400.000 1 

10.900.000 

35.300.000 
47,000,000 

39.200.000 

68.400.000 

85.400.000 


* N 2 


Mineral 

Industry, 

1918. 

Oz. 

150,000,000 

40.000. 000 

75.000. 000 

60.000. 000 


25,000,000 
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The private import figures have of course been severely affected in the last ten 
years — ^first by the prohibition of silver imports in September 1917, and then by 
the removal of import restrictions and abolition of the import duty in 
February 1920. During the last 5-year period an average of 71,000,000 oz. per 
annum was imported privately, but this was exceptional as it immediately followed 
two and a half years of prohibition of imports and the cancellation of the import 
duty. In view of this and the earlier figures it would seem that, assuming Indian 
conditions remain unchanged, the average private demand may Y'^ell be 

50.000. 000 oz. rising to 70,000,000 oz. per annum, to which the requirements for 
coinage, doubtless on a reduced scale as compared with the average of the last 
20 years and requiring say 30,000,000 oz., must be added. 

43. China’s demand is more difficult to estimate, though smaller figures come 
into question. Its absorption according to the published Customs figures given in 
Table IV (which are probably much below the mark for reasons referred to in the 
footnote to that table) varies exceedingly, and it has taken as much as 113,000,000 
fine oz. in a year — the abnormal year 1920. Taking the seven quinquennia cover- 
ing the period 1890-1924 the quantity figures as judged by the London price are : — 

31.000. 000 fine oz., 57,000,000 oz., then an out turn of 28,000,000 oz. followed by 
another of 75,000,000 oz'. and for the last three quinquennia net imports of 

123.000. 000 oz., 13,000,000 oz., and 311,000,000 oz. On the figures it disgorged 
silver in 1890-1891, 1901-1908, and 1914-1917, absorbing it in the remaining years. 
The total for the 35 years was 432,000,000 oz., or an average of 12,400,000 oz. per 
anmun. For the 15 years to 1924 it was 447,000,000 oz. or an average of 
29,800,000 oz., while excluding the 5 years to 1919 it rises to 43,400,000 oz per 
ann'om. It would seem that China’s absorptive power is growing — though as the 
trade returns show an adverse balance every year on merchandise it is difficult to 
judge — and the demand for the next 10 years is likely to average anything between 

30.000. 000 and 50,000,000 oz. per annum, though as in the past the absorption 
may well be less — or more. 

The industri^ arts before the war, as in the case of gold, took an increas- 
mg amount of silver, in addition to old silver re-utilised. Every five years from 
1875 to 1^914 there was an appreciable increase, but since the war there has been a 
marked decline, which is probably only temporary. The more recent figures for 
apprSSatT^ estimated as follows, but for the last 10 years especially are very 




United States, 

Rest of 'World 
(excluding India 
and China). 

Total. 

5 years to 1904 

» 1909 ;;; 

„ 1914 

„ 1919 

3924 

Fine ozs. 
75,000,000 
101,000,000 
120,000,000 

114.000. 000 

132.000. 000 

Fine ozs. 
180,000,000 

209.000. 000 

240.000. 000 

136.000. 000 

113.000. 000 

Fine ozs. 

255.000. 000 

310.000. 000 

360.000. 000 

250.000. 000 

245.000. 000 


before the War took about a third of the total and its demand, 

^Se^ll 300 oS? growing, the highest figure so far reached 

Deing 31,300,000 oz. in 1922. The rest of the world has considerablv abated its 

needs and ite recoveiw wiU be slower. The industrial absorption durinft^^^^ 

10 years will probably be 60,000,000 to 80,000,000 oz. annu&ly. ^ 

to e^imate^for the^fimrAa coin^e for rest of the world are very difficult 

judgii* by p^-Wax standar/s /aSd” OOo’’^^ 

whil hafSnpntlv^^ and Mexico, the latter of 

annum-shS&^wIgST^^^^ 

but in rprpTit ^ j ' t , Atrica has absorbed large amounts, 

average of 15 OOn^fMW f t ^ t" P^^ China may take an 

average ot 15,000,000 oz., though the amount on occasion may easily be morl 
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46. The production of silver in the next ten years — given no surprises with 
effects similar to the Cobalt discoveries or the Mexican revolution — ^may perhaps 
be gauged from the trend of recent years, and may be set down at: — 


Mexico 

United States 

Central and South America 

Canada 

Australia ... 

Kest of the World 


1925 Output. 
Fine oz. 


Possible 1935 Output. 
Fine oz. 


89.000. 000 

66 . 000 . 000 

27.000. 000 

20 . 000 . 000 
11,000,000 
27,000,000 


105,000,000 

75,000,000 

30.000. 000 to 40,000,000 

20.000. 000 to 30,000,000 

5,000,000 to 10,000,000 

25.000. 000 to 40,000,000 


Total annual production 


240,000,000 260,000,000 to 300,000,000 


The consumption already suggested is : — 

10 years, 1926-1935. 
Fine oz. 


Industrial arts 
India : 

Private imports 
Coinage (average) 
China 
Coinage : 

Europe 

America 

Africa 

Rest of Asia 


60.000. 000 to 80,000,000 

50.000. 000 to 70,000,000 

30.000. 000 

30.000. 000 to 50,000,000 

25.000. 000 to 35,000,000 

15.000. 000 

5,000,000 

15,000,000 


Total expected annual consumption 230,000,000 to 300,000,000 


47. Probably the demand will on the whole be a growing one, and something 
near the lower of the limits mentioned may be held to apply at the beginning of the 
period and something near the higher at the end of it. 

48. Thus the position at the beginning and end of the period may be viewed 

1936. 

Fine oz. 


1926. 
Fine oz. 


Production 

Consumption 


240,000,000 280,000,000 

240,000,000 280,000,000 


Over- or under-production 


Nil. 


Nil. 


The demand must in the event be equal to the supply, and the price of silver 
will be adjusted to make it so. 


The Effect on the Pkice of Silver of Realising 20 Crores of 

Rupees Annually. 


49 The proposal to sell 68,700,000 fine oz. annually for ten years necessarily 
involves a discontinuance of the use of new silver for Indian coinaga The 
amofiint therefore is in effect about 100,000,000 fine oz. yearly. 


50. In the previous section the writer has assumed the probable annual out- 
put of silver for the next 10 years, with Indian conditions unchanged, at an aver- 
age of about 265,000,000 oz., and has also ventured the opinion that to a large 
extent the output is independent of price, as for the most part silver is 
with other metals. Postulating a material reduction m price the expected output 
might be reduced by 35,000,000 oz. to 230,000,000 oz. per annum, but the sale 
of the 68 700 000 oz. would in effect add that amount to the production, raising 
it to say 300,000,000 oz. yearly. Demand ^d supply would be equal, and 
cheaper silver would stimulate the consumption of China and ^e industri^ 
arts, while it would hardly affect coinage in tne rest of the world. It would 
probably also stimulate the private demand of India, imless the degrading of 
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the rupee caused a lack of faith in silver. The position might change as follows, 
taking annual averages for the ten years : — 


— 

From 

1 

To 

1 

Increase. 

India : Private im^jorts 

China 

Industrial Arts 

Fine oz. 
60,000,000 

40.000. 000 

70.000. 000 

Fine oz, 
80,000,000 
55,000,000 
100,000,000 

33% 

38% 

43% 

Demand 

India Coinage 

Coinage of rest of the World 

170,000,000 

30.000. 000 

65.000. 000 

235,000,000 

Nil. 

65,000,000 

38% 

Nil. 


265,000,000 

300,000,000 

13% 


Thus supplies would be increased by 13 per cent., but in order to absorb them 
those who have the choice of buyii^ would (unless silver were to cease to be a 
marketable commodity) be compelled to increase their takings by an average of 
38 per cent. This would mean a profound change in the position, and it coiild not 
be elected suddenly and must take time. The more quickly it were applied the 
^ wilder would be the variations in the price of silver and the effect on production. 

51. In a previous section of this statement attention has been called to the fact 
that the fall in the price of silver following its virtual demonetisation in Germany 
in 1871 and the closing of the Indian mints in 1893 did not prevent a very large 
increa^ in the production taking place, and that the curves of the production and 
the price were complementary (i.e., moved oppositely in relation to each other) lo 
a remarkable degree. This, of course, suggests that if the curves were entirely 
complementary, the aggregate value of the annual production would remain at 
the same level. How far this is the case is indicated in Table II., which ^ows 
that it varied little in the 20 years before the War. As a matter of fact, from 
1894 to 1911 the amiual values of the output only moved between £17,700,000 and 
£25,100,000, a variation of not more than 18 per cent, from the mean, the values 
slightly increasing with time. This phenomenon is altogether contrary to 
experience in regard to other metal commodities, as is shown in the following 
table. The period covered is the 20 years 1893-1913, split in the middle and 
three-year (centred) averages are used in order to cancel to some extent the dis- 
torting effect of trade cycle movements. Index numbers are placed below each 
figure : — 




1894. 

1903. 

1912. 


Output. 

Price. 

1 

Value, 

Output. 

I 

Price. 

Value. 

Output. 

Price, 

Value. 

Copper ... 

Long tons. 
320,000,000 
100 

£46-1 

100 

£14,800,000 

100 

Long tons. 
587,000,000 
183 

£58-2 

126 

£34,100,000 

231 

Long tons. 
946,000,000 
295 

£69-0 

150 

£65,300,0u0 

442 

Tin 

72,000 

ICO 

£72-2 

100 

£5,200,000 

100 

95,000 

132 

£126-0 

174 

£12,000,000 

230 

1 

118,000 

164 

£186-0 

258 

£22,000,000 

423 

Zinc 

386,000,000 

100 

£15-8 

100 

£6,100,000 

100 

571,000,000 

148 

£20-6 

130 

£11,800,000 

193 

945,000,000 

245 

£24*7 

156 

£23,300.000 

382 

Lead ... 

619,000,000 

100 

£10-2 

IQO 

£6,300,000 

100 

905,000,000 

146 

£11-6 

114 

£10,500,000 

167 

1^66,000,000 

189 

£16-8 

165 

£19,600,000 

312 

Silver ... 

Fine oz. 
166,000,000 
100 

Fine. 
34- Id. 
100 

£23,600,000 

100 

Fine oz. 
165,000,000 
99 

Fine. 
27 -Id. 
80 

£18,600,000 

79 

Fine oz. 
222,000,000 
134 1 

Fine. 
28 •9d. 
85 

£26,800,000 

114 


World’s I 
popnlatiou I 


1,472,000,000 

100 


1,573,000,000 

107 


1,717,000,000 

117 


gro^h the base metals was advanced in relation to the 

™ popmation, the less was the rate of advance in price though that ad- 
vanTO was nevertheless substantial; and the value of the production^ rose enor- 

t ' became an increasing n^sitrof 

1 • ® ^ ^ extent a luxury commodity whose value^ 
considering the metal as being a form of wealth, may Lily be deLoyed. eW 



if one discounts the silver figures of the 1893-1903 period, in view of the effect of 
the closing of the Indian mints to private coinage, the fact remains that ten years 
after that closing — for it took a long time for the demand to readjust itself to the 
shock — the value of the production had not risen as in the case of base metals, or 
indeed risen at all, though it increased afterwards till the War. 

53. The figures of the years 1914-1922 are utterly unrepresentative of normal 
conditions, but it happens that the fairly well-defined trend of the production 
value between 1902 and 1913, subject to trade cycle fluctuations, was represented 
by a rising straight line, which, if extended through the War and after- War 
period, would pass through the £33,000,000 to £34,500,000 (gold) values of 1923, 
1924, and 1925, and would show a value of £38,000,000 at 1930 and of £41,000,000 
at 1935. With a production of, say, 260,000,000 oz. in 1930 and of 280,000,000 oz. 
in 1935, these values would mean prices of 35d’. per fine oz. at both 1930 and 1935, 
given that Indian conditions remained unchanged. According to the first table 
above, Indian private importers, China, and the industrial arts, if Indian con- 
ditions remained unchanged, would have been expected to pay 35d. per fine oz. 
for 170,000,000 oz., or £24,800,000 per annum, and if it is assumed they were 
willing to pay that sum for the 235,000,000 oz. they would be asked to take (i.e., 
that the price were merely proportionately reduced), it would mean a price of 
25‘3£?. per fine oz. or 23-4c?. per standard oz. 

54. This assumes that the rising trend of the value of the production con- 
tinued uninterruptedly through the War and after-War years, or could be picked 
up at its normal point now. One has, however, to rememher — 

(1) That, as shown in the “ Gold ” section of this statement, the 
trend of commodity prices and economic factors generally should, quite 
apart from the War and the changes it has brought about, have continued 
until 1920, and then have turned downward or flattened. 

(2) The effect on the silver price of events comparable to the sug- 
gested policy, such as the virtual demonetisation of silver by Germany in 
1871 and the closing of the Indian mints to private coinage in 1893. 

(3) The very demoralising consequences to the market of having this 
additional silver hanging over it for ten years. 

(4) The possibility that the people of India would lose faith in silver 
as a result of the degradation of the rupee, and consequently decrease . 
instead of increase the private imports. 

(5) That much would dej)end not merely on the Government’s action 
as regards silver, but also on its policy as regards gold. If that were in 
the direction of introducing a gold currency, it would largely augment the 
already excessive demand for a metal that threatens to be increasingly short 
supply, and the prolonged fall in prices generally which from other con- 
siderations has been assumed would be considerably accentuated. This 
would, of course, have its effect on the price of silver. 

In view of these considerations it would be bold to expect an average price 
of 24dl. per standard ounce to be secured. 



Table I, — Oonsumptiok oe the World’s Gold Supply, and World’s Stock of Gold Money. 

(/n millions of pounds sterling at 84/1 per fine ounce?) 

{^Proportion of current output consumed as additional figures under first five headings?) 
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Tablk II. — Consumption of the World’s Silver Supply. 

(J?i millions of fine ounces.) 

{Proportion of current output consumed as additional figures under first five headings.) 
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Takc-b III.— Isdia’s Absobjptiom OB bU.V»B ANU IJrOLD. 

(/« mtUions of pounds sterling.) {Rupees converted at average exchange for each year.) 
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Table IV.— China’s Absorption of Silver and Gold. 

{In miUions of pounds sterling^ converted at average exchange for each year.) 
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Table V. — Distribution oe World’s Total Gold Production. 


royal commission on INDIAN CTIRKENCY AND FINANCE . 




Table VII.— Gold Pboddction. 

{In millions of pounds at 84/1 1:| per fine ounce.) 
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APPENDIX 83. 

Supplementary statement submitted by Mr. Joseph Kitchin of the 
Union Corporation, Limited, London, on “Redundancy in the 
United States Stock of Gold Money.” 

This matter may be looked at in three ways : — 

(1) Prom 1873, when the United States adopted the gold sitandard and had 
only £22,000,000 of gold money, to 1887, when its stock reached £134:, 000,000, 
tJie country was evidently collecting its necessary stock of gold. During the first 
six years of this period its currency was a,t a disooimt. From 1887 to 1895 
commodity prices which commenced to fall in 1873, reached their lowest point, 
and the stock fell to £104,000,000. From 1895 to 1913, during which period the 
world’s stock of gold money was advancing rapidly and commodity prices were 
rising strongly, gold money in the United States increased every year (except in 
1909) until it reached £392,000,000. From the end of 1914 to the end of 1924, 
owing largely to the effect of the War, its stock increased from £371,000,000 to 
£935,000,000, and in 1925 the tide turned, reducing the figure to £907,000,000. 
At the 1895-1913 rate of increase it would now be £584,000,000 or £323,000,000 
less. From 12’6 per cent, of the world’s stock of gold money at the end of 1895, 
the United States proportion increased to 24-7 per cent, at the end of 1913. It 
was 22-4 per cent, at the end of 1914, 34 per cent, at the end of 1918, 28-8 per cent, 
at the end of 1919, and 44'5 per cent, at the end of 1924, and is now 42-4 per cent. 
At the 1895-1913 rate it would now be 27 4 per cent., the difference of 15 per cent, 
on the World’s stock of £2,137,000,000 at the end of 1925 being the before- 
mentioned £323,000,000. This way of looking at matters tends to exaggerate the 
final figure, because it assumes a simple or fixed annual increase, while economic 
progress should advance at a compound rate requiring a rising increase in absolute 
amount per annum. 

(2) The increase in the holding of gold money shown by the World and the 
United States in the 18 years to 1913 and the 12 years to 1925 respectively have 
been: — 



World. 

United States. 

i 

1895-1913 : 

Increase in Stock of Gold Money 

Oompotind rate of increase per 
annum. 

1913-1925 ; 

Increase in Stock of Gold Money 

Oomponnd rate of increase per 
annum. 

£827,000,000 to £1,588,000,000 
or 1-92 times. 

3-7% 

£I 04,000,000 to £392,000,000 
or 3 '77 times. 

7-6% 

£1,588,000,000 to £2,137,000,000 
or 1'35 times. 

2-5% 

£392,000,000 to £907,000,000 
or 2*32 times. 

7*25% 


During the 18 years before the War the United States increased its stock at twice 
the rate of the world, and this is understandable in view of the rapid increase 
of wealth in the country. From 1914, owing to the operation of the Federal 
Eeserve Dank system, it should have needed proportionately less gold, while, on 
the other hand, its late entry into the War increased its requirements relatively 
to the rest of the world. In the period 1913-1925 the world’s stock increased at a 
lowOT rate than in 1895-1913 (94 per cent, of the addition to the stock going to the 
United States), and if consequently the United States had needed to increase its 
sto(^ at say 5 per cent, per a nnum instead of the 7‘6 per cent.' of the previous 18 
years, this would have meant a stock of £704,000,000 at the end of 1925, or 
£203,000,000 less than the actual figure. 


The FedCTal Re^rve Danks are required to hold 40 pet cent, of gold on 
lawful money against their notes and 36 per cent, of gold a gfl.iuat their deposits, 
o? mi average on present figures of about 38 per cent. Normally, it would hold a 
iugp^ pTOpOTtion, probably in excess of 50 per cent. Defore the W^ar central 
note-isBiung banks in gold standard countries normally held gold reserves to the 
assent 'Of about. 60 per cent, of their combined notes and deposits, and this test 
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can be applied to the Federal Reserve system. Figures showing the recent gold 
monetary position in the United States are as follows : — 

U.S. Treasury Statement. 


(In millions of dollars.) 



1 Jan., 
1923. 

i 

1 Jan , 
1924. 

1 Jan., 
1925. 

1 Jan., 
1926. 

1 March, 
1926. 

Gold coin and bullion held in Treasury for F.R. 

2,235 

2,220 

1,987 

! 1,649 

1 

1,653 

Banks and Agents. 

Gold coin and bullion outside Treasury held by 

220 

278 

255 

290 

312 

F.R. Banks and Agents. 






Gold certificates (covered 100% in gold in Treasury) 
held by F.R. Banks and Agents. 

405 

395 

538 

‘ 598 1 

■ 

621 


2,860 

2,893 

2,780 

2,537 

2,586 

Gold certificates (covered 100% in gold in Treasury) 

303 

582 

971 

1,114 

1,076 

in circulation. 




Gold coin and bullion in circulation 

429 

415 

458 

424 

422 

Other gold held in Treasury against U.S. Notes, etc. 

341 

357 

338 

333 

1 

361 

Total stock of gold coin and bullion in the 

3,933 

4,247 

4,547 

4,408 

4,445 

United States. 

Total stock of money (including silver) in circula- 

4,733 

4,951 

4,993 

5,008 

4,814 

tion in the United States. 






Total stock of money (including silver) in circula- 
tion in the United States, per capita. 

1 

42-81 

44-22 

44-03 

43-62 

41-84 


Federal Reserve Board Statement. 



3 Jan., 
1923. 

1 

2 Jan., 
1924. 

31 Dec., 
1924. 

30 Dec., 
1925. 

7 April, 
1926. 

F.R. Notes in actual circulation , 

Total deposits of Reserve Banks 

2,411 

2,025 

-2,245 

2,051 

1,862 

2,311 

1,835 

2,357 

1,653 

2,278 

Total F.R. Notes in circulation and deposits ... 

4,436 

4,296 

4,193 

4,192 

3,931 

Total F.R. Gold Reserves 

Proportion of Gold Reserves to combined Notes 
and Deposits. 

3,049 

67-4% 

3,084 

71-8% 

1 

2,937 

70-4% 

2,704 

64-5% 

! 

2,783 

70-8% 

The following rearrangement of these figures may be added, 
the probable redundancy : — 

(In millions of dollars.) 

with a 

note of 

— 

End 

1922. 

End 

T923. 

End 

1924. 

End 

1925. 

March, 

1926. 

Total F.R. Notes in cironlation and deposits 

4,436 

•4,296 

4,173 

4,192 

3,931 

Gold Reserves required at 50% 

Actual Gold reserves 

2,218 

3,049 

2,148 

3,084 

2,086 

2,937 

2,096 

2,704 

1,965 

2,783 

Difference — apparent redundancy 

831 

936 

851 

608 

818 
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BOTAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 

If gold certificates in circulation (the amount of which around 1920-1922 was 
only $200,000,000) had been represented by F.R. Notes instead, the following 
figures would hare resulted: — 

(In millions of dollars.) 


— 

End 

1933. 

i 

End 

1923. 

End 

1924. 

End 

1925. 

March < 
1926. 

Total F.R. Notes in circulation and deposits 

4,436 

4,296 

4,173 

4,192 

3,931 

If the Gold Certificates in circulation had been 
substituted by F.R. Notes. 

303 

582 

971 

1,114 

1,076 

The total of F.R. Notes in circulation would 
have been. 

4,739 

4,878 

5,144 

5,306 

5,007 

Gold reserves required at 50% ••• 

3,369 

2,439 

2,572 

2,653 

2,503 

The actual gold reserves would have been (adding 
the figures for gold certificates in circulation to 
the actual F.R. gold reserves as above). 

3,352 

3,666 

3,908 

3,818 

.3,859 

Difference — ^apparent plus dormant redunda ncy 

983 

1,227 

1,336 

1,165 

1,356 

Redundancy made dormant by putting gold certifi- 
cates in circulation. 

152 

291 

485 

557 

538 

Level of wholesale prices of commodities in the 
United States (average of four indices). 

157 

152 

- 158 

157 

?151 


This statement shows the efforts made in the United States to keep prices 
stable by the circulation of gold certificates covered by 100 per cent, of gold rather 
than Federal Reserve notes. Since the end of 1922 the aggregate of notes and gold 
certificates in oiroulation has remained comparatvely stable at $2,700,000,000 to 
$2,900,000,000, but the circulation of Federal Reserve notes has declined from 
$2,411,000,000 to $1,653,000,000, while that of gold certificates has been markedly 
augmented from $303,000,000 to $1,076,000,000, so that the difference between 
them has dropped from $2,108,000,000 at the end of 1922 to $891,000,000 at the 
end of 1924 and to $577,000,000 on the latest figures. This clearly ^oiws that the 
authorities are attempting to make the redundant gold as ineffective as possible 
as r^ards influencing prices. Applying the 50 per cent, gold reserve ratio before 
mentioned to the combined notes and deposits of the Reserve Banks, the amount 
of redundancy of gold in the Reserve Banks — called “ apparent redundancy ” 
in the table above — is shown since 1922 to be from £125,000,000 to £192,000,000. 
But the total (apparent and dormant) redundancy would have been higher if it 
were not for the putting of gold certificates into circulation for in that case it 
is shown that it would have been from £202,000,000 to £279,000,000. It is, of 
>’Ourse, to be expected that if the present policy of the Reserve Board were to be 
reversed the gold certificates would come back from circulation very slowly. 

On the whole it may be said that while the United States has added 
£515,000,000 to its stock of gold money in the twelve years to 1925, only some 
£280,000,000 of that amount is now redundant owing to the economic progress 
made by the country, while by the monetary policy adopted £110,000,000 of this 
£280,000,000 has b^n rendered dormant, and only £170,000,000 is actually 
redundant at present. The flow of gold into the United States has stopped, and 
the total stock of gold money shows on the whole a declining tendency. 

In a separate statement the writer has estimated that the world’s stock of 
gold money will be £2,425,000,000 at the end of 1935. This, with the figures in 
the fii^ table above and the assumption that the United States’ stock will be the 
same in 1936 as in 1925, yields the following (the percentages are compound rates 
of increase per annum for the intervals) ^ — 


End of 

United States. 

Rest of World, 


World, 

1895 ... 

£ 

£ 


'•£ . ' 

104,000,000 

. 723,000,000 ■ 


827,000,000 

1913 ... 

7-6% 

-2-85% 


3-7% 

392,000,000 

7-35% V 

1,196,000,000 

0*25%- 1 


1,588,000,000 

-2*5-%:.^ 

1925 ... 

907,000,000 U’9% 

1,230,000,000 

'1*1% 

2,137,000,000 ■ -- U'95%; 

1935 ... 

Nil. J 

907,000,000 

2-15% 

1,518,000,000 


. ::.i*25%-j 

2,425,000,000 . .. 
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The assumption that the United States’ total will remain the same in 1935 as in 
1925 is based on the idea that it will take 10 years to remove the present 
redundancy, and the figures arrived at seem reasonable. They show the United 
States, owing to its superior rate of economic progress, taking gold at twice the 
world rate both in 1895-1913 and in 1913-1935 — in the latter period at a much 
decreased rate, thus accommodating itself to the slower rate of increase in the 
world totals — and they show the rest of the world, after taking hardly any gold 
on balance for 1913-1925, readjusting itself thereafter by relieving the United 
States of its surplus (or rather by taking the whole of the world’s new gold produc- 
tion available for monetary purposes), and at a not excessive rate if allowance is 
made for the necessity of making up for the set-back caused by the War on the one 
hand and the impoverishment due to the War on the other. 

It has already been suggested that the apparent redundancy of gold in the 
United States under the system of price stabilisation adopted is £170,000,000, or 
£280,000,000 if one includes the hidden redundancy due to circulation of gold 
certificates in place of notes. This would mean that, of a stock of £907,000,000 
at the end of 1925, £630,000,000 was normally required which was raised to 
£740,000,000 by the expedient of circulating gold certificates. From £740,000,000 
at the end of 1925 to £907,000,000 still at the end of 1935 is an increase of 2‘05 


per cent, per annum and from £630,000,000 to £907,000,000 is an increase of 
3-7 per cent, per aTmiim An average of these rates — say 2‘5 per cent., taking twice 
the World’s increase for the period as before— would raise £630,000,000 at the 
end of 1925 to £835,000,000 at the end of 1935, leaving £70,000,000 to represent 
the apparent and dormant redundancy, from which, to arrive at the apparent 
redundancy as shown by Federal Eeserve Board figures, must be deducted half the 
amount of gold certificates then in circulation. The raising of the £630,000,000 to 
£907,000,000 at 2-5 per cent, per annum — i.e., to allow fully for both apparent 
and dormant redundancy on the assumption that all the gold certificates will be 
taken out of circulation, an unlikely event would take until 1940. If the present 
figure of the circulation of gold certificates remains unchanged for an indefinite 
I>eriod it would take until 1934 to raise the £740,000,000 to £907,000,000 at 2 5 per 
cent, per annum. Taking such a rate as 2'5 per cent, allows for the fall in com- 
modity prices which the writer expects to take place. 

The policy of the Reserve Board will apparently be to maintain and increase 
the circulation of gold certificates so long as there is any apparent redundancy, 
and as that disappears (as judged by Federal Reserve figures), to reduce their 
circulation until more normal figures are reached. How far this process will go 
on depends upon the policy adopted. The United States may also continue to loose 
gold — it lost £21,000,000 in the fourteen months to the end of February last — 
and this would expedite the elimination of the redimdancy. If the Federal Beserve 
Board’s ratio of gold reserves to liabilities is permanently kept above 60 per cent., 
t.bia would also reduce the redundancy. It therefore s^ms that the redundancy 
should disappear somewhere between 1930 and 1940, with a strong probability of 
its v anishing well within 10 years from the present time. , 


* World’s 
End of I stock of 
I gold money 

Millions 
of pounds. ( 

187.^J 586 

1874 594 

1875 601 

1876 610 

lJs77 621 

1878 634 

1879 639 

1880 643 

1881 649 

1882 653 

1883 657 

1884 662 

1885 670 

1886 681 

1887 690 

1888 701 

1889 710 

1890 720 

1891 733 


+ Proportion 
in United 
States. 

Millions Pe 

of pounds, cei 

22t 3' 

24t 4 

I8f 3 

20t 3 

27f 4 

36t 5 

62 9 

82 12 

100 15 

99 15 

107 16 

108 16 

115 17 

121 17 

134 19 

134 19 

131 18 

133 18 

129 17 


End of 

* World’s 
stock of 
gold money 

t Proportion 
in United 
States. 

1892 

Millions 
of pounds. 

7,53 1 

Millions 
of pounds. 
120 

Per 

cent. 

15-9 

1893 

774 

122 

15*8 

1894 

801 

111 

13-8 

1895 

827 

104 

12-6 

1896 

852 

. 121 

14-2 

1897 

882 

131 

14-9 

1898 

921 

171 

18*6 

1899 

957 

185 

19-3 

1900 

989 

204 

20-6 

1901 

1,022 

216 

21-1 

■1902 

1,056 

230 

21-8 

1903 

1,093 

245 

22'4 

1904 

1,136 

250 

,22-0 

1905 

. 1,196 

265 

22-2 

1906 

1,209 

300, 

24*2 

1907 

1,286 

332 

25*8 

1908 

1,354 

341 

25-2 

1909 

1,409 

337 • 

23-9 

1910 

1,454 

352 

24-2 


•World’s 
Snd of stock of 
, goldmoney 


Millions | 
of pounds. I 

1911 1,497 

1912 1,.537 

1913 1,588 

1914 1,656 

1915 1,736 

1916 1,804 

1917 1,852 

1918 1,917 

1919 1,930 

1920 1,977 

1921 2,031 

1922 2,052 

1923 2,089 

•1924 2.100 

1925 2,137 


1930 i ? 2,305 


1935 ? 2,425 


tProporfcion 
in TJmted 
States. 


I Millions I Per 
I of pounds. I ' oeni 


* The writer’s computation, excluding India, China and Egypt. t From 11.8. Mint Reports. J At June 30. 
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APPENDIX 84. 

lietter dated the 30th March 1926, from the Manager, Chartered 

Bank of India, Australia and China, on behalf of the British 

Exchange Banks. 

We beg to acknowledge receipt of your letter of the 9th instant, with enclosures 
as specified, and beg to say that Mr. Charles Nicoll, General Manager of the National 
Bank of India, Limited, will be pleased to attend at the India Office at 10.30 'a.m. on 
the 14th proximo, as representing the British Exchange Banks', and give evidence 
within the scope as outlined here'under. 

The questionnaires submitted have been perused with interest, and as they cover 
a very extended field, we elect to confine ourselves to the following heads : — 

1. Qold currency. — We are not in favour of the immediate introduction of a gold 
currency into India. 

2. A gold standard . — We are in favour of a gold standard, i.e. that it is put on 
the Statute Book that the Government is bound to buy gold at a rate to be fixed upon 
(this will depend on the basis at which the rupee is fixed) and . to sell gold for export 
(or the equivalent in gold funds) at a rate to be arrived at as above. We emphasise 
the Government because we are of opinion that for the present there is no other 
authority to whom those duties could legitimately be delegated. 

3. Council Bills. — Only to be sold to the actual extent of Government published 
Budget requirements, and should be put up for public tender in India and London. 
The sale of council bills may be undertaken by the Imperial Bank as Agents of the 
Government. 

4. Currency. — No additional currency should be issued that is not covered by the 
actual tender of gold coin or bullion in India and/or in London earmarked for 
shipment to India. 

5. Currency Notes. — ^In our opinion all currency notes should remain Government 
of India notes and the management of the issue remain in the hands of the 
Government. 

6. Bupees. — The legal tender of rupees not to be disturbed. 

7. Stdbilisation of the Bupee. — We consider the stabilisation of the rupee is 
desirable, and that the time has arrived when it is practicable. The present position 
is unsatisfactory, owing to the uncertainty, which reacts adversely on trade. 

As to the basis, we are of opinion that the advantages attending the adoption of 
the rate of Is. 6d., which has been the working rate for some time past, outweigh the 
disadvantages, and consequently we see no objection to stabilising on the basis of 
Is. 6t2., in preference to the old basis of Is. 4(i. 

We do not think that fixing the rupee at, say Is. 6d., once it is accepted as an 
accomplished fact, will afEect the demand for gold in India to any appreciable extent. 

8. Gold reserves. — ^In our opinion, the fact must not be lost sight of that there is 
an important section of the Indian community who have at heart the wish for a gold 
currency, and although the more moderate of this line of thought recognise that the 
present time is not opportune, still the idea exists, and as time goes on it may gather 
force sufficient to call for the Indian Government giving the matter serious attention. 
It is with this end in view, therefore, that we advocate a policy which will increase 
the gold reserves, so that when the day comes (it may be ten or more years hence) 
India’s gold position will have been steadily improving all the time, which wiU enable 
her to tackle the problem when it does come up again upon a surer basis. 

Also, it will give a meas'ure of comfort 'to 'the gold currency section to see that 
something is being done. 

NOTE. — -The following is a list of the British Exchange Banks party to the 
above : — 

The Chartered Bank of India, Australia, and China. 

The National Bank of India, Limited. 

The Hong Kong and Shanghai Banking Corporation. . 

The Mercantile Bank of India, Limited. [-j 

Ucyd’s Bank, Limited, Eastern Department. 

The P. and O. Banking Corporation, Limited. 

The Eastern Limited. 
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Statement of evidence submitted by Sir Stanley Reed, K.B.E., 
Director of the Bombay Electric Supply and Tramways Company, 
Limited. 

(1) llift time is ripe for a solution of the problems of Indian currency and exchange 
by measures for the stabilisation of the rupee. 

(2) 'rhe rupee should be stabilised on a gold standard. 

The ratio at which this stabilisation, should be effected must be considered in 
relation to the history of the Indian currency. The ratio suggested by the Herschell 
Committee in 1893 was 1/?. 4d. The ratio proposed by the Fowler Committee in 1898 
and adopted by the Government of India was Is. 4d. That ratio was the established 
legal Standard of money payments from 1898 until the disturbances caused by the war ; 
when these adjusted themselves the Indian exchange fell to approximately Is. 4d. 

The established legal standard of money payments should only be disturbed under 
stress of overwhelming necessity. Round it an immense volume of contractual 
obligations has been built up. No evidence has been produced showing that any 
supreme need for the alteration of this standard has arisen, or that any insurmountable 
difficulty exists to prevent its restoration. Whilst no special sanctity establishes to a 
ratio as a ratio, the standard for money payments should be, and usually is, regarded 
as less open to repeal or modification than perhaps any other legislative act. 

On this general principle, that the established legal standard of money payments 
should not be disturbed, no departure from the goal of Indian currency policy, from 
1893 until the financial disturbances of the war, is warranted, except on proof of 
overwhelming necessity or evidence that it cannot be maintained. 

(4) The gold exchange standard practised before the war should be abandoned 
for a definite gold standard, aiming at the ultimate establishment of a gold currency, 
if when that stage is reached opinion in India demands it. 

The Gold Standard Reserve should be located in India and held chiefly in gold. 

(5) The note issue is efficiently managed by the Government of India through 
the present agency. That system should not lightly be disturbed. I^ for any special 
reason it is desired to bring the note issue more directly under control in India, then 
it should be vested in the Imperial Bank of India, as an entirely separate department 
of the Bank, and under conditions which wiU not admit of any considerable departure 
from present practice. 

Notes of small value, such as the one-rupee note, have many advantages. They are 
popular ; they form a line of defence against any manipulation of the silver market 
in face of a demand for the coining of rupees. They should, therefore, be retained, if 
only on a limited scale, so that people may be habituated to their use. 

(7) The remittance operations of the Government of India should be conducted 
by the Imperial Bank of India, through the purchase of sterling in India, and limited 
to meeting the Home charges of the Government of India. 

(9) Any silver required by the Government of India should be purchased by open 
tender in Bombay. 


APPENDIX 86. 

Statement of evidence submitted by Mr. George E. Roberts, ITioe- 
President, National City Bank of New York, and formerly Director- 
of the United States Mint. 

1. The bankers of the -United States, myself included, are interested in the work of 
this Commission as preparatory to the re-establishment of the gold standard in India 
on a definite and-.peymanent basis. We believe that this is highly desirable from the 
standpoint of the pepple- of India and as a part of the general movement for the 
re-establishment of the gold standard throughout the w(n:ld as the basis of trade and 
financial relations. I need not dwell upon the bpn^ffits to be gained by aU Countries 
from the restoration -.qf a common standard of value — the experiences of the last 
12 years have afford.ed . ample demonstration of .the evils resulting fyom unstable 
currencies smd excbanges. In tbe United States it ba&,hap-pened. that we. have had 
no difficulty in. maintaining our currency at par witb gold;, .but we have .seen that the 
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full advantages of the gold standard cannot be enjoyed by one country alone. We 
have found that even our internal prices and the prosperity of all our industries were 
affected by the loss of a stable relationship between our monetary system and the 
systems of other countries. 

2. We are interested, therefore, in the reconstruction of the universal gold system as 
something generally desirable ; but, since this means demands for gold from many 
(iountries, we are interested also that these demands shall not interfere one with 
another or seriously affect credit conditions in the countries which are expected to 
supply gold. I am old enough to remember that 30 or 40 years ago there was much 
talk about a “ scramble ” for gold and of falling prices commonly attributed to a 
scarcity of gold. That situation was changed by a great increase in gold production. 
Through the development of the South African and other goldfields the banking 
reserves of the world were replenished, and from about 1897 world prices were rising 
nntil the outbreak of the war, after which the inflation of credit became the dominant 
factor. The rise of mining costs then had a tendency to curtail gold production, 
particularly in countries like the United States, where gold had to be sold at the 
mint price as before the war, and the world’s output declined from a value of about 
£96,400,000 sterling in 1915 to about £69,300,000 in 1919 and £65,500,000 in 1922, 
the low figure of the latter year being due in part to a miners’ striJfce in the Transvaal. 
Since then the Transvaal has been quite successful in reducing costs and has completely 
regained its pre-war rate of production, but other important fields, particularly in the 
United States and Australia, have not been so successful. In 1924 the world’s output 
was about £80,000,000 sterling, and that of 1925 was perhaps slightly higher. The 
world’s production therefore has recovered about one-half of the decline occasioned by 
the war, but is about £ 15,000,000 below the production of 1915. I am inclined to the 
opinion that the prospective supply of new gold is large enough to permit the general 
re-establishment of the gold standard without serious disturbance to prices, provided 
possible economies in its use are effected, and the new stocks wanted are acquired 
without too much disturbance of existing stocks already in use as the basis of credit. 
These, however, are necessary qualifications, and it is especially important that the 
new demands shall be satisfied from current production. 

3. The way caused an enormous expansion of credit and a great displacement of 
gold stocks. The gold reserves of the banks of issue and Government conversion 
funds have been increased from approximately 5^ billions of dollars, or roughly 
£1,100,000,000 sterling, to approximately £1,900,000,000, or a little above 70 per 
cent. This is an increase somewhat greater than the rise of the general price level 
as it stands to-day, but the banks are carrying unusual amotmts of Government 
paper as compared with pre-war days. It must be considered also that the increase 
in gold reserves has been by no means all from the mines, but largely by the 
accumulation of coin that had been in circulation. Moreover, this increase in the gold 
, reserves means that larger additions to the reserves will be required in the future to 

maintain a percentage increase corresponding to the growth of trade. Thus a 2 per 
cent, annual increase upon £1,000,000,000 of reserves would call for £20,000,000 
of new gold, while a 2 per cent, increase upon £2,000,000,000 of reserves will require 
£40,000,000 of new gold. I am not saying that a 2 per cent, annual increase 
is required, but I am pointing out that if the price level is to be maintained at 
approximately 50 per cent, above the pre-war level, larger gold reserves will be 
required in the future and economy in the use of gold wiU be necessary. If there 
should be an expansion _ of business over the world and at the same time a general 
replacement of gold coin into circulation, the gold reserves probably would not be 
sufl&cient to supply the amount of credit necessary to maintain the present price level. 
In my opinion it would be a mistake at this time to afford facilities anywhere for gold 
to be absorbed into circulation. 

4. The distribution of gold stocks at this time is very uneven. As a result of war 
and revolution the great reserves of Russia (which aggregated about £160,000,000) 
have been scattered. The reserves of the Austro-Hungarian Sank (which were about 
£50,000,000 sterling) were much reduced during the war, and what was left finally 
distributed to the succession States. The reserves of the German Reichsbank were 
greatly reduced following the war, but within the past year have been restored to 
approximately their pre-w^ strength. This does not, however, fully restore the pre- 
war monetary and credit situation, as before the war a large amount of gold coin was 
in circulation which must now be replaced by Reichsbank notes, thus increasing the 
charge on the gold reserves. Since 1913, excepting Belgium, France; and Portugal, 
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the gold reserves of Western Europe have been largely increased. This is true 
.also of the reserves of Switzerland, but those of the other countries of Central, 
Eastern and South-eastern Europe have been reduced. Those of Italy have, been 
reduced by more than 20 per cent. . 

o. Gold is the most liquid form of capital, the form most suitable for use as the basis 
•of commercial credits ; and it is evident, from the high bank rates now prevailing 
throughout Ceutral and Eastern Europe, that credit is very scarce throughout that 
region. Gold is needed in all those countries to permit credit expansion, to lower 
.interest charges, and to stimulate a revival of trade and industry. 

6. About a year ago the Bank of England resumed gold payments, accompanied by 
the Netherlands Bank, and this action was hailed as possibly inaugurating a general 
return to the gold basis throughout Europe. The results have been , in some degree 
disappointing, although not wholly so, Poland attempted to establish her currency on 
a gold basis and obtained a loan in America, but the conditions were too unfavourable, 
and tlie new currency has suffered a heavy depreciation. Belgium has sought to do 
the same, but has not been able as yet to carry out her plans, and her currency has 
relapsed. She will need a substantial foreign loan to achieve success. The currency 
•of France has suffered further depreciation during the year. She does not need 
to increase her gold ■ reserves at home, but she will need credits outside which 
will be a charge upon the reserves of the countries granting them. The Chervonetz 
•currency of Russia, issued by the State Bank on a gold basis, and said to , be 
independent of the Government finances, is now reported as suffering depreciation. 
If and when Russia comes back into the world of business (as it is to be hoped she 
will without long delay) she will need important help from outside in the establishment 
of a stable currency. 

7. The Bank of England has lost approximately £9,600,000 since the I'esuinption of 
gold payments, and the management feels it prudent at this time to maintain a 
•discount rate which is somewhat above the ordinary rate in pre-war times, and to 
that extent must be regarded a burden upon the industries of the country at a time 
when they are needing to have all conditions as favourable as possible. 

8. The Bank of the Netherlands, which resumed gold payments coincldently with 
the Bank of England, also has lost gold during the year to the extent of about 
£5,000,000. Switzerland, which is on a free gold basis, has lost about £1,500,000 
•during the past year. Sweden, also on a gold basis, has lost a small amount of' the 
metal during the year. 

9. On the other hand, Hungary has successfully re-established a new currency on a 
gold basis by the aid of a foreign loan, and Czecho-Slovakia, with similar assistance, 
has established a national Bank of issue with every prospect of being able to maintain 
her currency on the gold basis. Germany, by means of the Dawes plan loan and 
•extensive borrowing by industrial and municipal corporations, has increased the gold 
■stock of the Reichsbank by about £43,000,000, of which £17,000,000 was acquired 
in 1925. 

10. The United States lost about f 134,000,000 during the year 1925. 

11. It is evident that the movements of gold during 1925, and down to this time, have 
■been on the whole away from the chief financial centres and to what may be called 
the outlying countries. India took about £43,000,000 sterling during the calendar 
year 1925, which, however, refers to net imports and not to gJiin in banJdng reserves. 
Australia and New Zealand reserves increased £13,000,000 sterling; Java gained 
nbout £4,000,000, Canada £3,600,000, Poland £1,200,000, and numerous countries 
such as Italy, Hungary, Roumania, Yugo-Slavia, Bulgaria, Austria and Belgium gained 
amall amounts. 

12. This movement away from the chief financial centres is nothing to complain of. 
It is ail right and illustrates the part which they play in. the ultimate and inevitable 
distribution, but also illustrates the general interest in having the centres kept strong 
to meet the demands from all quarters. 

W^hatever loans are required for the rehabilitation of monetary system.s naturally 
must be made in the countries which have surplus capital for investment abroad, and 
banking reserves must exist there to meet the demands which such loans make. 

14. There are only three countries at the present time which are in a position to 
participate to any considerable extent in foreign loans. They are Great Britain, 
Holland, and the United States. 
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15. Great Britain by reason of past experience and relationships, is the natural leader 
in international linancinfi;, particularly in hehalf of any of her Dominions, excepting 
possibly Canada. 1 have already referi-ed to the position and^ present discount rate 
of the Bank of England. I would jiot even suggest the possibility of Great Britain’s 
again suspending gold payments, for I do not think the world can afford to have that 
occur. It would be a world-wide calamity. The Bank of England must maintain gold 
payments at any cost, as the centre and mainstay of the movement to accomplish 
wmrld-wide resumption, but a discount rate which is a restriction upon British 
commerce would greatly hamper the Bank in its co-operation to that general purpose. 

16. Holland is able to co-operate, and always has shown a disposition to do so, but 
cannot act alone upon large undertakings. 

17. The United States has gained the greater part of the increase in gold reserves 
since 1913, the net increase in the holdings of the Treasury and banks having been 
nearly $2,500,000,000 (£500,000,000) or about 60 per cent, of the world’s increase. 
It has been a common assumption that the United States has a great surplus of gold, 
and even was in danger of being smothered by it or compelled by the natural processes 
of inflation to give up a large part of it. However, the United States is a big country 
and has large digestive capacity. It is a mistake to suppose that the United States 
has any considerable excess of gold reserves at this time. At the present price level 
and with the present volume of credit outstanding, the reserves of the United 
States are no greater than the financial authorities of the country deem reasonable,, 
conservative and desirable. 

18. In .] uly 1914 the gold holdings of the Treasury and banks equalled about 7 per 
cent, of the aggregate amount of credit currency in circulation together with the net 
individual deposits of the banks. At this time they do not exceed 8 per cent. 
A similar calculation for Great Britain shows a net reserve of about 6*5 per cent. The- 
percentage is higher in the United States than in Great Britain, but, in our opinion, 
there are sound reasons why this should be. The United States is of great territorial 
expanse and no such concentration of banking control exists there as in Great Britain. 
It has a great number of small banking institutions which look to the reserve banks- 
for support. The country has had several unpleasant experiences in the past with 
general bank panics, the one in 1907 causing an almost complete suspension of cash 
payments throughout the country. This was before the establishment of the 
reserve system, but individual bank failures have been not infrequent in the last- 
five years. 

19 . The resei-ves are divid ed among 12 reserve institutions. The reserve percentages, 
of the reserve banks are high, but they are calculated upon the liabilities of the 
reserve banks alone, and these banks do not participate in the general banking' 
business of the country. It must be considered that these reserves are practically 
the only reserves for the entire banking system. 

20. ^ Moreover, it has to be considered 'that the central reserve system is comparatively 
new with us, and in view of the small participation of the reserve banks in the total 
banking business it is .not altogether certain to what extent they ■will be able to- 
coiitrol the banking situation. 

21. In 'view of the unsettled conditions in world trade and finance still existing, we 
■do not feel that present reserves in the United States are escessive. 

22. 1 have &us gone over the general situation preparatory to expressing my opinion 
of the proposal for establishing the fuU gold standard system in India, as outlined in 
the plan which has been handed to me by your Chairman. Whatever opinions I 
express are based upon this plan and the estimates which are made therein. I do not 
feel that I have sufficient knowledge of conditions in. India to express an independent 
Gp^on npon the amount of gold requii-ed or of the amount of silver which wiU have- 
to be taken from the public and disposed of. 

23. Accepting the estimate that £103,000,000 sterling of gold will bereq'uired over' 

^ ^^ports of past years which have been absorbed for ornaments' 

and other private proses, and that approximately £50,000,000 of this wiU be 
required witmn the first yeaiy I am of the opinion that the plan will subject the- 
financiai world to a_ stmn which ought to be avoided, and I see no reason why it 
may not be folded. It appears that after supplying the demand for the arts and 
the amount which went to the outlying or non-lending countries, none of the new* 
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^old production of last year was available to swell tbe reserves of the lending 
countries. In fact, we know that these countries all suffered losses from their reserves 
in the past year. Evidently a special cull for £50,000,000 sterling, or approximately 
$250,000,000, could not be met without being drawn almost wholly from their reserves, 
which would necessitate drawing in their resoui'ces and curtailing credit both at home 
and abroad. 

2i. Gold obtained by means of a loan will not necessarily come from the country or 
countries in which the loan is placed or in the same proportions. 'Phe 'movements of 
gold are determined by many conditions. If, for instance, a loan was placed in the 
United States, it might be advantageous to use the credit there to briy gold in London 
or elsewhere ; or if the gold was originally taken from the United States the effects 
there rpight cause Americans to withdraw capital £rom other countries. Lhe financial 
world is so closely related that wherever the loan is placed or the gold obtained the 
effects will be felt in all countries. 

25. It would be very unfortunate at this time to have a forced contraction of credit 
anywhere. It would increase interest rates : but this would not be the worst of it, 
because the very purpose of increasing rates would be to force a curtailment of 
applications for capital. It would tend to increase unemployment and to lower the- 
general price level ; and, while there are good reasons for regretting the great rise of 
prices occasioned by the war, and the injustice and hardship thus inflicted upon 
many people, it is too late to remedy all that now. The high price level has been 
maintained so long, and such a vast body of indebtedness has been created upon 
that basis, that to force adjustment to a lower level would repeat all those evils 
with the added danger of protracted industrial depression and widespread social 
■disturbance. 

26. India necessarily has a common interest with other countries in the maintenance 
•of general prosperity. She is a large exporter of products, mainly raw materials of 
industry, the prices of which are affected by the general state of industry over the 
world. 'I'he experience of the last five years has been that in any general decline of' 
prices, raw materials and agricultural products have fallen faster and farther than' 
manufactured goods. I know that this has been the case in the United States, and 
my information is that it has been true in India and elsewhere. It may be accepted 
3 .S a general rule, resulting from the fact that the manufacturing industries are highly 
■organised and resist wage and price reductions while the rural populations are unable 
to do so. 

■ 27. I do not believe that a gold circulation is essential to the maintenance of the gold 
standard in India with all the benefits that go with it anywhere.^ The essential thing 
is that the currency in circulation, and which the people receive in payment for wages 
a,nd products, shall have a stable relation to gold and be readily convertible into gold 
for all the foreign payments they wish to make. 

28. The fact is that in all the advanced countries the trend is away from the use of 
.gold as a common medium of exchange, aixd even away from paper money- for 
payments of any size, to the use of bank checks. For pocket change, wages, and 
retail trade, a token currency answers every purpose. Gold is too valuable for use 
in hand-to-hand payments, to be kept in the pockets or hoarded by millions of people 
dn any country. It is a waste of capital to use it in that -way. It is a backward 
xather than a forward step to provide for gold corns in circulation. 

29. I do not believe that the countries of Europe ever will go back to the common use 
•of coins. In the United States the use of gold coins continued for many years in the 
Pacific Coast States, because gold was one of the products of those States, the people 
■wer.e accustomed to handlmg the coins, and were reluctant to change their habits. Since 
ithe war, however, gold has gone generally out of circulation even there, and a. gold 
•coin has become a rarity in any part of the United, States. More and more . our 
people are making their payments through the banks. 

30. I am aware that with the mass of the pople of India payments are too small for 
4he use of checks, but I should think that this would be true also as to gold coins. 

31. I hesitate to express my opinion about nlatters with which 1 have^ so little- 
personal knowledge as conditions in India. I know that it is a country in which 
■changes in long-established customs take place slowly, but I am profounmy 
impressed that no country is in a position to effect so rapid a betterment m social 
conditions as India might aocCmplish by the development eff a mcdern baukmg 
•system. If the capital held unproductively in that country could be gathered 
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together and invested for the development of industry, the wealth of India would 
rapidly increase: the incomes of all the people would increase, and tho country 
would enter upon a new ei*a oE general prosperity. 

32. T do not assume for a moment that 1 am advancing an idea that is new in India. 
On the contrary, I have been moved to say what I have by knowledge of the fact that 
the Imperial Bank of India now has 100 branches in operation. I hope the results 
will afford encouragement for opening many more, and that the seiwices they will 
render will gradually bring about a change through which the wealth that they win 
by their constantly accruing trade balances, instead of being buried in idle hands, 
inav be used to provide them with a more abundant supply of the comforts of life. 

33. The growth of banking facilities seems to me the hppef ul line of development for 
India, and to properly take precedence over an increase of facilities for the widespread 
distribution of gold coin. 

34. I would not suggest that the interests of India be sacrificed in any way for the 
benefit of the rest of the world, but I am impressed that in the present situation the 
problem of restoring the world to the gold basis is dependent for success largely upon 
India, and I am sure that success will serve the interests of India as well as those of 
the other countries. 

The Redemption and Sale o£ Silver. 

35. I now come to the part of the plan which deals with the disposition of about 
200 crores of rupees, or approximately 687 million fine ounces of silver, for the double 
purpose (as I understand) of eliminating rupees which it is thought will be redundant, 
as a circulating medium under the new system and of obtaining gold for the reserves. 
This will be regarded in the United States and aU silver-producing countries as a 
very disturbing proposal. 

38, The silver question has been a very live question in the United States for a long 
time : for many years it was an acute political question. This was not due entirely 
or even mainly to the fact that silver-mining was an important industry in the 
country, but largely to the fact that the monetary system had been, nominally at least, 
bimetallic from the foundation of the Government, and that popular opinion inclined 
to the view that the demonetisation of silver tended to lower tlie general price level,, 
and to operate to the disadvantage of a debtor country and the debtor class generally. 

37. All political parties for a time were more or less commilced to the view that 
bimetallism should be maintained, and both of the leading parties participated in the 
legislation under which approximately 40U,000,000 ounces of silver were purchased 
by the Treasury, from 1878 to 1893, and coined into dollar pieces of unlimited legal 
tender on Government account. Those purchases have seemed to us to aggregate- 
a large amount, but it does not sound so large in comparison with this proposal for 
India to sell 687 million ounces. 

38. This silver-purchase policy was for the purpose of maintaining the value of 
silver bullion with the view to the re-establishment of full bimetallism. 

39. The increasing production of gold answered the principal argument on behalf 
of bimetallism, pd gradually the subject ceased to be a political issue. However, 
people are tenacious of political doctrines to which they have adhered, and with many 
of our people there has remained a strong sentimental interest in silver to this day. 

40. As evidence of this I would point to what is known as the Pittman Act, passed 
in 1918, under which several hundred million silver dollars held in the Treasury were 
authorised to be melted and sold to the British Government or to our own importers,, 
as a means - of making remittances to India at a time when exchange was very 
difficult to obtain. The object for which that silver was purchased and those dollar 
pieces^ had been coined had been long since abandoned. The coins represented an 
unavailable asset in the Ireasury which, from the point of view of Government, 
finance alone, naturally would have been disposed of, but the “ spell ” of the old 
purpose, together with the appeals of the mining industry, which urged that sales 
would demoralise the industry, were sufficiently strong to secure tho incorporation into- 
the Pittman Act of a provision requiring that all of the bullion resulting from the 
melting of these coins §ho«ld be repurchased in the event of silver’s fgHing to |1 per- 
ounce, and recoined into dollar pieces. All of it has been now repurchased. 

41. I think this background of silver history is necessary in order to imderstand just 
Ilow a coBsiderabls sectioii of th.8 American people will react . to tliis proposition to 
ecll 685,000,000 ounces of Indian silver coins with, a view to completing the- 
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dBrnonetisatioii of silver in. India. It will be regarded as tbe finisbiug act in the 
demonetisation of silver in the country which has afforded the greatest market for it 
in the past. 

4:2. It goes without saying that the silver-producing industry will hear of this 
proposal with dismay. The total production of silver in the world is now at the rate 
of about 240,000,000 fine ounces per year, of which India has been accustomed to 
take about one-third, and in the last three years has taken close to 100,000,000 ounces 
per year. Of the world’s production the United States contributes about one-fourth, 
the figures tor the last two years being about 65,000,0u0 ounces each, and the United 
States, Canada, and Mexico contribute approximately 73 per cent. 

43. What is to be done with an annual production of 240,000,000 ounces of silver 
when the country which has been taking 100,000,000 ounces of it drops out as a 
buyer, and becomes a seller on a large scale ? 

44. I think this question expresses what the natural reaction will be, although I am 
not clear that the situation would be quite so bad as it indicates, for I suppose that 
the demand for silver for ornaments would continue upon some scale, and that 
eventually there would be some use of silver for subsidiary coins. It would seem 
probable, however, that confidence in silver as a store of value, and respect for 
it as one of the precious metals, would be more or less shaken, and that private 
purchases would be affected thereby. 

45. At best the proposition is certain to be regarded by the mining industry with 
very great alarm, and, if approved by this Commission, to have a very serious effect 
upon the value of investments aggregating hundreds of millions of dollars. 

46. Even if sales by India abroad be left out of the account, and these 687,000,000 ozs. 
should be simply held to be gradually absorbed by home consumption, it is difi&cult 
to see how the current production could be disposed of outside of India. China is 
the next largest purchaser, but a heavy fall in the value of silver would work serious 
derangement in both the internal and external trade of that country. 

47. The purchases of silver by Governments for Coinage purposes always have 
represented the principal consumption, but they would not be increased in any 
important degree by a lower price. 

48. It should be noted that there has been a pronounced tendency amongst 
Governments in recent years to lower the fineness of their silver coins for the purpose of 
cheapening the cost. Thus the British Government has lowered the fineness of its silver 
coins to 50 per cent. It seems quite probable that this practice will extend farther. In 
other cases nickel has been substituted for silver as in the case of some of the coins 
of France. These developments discourage the hope that the demand for coinage 
purposes will increase. 

49. The cost of the silver used for table-ware and ornamental purposes is subordinate 
to the labour factor in the cost of manufacture, so that while a lowering of the price 
of the metal might stimulate such use in some degree, price reductions to consumers 
would not be proportionate to reductions in the price of silver bullion. 

50. When the production of smy commodity is in excess of the demand there can 
be no relief until the price falls to the point where diminishing production and 
increasing consumption bring supply and demand into equilibrium. It looks in this 
case as though the adjustment would have to be mainly on the side of supply. 

51. The statement of the plan makes an estimate that the price obtained may be 

expected to be not Jess than 24d. per standard ounce. The market price in Uondon 
this week for spot silver has ranged from 29^^^. to 29fa!. I do not know that silver 
for sale in India for export would bring more than in London. This would 
contemplate a fall of about 6<i. as the result of the announcement of the plan and 
the actual sales. It seems to me that this is a small decline to expect under the 
circumstances. The first big break in silver occurred in the early seventies of the 
last century, when Germany and several other countries were demonetising it as 
standard money. Germany sold in all about 85,000,000 fine oimces from 1873 to 
1879 and obtained 59-^ed: in the first year and 50d. in the last, a drop of in- 

the six years. It may be added that the German Government got better than the 
lowest prices in these years : the lowest price recorded on the London market in that- 
jSeriod was 46fd. in 1876, which was a drop of 13d. in three years. . 

52. The next decline in silver occurred in the 12-year period following 1890. About' 
the latter year agitation began for closing the Indian Mints to free coinage. The’ 

Q 
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nrice for silver in 1890 was and the lowest 47-|d., a , difference of 

Slv Id In 1892 the high was 43|d. and the low 37id. ; in 1893 when the Mints 
were closk the hi<rh was 38|d. and the low 30d. ; in 1894 the high was 31|d. and 
Te lw Trd 7L 1897 the high was 27f|d., and the low 23|d. : arid in 1902 the high 
■ was 26^V^. and the low 21Hd. Thus in' three years the pnce fell Irani 54d to 27d., 
exactly one-half, and before it stopped falling it got under 22d. which vvas 2d. below 
' the price named as the minimum to be realised on the sales under this plan. 

53 There was no talk of selling silver out of India at that time ; simply a fear that 
the importations might be reduced. As a matter of fact the net importations of silver 
into India since 1893 have been larger on the average than before that year, but 
instead of the coinage being free or on private accoimt it has been on Government 


account. 

54 I would also call attention to the fact that this great decline in the price of silver 
<lid not cause anv falling off in production. The world’s production of sUver in 1892 
was 153,000.000“ounce8, and it has not been so low as that in any year since. 

55. Silver sold below 24d. not only in the years I have named, but in 1905, 1909, 
1910, *1911, 1914, and 1915; in all, 10 years out of the last 25.. I am unable, 
therefore, to accept the opinion that 24d. is a price that will leduce production to the 
•point where supply and demand will find an equilibrium with India no longer a 
purchaser in the markets. 

56. Unquestionably the lower prices of silver which have prevailed since 1890, 
excepting in a few years of war disturbance, have closed many silver mines, but 
others have continued to operate at a profit. Mining and treatment costs have been 
reduced in the last 30 years ; rich mines have continued to produce, and new ones 
have been discovered ; but. one of the chief reasons for the increased production of 
silver, despite the lower prices, is that. a. large part of the production is now in 
conjunction with the production of other metals ; in fact, silver is largely a by-product 
of mining operations in which copper, lead, and zinc are the chief products and bear 
the larger jjart of the expense. 

57. The report of the Director of the Mint of the United States for the fiscal year 
ended 30th June 1925 (page 33) contains a table ftn-nished by the Bureau of Mines, 
which gives the source of the silver production of the United States in the calendar 
year 1924. It accounts for over 04,000,000 tine ounces, of which 23,000,000 were 
recovered from copper ores, 20,500,000 from lead ores, and 20,000,000 from what are 
called dry and siliceous ores, being those from which nothing is recovered but silver. 
A small amount of silver is obtained also in conjunction with gold'. 

58. According, to these figures less than one-third of the silver output of the United 
States in that year was obtained from mining operations in which the chief product 
was silver. The same is largely true of silver production in Mexico and other 
countries. 

59. it is evident that silver production from this class of mines is not likely to be as 
readily responisive to changes in the price of silver as production from what are called 
straight silver mines. The net profit of operating these mines depends upon the 
combined results, and upon the prices of copper and lead and zinc as well as the 
price of silver. 

60. It is a very diflScult matter to say at what figure the price of silver will be low 
enough to close an important proportion of these mines. There are men sufficiently 
familiar with such properties to give opinion worth having, but I would not attempt 
to give an opinion other than that I think the figure would be considerably below 24d. 

61. It is to be considered that mining properties are not abandoned whenever their 
operations show a deficit according to approved book-keeping rnethods, which 
include charges for depletion of mineral, depreciation of equipment, bond, interest, 
&ct. Under the conditions here presented mines will be operative ns long as they 
pay operating costs, and possibly, in some instances, even longer, in, the hope of ,a 
ffivourable turn with regard to some of the factors. If there is no hope as to silver 
there may be hope as to copper or lead. 'With silver now under 30d, I -do not think 
a drop to 245. would reduce production enough^ to off-set the .withdrawal of India 
from the markets. 

62. The fact that so much uncertainty attaches to this feature of; the plan makes it 
yeiy important, as I view it, that the -best expert, opinion on the snbject bP h’sid by the 
Commission before coming to a 'conclusion. ;If silver, should .fall, tp ,455, .instead 



APPENDIX 86. 


553 


of 24:d., it is evident not only that the sales of redeemed silver would yield much lese 
for the replenishment of the reserves, but that the decline would signify a heavy 
depreciation upon all the silver hoards of India. I leave it to others more familiar 
with the psychology and habits of the Indian people to estimate what effects there 
might be in the way of inducing a more rapid conversion of silver into gold than 
has been contemplated, or of general discontent with the new system, or of 
influencing the people to the purchase and hoarding of gold instead of silver. With 
what we know of human nature in the United States we would expect developments 
on all these lines. 

63. For reasons which I have outlined in the first part of my discussion I would 
consider the last-named possibility one of great importance to the world at this time. 
The people of India have been buyers of silver on a great scale for a long time. I'hey 
have been accustomed to esteem it as one of the precious metals, and it would seem 
that the reduction of the rupee to be a subsidiary coin and a further serious decline 
in the price of bullion naturally would have the effect of lessening the demand for all 
the purposes for which silver has been wanted in India, and of increasing the demand 
for gold. Furthermore, this probably would be true as to many uses the world over. 

I do not think the world can afford to encourage or satisfy such an increase in the 
non-monetary uses of gold at this time. 

64. The one certainty as to the price of silver in the event of this plan’s adoption 
would seem to be that it must fall low enough to effect the curtailment of production 
necessary to bring supply and demand into the balanced relation. I do not see how 
this can occur without closing an important proportion of the properties in which 
silver is produced in conjunction with the other metals, and if this result is forced 
the disaster throughout the mining industry will be enormous. 

65. Although silver is a minor factor in the income of this class of properties, my 
understanding is that it supplies all of the profit and bears a part of the expense. 
Whether the required curtailment would be accomplished at 20d, or Ibd. is not 
important if it be true that this class of mines must be largely closed before the 
decline can cease. This would mean a very great destruction of property values, a 
grave displacement of labour, and probably higher prices. to consumers the world over 
for copper, lead and zinc. 

66. The latter possibility has various phases. A general cessation of operations b 3 ’- 
the silver-lead and silver-copper companies would force up the price of lead and 
copper to a point where increased production would be induced from some source, 
and some of the closed properties might be enabled- to resume operations at even 
lower returns for silver than have been suggested in this discussion. This would put 
more silver on the market, and thus readjustment might go on until what in the past 
have been considered the humbler metals bore practically all the cost of producing 
silver. On the other hand, there is the possibility that low cost copper producers in 
South America and Africa might expand their operations at the expense of their 
North American competitors, many of whom have been able to hold their own in the 
past largely by reason of the silver contents of their ores,. ' 

67. The value at this time of the mining properties in the United States which woidd 
be put in senous jeopardy by this plan probably is not less th^ .$500,000,000. 
Higher figures have been named to me by men whose opirCions are entitled to as 
much weight as any that can be had on this subject. Many thousands of workmen 
employed by the mining, smelting and transportation companies would be involved. 
The ramifications of the effects of the closing down the various operations upon ores 
producing silver, lead, copper and zinc, are far-reaching. 

68. Moreover they would not be confined to the United States, for the mines are in 

many countries, and a disaster to this industrj’- at the present time obviously would 
be unfortunate for the influence it would have upon* general industrial and business 
conditions throughout the world. • * . ' . 

69. ’ ■ I am sure that no such ill-effects are contemplated or desired by the sponsors of 
this plan, and I am confident that, this Commission will' recognise’ that ' the problems 
involved in it are too complex', and- the issues too serious for action to be_ taken 
without the most exhaustive investigation into the conditions'which I have outlined. 

. 70. In conclusion, I would repeat that in speaking of mlver production I do not wish 
you to understand that I am an expert upon the nainipg’ industry.' I aih not a mining 
engineer, nor engaged in mining,) b.ut* during the years of my incumbency of the 
position of Director of the Mint of the United States it happened that I had the 



ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


554 

opportunity to become somewhat acquainted with gold and silver production. I 
prepared the statistics upon the subject which appear in the Mint Reports of those 
years. I have known many of the men who have been prominent in the mining 
industry in the United States, and I have felt justified in laying^before you the 
oeneral information which thus has come into my possession. Ifor more exact 
mformatioh it will be necessary to have testimony from persons intimately related to 
the industry. My statement is for the purpose of emphasising the importance of 
having such testimony before acting upon this proposal to sell large amounts of silver 
from India or to make any further change in the policy of India regarding silver. 


' . APPENDIX 87. 

Report on proposal to place India on a Gold Standard, 

Ijy Mr. Arthur Notman, Mining Engineer and Geologist, New York. 

The method- of putting this proposal into effect may be outlined as follows: — 
There ate in the currency reserve of the Indian Government and in the silver rupees 
in circulation, which wiU be presented for redemption in gold, the equivalent of 
1587,000,000 fine ounces of silver. It is proposed to release this total in equal annual 
instalments over a pericd of 10 years, which would be equivalent to an increase of 
about 30 per cent, in the present available annu^ supply of 240,000,000 ozs. 

Far-reaching Effects. 

The effects of such action would be far-reaching throughout the non-ferrous metal 
industry of the world. The burden of these effects would fall, in large part, on that 
portion’of the industry owned in the United States. The larger share of the domestic 
burden would fall upon the lead industry, together with the consumers of that metal. 
Copper, too, would be materially affected, whereas the zinc industry would be little 
disturbed. 

Basis of Valne. 

In the past the price of silver has reflected any reduction in its use for coinage 
pui-poses and will doubtless continue to do so in the future. The world’s stock of 
silver in all forms is steadily increasing. With a growing volume of trade between 
the Orient and the gold standard nations of the West the reverence for the metal as a, 
syjabol of value will gradually disappear. The present agitation from India , is 
evidence of this tendency. , Regardless of any governmental action, this cannot fail 
to have a depressing effect on consumption in the East. 

Growth of World’s Stock of Silver. 

As we shall see, an increasing proportion of the total production is a by-product 
of the base metals. In view of the growing^demand of the world for the latter metals, 
solidly based on manifold industrial uses, tfie world’s stock of silver seems destined 
to increase even more rapidly than in the past. It is idle to suppose that in the face 
of these forces even the world-old sentiment of the Orient for the metal will successfully 
hold back economic law. 

World Production. 

■ In the years 1923 and 1924 the world produced 480,000,000 bzs, of silver, for 
which it paid approximately 65 cents per oz,, or $312,000,000. This production was 
divided as follows : — ' ’ . • 


Silver Production of the Woiild, 1923-4. 
Millions of Ounces. ' 


United States - - - 

130 

Europe - - _ _ 

19 

Canada - • - - 

39 

Oceania . - - , - , 

25 

Mexico - - - - 

182 : 

Asia 

21 

Central America 

6 

Africa - - , - 

3 

South America - - • - 

55 

1 


Total Western Hemisphere 

412 

Total Eastern Hemisphere 

68 


. Grand Total, 480. 


. .i 
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Sources of Domestic Production. 

, , , I 

Kortli America accounted for 73 per cent, of this output, and United States 
investors received the benefits derived from at least 300,000,000 ozs. The United 
States production was obtained from the following sources : from straiglit silven 
ores, 43 per cent. ; from lead ores and lead pres carrying a little zinc, and/or copper, 
- 35 per cent. ; from copper ores, 20 per cent., and the small remaining balance from 
zinc ores. The world figures represent a record for silver. This is true, also, for 
the lead production. In the case of copper, the output in the war years 1917-18 
exceeded that of 1923 and 1924 by about 6 per cent,, but the latter years made a 
peace-time record. 

The volume and trend of domestic silver production, and their relation to those of 
the base metals, ai-e brought out in. the accompanying Charts 1 and 2. World 
figures, if available, would in all probability show similar relationships. The 
■ evidence, so far as base metals are concerned, points strongly to still rapidly rising 
production and consumption. At the moment stocks of these metals are if 
. anything below normal, showing that consumption has fully kept pace. 


Domestic Consumption. 

The domestic consumption of silver for the 12 years 1912 to 1923 inclusive, 
.according to the American Bureau of Metal Statistics, was 663,000,000 ozs. Of this 
41 ‘6 per cent, went into coinage and 58 '4 per cent, into manufacturing and the arts: 
One-quarter of the latter amount was derived from old scrap, and the balance from 
new material. 

The principal industrial uses are silver ornaments, plating, photography, and the 
•chemical industries. It should be remembered that aside from the small amounts 
actually consumed in the two latter industries, and the amounts lost by physical wear 
and tear on coins and ornaments or accidentally, the total stock is augmented each 
year by the annual production. In other words, the metal is practically indestructible. 
There are no statistics available to comprehend this condition. I'resumably the great 
bulk of all the silver’ that has been produced since the beginning of time is still in 
■existence in one form or another. Most of it, however, is performing no essential 
service. 

Domestic Industrial Consumption. 

No reliable figures other than those for the United States covering industrial 
•consumption have been compiled.' The per capita domestic industrial consumption 
has remained nearly stationary at ' 32 of an ounce for the last 16 ye^s. ^ Its relation 
to the per capita consumption of the base metals, copper, lead, and zinc, is shown by 
■•the American Bureau of Metal Statistics as follows ; — 


Per Capita Industrial Consumption — United States. 

Silver. Base metak. 

For the three years, 1912-4, inclusive - ■■ '31 ozs. 23*52 lbs. 

„ „ 1922-4, „ - - -32 „ 30-75 „ 

It seems probable that the industrial consumption of the nations of western Europe . 
■would bear somewhat the same relation to their consumption of the base mei^ as is 
••apparent in this country. Unfortunately, our classification does not show what part 
•of our industrial consumption depends on mere appearance and sentiment ^d wliat 
•on valuable physical, chemical, or electrical properties peculiar to silver. However^ 
it seems likely that the former considerations form the basis for the laxger part of this- 
•consumption. It is not without significance that silver ornaments are stamped vnth 
•the sterling brand to distinguish them from those made of many equally attractive but- 
.much cheaper base meta.1 alloys.* 

Current Costs of Silver and the Base Metals. 

. An examination of the attached cost data, Tables I and U, for the years 1923 and' 
1924 , thro ws light on this question. These data have been assembled from , the 



^50 EOYAL commission on INDIAN CDERENCY AND FINANCE. 

nublishecl annual reports of a group of representative silver producers. The strictly 
domestic companies had an output for the two years in excess of 75 million ozs.^ 
approximately 58 per cent, of tbe total domestic output. , ^ 

■ hi the preparation of the tables the production has been classihed as follows: — 
{!) Geoo'rapbicallv into domestic and foreign, and (2) according to the nature of the 
ores from which the silver is derived. The latter classification serves to separate that 
portion of the production which is mined essentially for its own vailue and/or that of' 
associated gold from that secured as a by-product in the extraction of base metal 
ores. Straight zinc ores cariying silver have been disregarded for the reason that the 
production derived from them amounts to but 2 per cent, of the total. 


Silver and Silver Gold Ores. 

Table I shows that in the case of these ores a reduction in the price of silver of 
the 1928-4 average of about 65 cents per ounce to 45 cents would reduce the 
'distributable margin before depletion from 30 cents to 10 cents per ounce, or 66 1 per 
cent. Out of this distributable margin provision must be niade for the return pf the 
capital investment with interest before there is any real mining profit. It is difficult, 
to arrive at any satisfactory figure for the average investment per ounce of annual 
production in the case of these producers of straight silver ores. The reason for this, 
is that the usual and justifiable conservative policy followed by them involves the 
charging out of these investments rapidly against earnings during the early history of 
the properties. Perhaps $1.00 per ounce of annual production \yould be a fair 
estimate of the amount of capital required. To insure its return with interest over the 
life of the deposits the annual yield should be 8 to 10 cents per ounce. In reality,, 
iherefore, when the distributable margin falls to this figure, there ai*e no profits. 


Base Metal Ores. 

Companies faced by such a condition usually continue to produce even after this- 
“living wage ” has disappeared, in the hope that better prices, richer ores, lower cost, 
any or aU will enable them to hold their heads above water. These considerations 
apply, with equal force, to the silver lead and silver copper producers. It is probable 
that there would still be some production from the first group alter the price reached 
20 cents per ounce. Selective mining of ores higher in grade than the average of the 
past might enable them to maintain a limited output with some distributable margin. 
Here, again, the same principle holds true- for the producers of .silver from base metal 
ores. With each successive drop in price aU units would be affected, but in varying- 
degrees. The most .likely outcome would be that instead of certain units disappearing 
from the picture, as might be gathered from the tables, the production of each would 
be reduced. The combined effect^ of such reduction should approximate that which 
would be caused by. the elimination. of the higher qost units. 

With these ideas in mind, a study of Tables I and II will give a picture of the- 
effects of a falling piice for silver on this particular group of producers. Table TIT 
should be studied with the others as it. summarises these effects, assuming that the- 
prices of lead and copper will remain at about the present level of 8 cents and. 
14 cents per lb. respectively. ]is we shall see later, this is not apt to 'be the case. 
To maintain the present requisite supplies of these naetals in the face of Mling prices 
for silver, their prices must necessarily rise. However, on any other .assumption the 
picture would become too confiised to -hold any ‘meaning. 

, It. should be noted in the .case of the Anaconda Copper Company .that ■ about 
one-half of their domestic investment is involved in activities other than that of 
, producing electrol^^ie copper. Presumably, therefore, one-half of the margin • shown 
is represented by^ income from these operations. '.Before oomparisDn,- therefore, with 
tbe other companies, the cost of their copper should be taken at about. 11 cents, 
^rhe case of the Ctah - Copper Company, representing qver 25, per cent, of the- copper 
production of the group, deserves special mention. Silver plays such a small part in 
their income that they would be practically unaffected. In all cases, the costs shown 
are after all credits and charges, excepting bond interest and depletion. Careful 
study bf t^ histery of ■ the copper in dustiy shows that ■ thei investment ' amounts to 
40 cents per pound of' annual output on 'the average.. 'The- figures for lead- are not 'sh 
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•reliable, but indicate an investment of about one-half of this amount. If we assume 
that in general these properties have reserves of ore in the ground sufficient ■ to 
maintain production -for 20 years, .an b per cent, annual dividend -on these investments 
will yield 5 per cent, interest and an annual instalment which, reinvested at 4 per 
■cent, compound interest will return the capital in 20 years. In other woi-ds, the 
■capital charges amount to 3'2 cents per pound of copper and I ‘6 cents per pound of 
lead, i^aturally, those companies will continue to produce as long .as they can earn 
, any margin before these capital charges. 

From the above it would follow that with lead at 8 cents per pound, when the cost 
as shown reaches 6^4 , cents profit disappears, and similarly in the case of copper. 
With the metal at 14 cents, per. pound, when the cost reaches 10 ’8 cents profit 
vanishes. It is idle to suppose that production from these’ sources would then cease. 
We have already discussed the factors tending to maintain output under aii-nilar 
• conditions in the case of the silver and silver gold ore. In that of the base metal ores 
there would be the added stimulus of the prospect of rising prices for these metals. 


Estimated World’s Silver Production at falling Prices. 

It would seem essfeutiaV for a proper view of silver production as a whole to 
attempt a quantitative ' estimate of the effects of this proposal in the light of those 
indicated on that portion of the industry for which Ave have figures. To do so, 
certain additional assumptions are necessary beyond that of constant prices for the 
base metals at their present level. For example, this would be a reasonable 
assumption, that the combined production of Canada and Mexico is obtained from the 
three classes of ore in the same proportions as that of the United States (for the 
latter, see Chart 2) ; namely, 43 per cent, from straight silver and silver gold ores 
(dry and siliceous and placer) ; 35 per cent, from silver lead pres ; 20 per cent, from 
silver copper ores, and 2 per cent, from zinc oi’es. (Lead ores cariying minor amounts 
of zinc have been included with the lead silver group.) In general, the similar 
geological environment in these adjacent areas of the North American continent to 
that of the United States afford strong support for this assumption. To carry the 
assumption further and cover the balance of the world production is questionable, 
and yet, granting its validity with respect to the whole of North America, we have 
already covered 73 per cent, of the total production. Even a substantial error in this 
balance will be greatly minimised in the total. Table III, already referred to, shows 
how the silver production of our selected group would be affected by falling price, 
while Table IV shows the estimated effects on world production, assuming our sample 
to be representative and the necessary assumptions sound. 


Balance between Production and Prices. 

Just where the balance between production and prices of silver and the base 
metals would be adjusted is extremely difficult to forecast. In the absence of action 
such as that proposed in the plan under discussion, however, investments and metal 
prices can and will be gradually adjusted to changing conditions, without serious 
upset. On the other hand, the proposed action would- unquestionably precipitate a 
most serious condition of affairs, with heavy losses to investments which amount in 
round numbers to 1 biUion dollars in this country alone. An unavoidable sequel 
would be the loss of employment to many thousands of workmen by the enforced 
shutdown of mines, mills, smelters, refineries, &c. 

While these facts apply more directly to the domestic situation, it is true that the 
effects would fall even more severely, proportionally, on Mexico, because of the fact 
that they produce 50 per cent, more silver, largely from lead-silver ores similar, in 
nature to those of the United States. 

Since 1904 the silver production df the Province of Ontario •«£ the Dominion of 
'Canada has amounted to over ,350. million ounces, with a gross value-ef 225 million 
■ dollars. The average price received on this production was 63 ’ 66 cents per ounce. 
It must be obvipus that if the future production can be sold at prices only from 
one-third to one-half of thi8.figur.e).a tcemendcinB, injury will be done to the Oanadian 
investments. The Western Hemisphere produces abont 85 per cent of the total 
■world output. With silver at 20 cents, the income derived from this production 
•would amount to 40 million dollars annually, compared with 130 million at th» 
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, present level. As already pointed out, the prices for lead, copper and zinc would' 
inevitably be forced to a sufficiently higher level to compensate for this loss of income 
. from silver. In my judgment, the increases necessary would amount to cents to 
3 cents per pound of lead to 1 cent to 2 cents per pound of copper. If we now apply 
these increases to the present rate of consumption in this country for lead and copper 
they wiU amount to an annual charge of 33 to 66 million dollars. There is danger - 
that such an adjustment in price in the case of copper would result in the transfer of 
a material portion of the production to foreign hands, with consequent severe loss to • 
domestic investments. The dangers of any sudden disturbance of the equilibrium 
among the factors controlling the welfare of the non-ferrous metal industry of the- 
world are obvious. Our study strongly supports the view that the present proposal . 
would constitute a major danger of this sort. 


TABLE I. 

Output and Costs of Principal Silver Frodncing Companies of the Western 
Hemisphere for the two years 1923 and 1924. 

.Note 1. — All data taken from published annual reports of Companies or Year Book of American Bureau 
of Metal Statistics. 

Note 2. — Costs are taken after all credits and anchorages, excepting bond interest and depletion with, 
exceptions noted below. 


Producers of Dry and Siliceous 
Ores. 

Production. 

Cost before bond 
interest and depletion. 

Gold credit. 

Ufdted States : — 

► ‘ West End Consolidated Mining Co. 

Silver 

02S. 

1,912,088 

Total. 

Dollars. 

640,905 

Per oz. 
Cents. 
33-52 

Total. 

Dollars. 

Per oz. 
Cents. 

Tonopab Mining Co. 

3,956,025 

2,125,987 

53-74 

470,000 

11-88. 

Tonopah Extension Co 

3,612,018 

1,301,389 

36-03 

900,000 

24-92 ' 

Tonopah Belmont Co. 

2,084,459 

1,044,903 

50-13 

474,660 

22-77 

California Rand Silver 

4,672,817 

937,418 

42-03 

— 

— 

Total ... ■ ... 

16,237,407 

6,070,602 

37-38 

1,844,660 

11-36 

Canada : — 

Premier Gold Mining Co.' 

5,961,933 

2,004,859 

32-63 

5,173,275 

86-77 

Nipissing Mines, Ltd. . 

6,489,778 

1,753,154 


— 

— 

Keelej Silver 

3,224,776 

679,639 

21-07 

— 

— 

Ooniagas 

1,890,977 

618,739 

32-72 

— 

— 

Cmiml America ; — 

N,T. Honduras-Rosario Mining Co. 

4,228,115 

1,897,370 

44-88 



Mestico : — 

. El Tigre Mining Co. 

5,718,109 

2,030,346 

35*51 



Amparo Mining Co. 

2,463,215 

■ 792,332 

32-17 

1,092,920 

44-37 

‘ Dolores Mines Co 

1,826,869 

• 1,067,634 

58-41 

— 

— 
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Supplementary Memorandum by Mr.. Notman. 

The follomng figures are taken from the 1925 “ Mining Manual and Year Book ” 
by W. E. Skinner, published in London. They cover the production and financial 
returns for the fiscal year ending 30th June 1924 of the Burma Corporation, Ltd., 
operating very large lead mines in the Northern Shan States, upper Burma, and the 
Broken Hill South, Ltd., operating large silver, lead, and zinc mines at Broken Hill 
Barrier Ranges, New South Wales. Both these companies, so far as I am aware, are 
financed wholly by British capital and constitute major industrial units in their 
respective localities. 

In preparing the following table I have assumed that the metals were marketed at 
the average of the London quotations for the period as reported by the American 
Bureau of Metal Statistics. In converting to dollars I have used the average exchange 
as reported by the Federal Reserve Bank for the period. 


TABLE V. 



Production. 

Net cost of lead. 

Silver credit. 

Net income before 
bond interest and 
depletion. 

Company. 

Burma Corporation 

Silver. 

Ozs. 

... 5,287,711 

Lead. 

Lb. 

115,938,000 

Lead and 
zinc. 

Per 

Total. lb. 

$ Cts. 

3,111,988 2*68 

Net cost of 
base metals. 

Total. 

$ 

3,531,186 

Per 

lb. 

Cts. 

3*04 

Total. 

$ 

3,285,652 

Per 

lb. 

Cts. 

2*84 

Broken Hill South 

... 1,236,572 

129,272,640 

7,696,822 4*64 

825,794 

0*64 

1,689,533 

1*31 


— (1) Average mefcal prices; Lead £28,065, zinc £32,779 per long ton, and silver at 66*781 cents per oz.. 
Exchange taken at $4*4043. 

(2) In the transcript of the accounts of the Broken Hill South, apparently no charge for depreciation had been made 
against current earnings. It was stated, however, that £80,000 of the operating income had been appropriated for 
construction, and I have assumed that this amount would represent a fair charge to depreciation in arriving at net income 
before debenture interest and depletion. 

It will be noted that the net costs for lead and zinc, after silver credits, are well 
within tlie range of those in the representative group shown in Table II of my 
Report. In the case of the Burma Corporation, which produced over 90 per cent, of 
the Indian silver output for 1924, the silver credit amounted to 107 per cent, of the 
net income, while in that of the Broken Hill South it represented 49 per cent. A 
reduction in the seUing price of silver to 10 cents per oz. would have reduced the 
income of the Burma Corporation over $3,000,000, leaving them less than $300,000 
net income, while that of the Broken Hill South, Ltd., would have suffered a reduction 
of 1602,147. 


APPENDIX 88. 

Memorandum on the Effect upon the Copper, Lead and Zinc Mining 
Industries of successive decreases in the Price of Silver which 
would be caused by the introduction of the Gold Standard in 
India, by Mr. H. A. C. Jenison,® Consulting Engineer, Guaranty 
Company of New York. 

Introduction. 

Practically all of the data contained in this Report were collected by the United 
States Senate Commission of Gold and Silver Inquiry, under the chairmanship of 
Senator Tasker L. Oddie (Nevada), in compliance with instructions from the United 
States Senate, to determine the leaiojis for the decrease in gold and silver production, 
and to recommend remedial legislation should it be necessary. Since most of the 
American silver production and a large part of the American gold production ie 
derived from copper, lead and zinc ores, the investigation necessarily included the 

copper, lead and zinc industries. « , . . * j 

The writer was the engineer in charge of the mining investigation, and prepared 
the questionnaire on mining costs and investment in the non-ferrous metal mining 
industry. 

• 1919^3 Geologist in' charge of copper, .United States Grological Survey. 192^5, Mining 
•Bng.-T.aoi. in charge of mining cost, investments, yield investigatmn of - copper, -lead, zinc, gold and silver, 
TT.B. Senate Commission of Gold and Silver Inq,uiry. 
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The data collected covered the period 1913-24 inclusive, and are exceedingly 
comprehensive and complete for all of the principal mining companies, and represent 
approximately 95 per cent, of the productive capacity of the copper industry, 
75 per cent, of the lead, 70 per cent, of the zinc, 75 per cent, of the silver,- and 
55 per cent, of the productive capacity of the gold mining industry. ' 

A very careful and accurate analysis of the records of the companies was made for 
the sole purpose of determining the facts, and, if possible, recommending sound 
permanent solutions of problems of the industry. 

All of the data were collected under the pledge of regarding the individual 
companies’ records as highly confidential. Consequently in this Report only 
aggregate figures can be shown. The data are the most accurate that could possibly 
be assembled. . ■ 

Companies included in the Report. 

Copper Companies. 

All of the American copper companies whose income from silver is a substantial 
part of the total income, and necessary to the successful exploitation of silver-bearing 
copper ores, have been included. If it were possible to include an analysis of the 
cost and production records of all the small copper vein mines of the Western States, 
the vital importance of silver in the successful operation of this group of copper mines 
would be more strikingly demonstrated. 

The productive capacity of the group included in this Report is about 40 per cent, 
of the total domestic productive capacity, and the pi’oduction of the group for the 
years 1919-24 inclusive was approximately 40 per cent, of the total domestic 
production and 20 per cent, of the production of the world. ■ The' productioh of this 
group is three to six times as large as any additional production which would be 
made from the rest of the industry without greatly expanding their present plants 
and equipment. 

Therefore, any vital change in the conditions under which this group of mines is 
operating would be transmitted to the rest of the industry in the same or greater 
proportions. 

Method o/ determining costs. . 

The costs herein shown, include all the direct and indirect coats of mining, 
concentrating, smelting, -refining and marketing, depreciation and taxes. The costs 
and income shown is that which has been actually derived from the production and 
marketing of metals. 

Non-operating income, such as that from customs srhelting, sale ,of power, 
rentals, &c., has been excluded, since in all cases the operations are too . small and 
unimportant to be carried on independently of mining, and would therefore cease 
with the suspension of mining operations. 

The costs and income have been carefully segregated according to metals for 
those complies which produce large quantities of two or more of the base metals. 
Where considerable quantities of more than one base metal are produced, and it is 
impossible to allocate the costs accurately, the secondaiy base metal has been 
expressed in terms of the principal metal, according to their respective values. 
Depletion (return of invested capital) has not been considered as a cost, and no 
consideration has been given to income from investments. 

Lead companies. 

A very large part of the western lead production of the United States is made by 
hundreds of small operators who sell their ore or concentrates to the customs smelters. 
The cost record of this production is not available, or it is too inaccurate to be of any 
value. Consequently,' the cost statistics contained in the tables represent only jfive or 
six of the principal western lead mines. These statistics, however, are a sound basis 
for the consideration of the lead industry, since the production of lead from these 
mines vanes far less With the fluctuations in the pi-ices of lead and silver than does 
the production ^m the smaller mines'.. Consequently, it may be assumed that the 
great majority of the small western mines, whose aggregate production is so large 
and so important, are all more nearly-marginal than those large mines whose costs 
are shown herem. , • 

Method of determining costs. 

^^^ods of arriving at costs, credits, and .income for the lead companies are 
the same as lor the copper companies and the data are ,in all wayp comparable. 
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The Effect of a material decrease in the Price of Silver upon the Copper Industry, 


The copper and silver producing group of mines under consideration in the 
•United Staites represents about 40 per cent, of the total copper production, capacity of 
-.the domestic industry. ‘ From 1919 to 1924 inclusive, this group produced about 
40 per cent, of the* total • domestic production and about 20 per cent, of the world’s 
production of copper. 

Throughout that period the average production of silver from this group was in 
•excess of 50 fine ozs. per ton of copper. The credit for silver per lb, of copper 
.has decreased with the decrease in tne price of silver from 3*12 cents in 1919 to 
1 • 61 cents in 1924, 

A practically proportionate decrease in the cost of producing copper (due to 
metallurgical improvements, selective mining, and production on the most economic 
scale) and in the selling price of copper has, however, resulted in a nearly constant 
relationship between the value of copper and of silver produced. ■ 

For the entire period tinder consideration, the value of the silver recovered from ■ 
the raining of copper has varied from 85 per cent, to 112 per cent, and has averaged 
102*5 per cent, of the total net income, from mining and marketing copper. Tliat 
is, the value of the silver recovered from the mining, recovery, and marketing of 
the metals contained in the silver-bearing copper ore has exceeded the total profit { 
Tthereon. _ ... 

Furthermore, in the year 1924 the cost of producing copper by this group was. 
reduced to approximately the minimum which rnay be reasonably expected under the 
present and most ' economic scale of production, and yet the value of silver reco.vered;. 
from the copper ores produced was 97 per cent, of the net income from the operation. . 

Thus the price of silver determines the .net profits from the production and' 
marketing of copper from this group as a whole. 

' With the price of copper remaining constant, a decrease in the price of silver; 
to about 33 cents per oz. would make it impossible for more than one or two of; 
the companies in this group , to operate at a real profit, and none of them could 
-withstand a material operating or market reverse without incurring an operating loss.. 
Furthermore, with silver at 33 cents per qz., and with no reverses of any kind, 
this group of companies wonld.only earn about $5,000,000 upon an outstanding; 
investment of more than $.600,000,000, or about •8percent.'(eight-tenths of 1 percent.).. 

Therefore, all of the companies in this group would be marginal producers and 
•quite unable to earn an adequate return on capital invested, ever return the investment, 
itself, or liquidate nearly $200,000,000 worth of outstanding bonds. 

A further decrease in tfie price of silver would be proportionately .iaore disastrous. 

With such a decrease in the price of silver, there would be .two alternatives 
•for the mines of this group — (1) intensive, selective mining, and (2) suspension of : 

• operations until 'the price' of copper again permitted operations., , ■ . 

The state of the copper market for the pa^t seyen years has forced upon this group; 
of mines selective mining on a broad scale. Highly, selective mining, however, did, 
not yield a sufficient tonnage to greatly reduce the cost. In 1924, however, inereased . 

• tonnage, combined with thq maximum of selective mining possible, greatly lowered . 

the cost of production. . i • • u * i. ‘ 

Consequently it seems certain that sufficient selective mimng. could not be 
practised to compensate for the loss qf the silver credit for .any appreciable length of 
-time Even if sufficient . selective mining could be practised to compensate for the 
loss of silver credit, it would curtail production enormously (thus creating a shortage 
of copper), quickly exhaust the high-grade ores without profit, and render the 

• exploitation of the remaining, great tonnages of low-grade ore impossible without an 
increase in price of copper greater than the loss of silver credit. 

If operations were suspended instead of being enormously curtailed, a greater 
shortage of copper would result and the price of copper would inevitably morose , 

• enough to enable these mines to resume operations as marginal producers. Th©^ 
resumption of operations by this group would slightly depress the price of copper, 
-again resulting . in exhaustion of ore. reserves, without profit, or would force 


^ either case, the price of copper throughout the world would incjMse at least. 
1 cents per lb., and these mines would remain marginal producers, thus faihng to earn 

interest on the outstanding investment,. much less repay it,. ■ 

Furthermore, the increased ■ price . of copper of about 2 cents ^r lb., and the. 
’’.traasforniatiopi of this group of rniiies into marginal producers through the decreased^ 
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value of silver would undoubtedly result in a rapid increase in productive capacity of 
tbe large, low-grade, non-silver-bearing, low cost, American, South. American and 
African copper mines equal or nearly equal to the jiroductive capacity of this group- 
of mines. In such an event, this group of mines would soon have to be abandoned. 

In summary, it is concluded that the decrease in the value of silver to 33 cents or 
less per oz. would ultimately probably result in — 

(1) a loss or a failure to recover between 1 600,000,000 and $700,000,000 of 

outstanding investment in these mines ; 

(2) the loss of several thousands of millions of pounds of copper (5,000,000,000- 

to 10,000,000,000 — worth at present prices $700,000,000 to $1,400,000,000) 
contained in the ore reserves which could not be mined. 


Lead companies. 

The most conspicuous development in the domestic non-ferrous metal mining 
industry since the war has been the extraordinary increase in the consumption and 
price of lead, particularly since 1919. This increase up to 1923 was in excess of 

200.000 tons, or 31 per cent, and was partially supplied by an increase of about 

125.000 tons in the domestic production, about 107,000 tons of which increase was 
supplied by increased or new production from the silver-lead mines of the west. The 
Central States, under the inducement of high prices of 1924, were only able to-- 
increase their production 49,000 tons, or 23 per cent, over the 1919 figure. 

The accompanying tables indicate the increase of domestic production according- 
to sources, and establish the fact that the marginal lead producers of the United 
States are the western silver-lead mines. It is apparent that, on account of the new 
high level in the price 6f lead, the increasing consumption, the tariff on imports, and' 
the failure to develop (with the notable exception of one mine in British Columbia) 
any new large additional sources of lead, that, so far as the United States is concerned, 
these mpginal silver-load producei-s of the west do and -will determine the domestic- 
price of lead probably at some unknown point below that price where consumption of 
lead is restricted by the competition of substitutes. 

It is impossible to determine accurately the cost of production of a very large part 
of the western lead because it is sold as ore or concentrates to the smelters and is- 
dei'ived from hundreds of small operators whose cost records are inadequate for the 
accurate determination of the cost of production. The accompanying table, showing 
the costs of lead in the principal western lead mines, is, however, sound criteria upon- 
■which to draw conclusions as to the effect on the production of lead of a large decrease 
in the price of silver, since their production is fairly constant and of low cost. 

The five of the principal lead companies whose costs are shown for 1919, 1920' 
and 1922, are far more independent of fluctuations in the price of silver than the 
numerous small ones which sell their ore directly to the smelters. It is a matter of’ 
common knowledge and smelter experience that production, from those mines which 
sell their ore and concentrates to custom snielters, varies greatly with fluctuations in- 
tu6 price of lead and silver, and it is certain that most of such production was not 
and could not be made at decreased prices of lead and silver which did not and would - 
not materially affect production from the five mines whose costs are shown. 

For the yeara 1919 to 1922 inclusive the average cost of lead for the* five mines - 
^nsidered was 8*23 cents per lb., the silver credit 4*32 cents per lb. of lead, and- 
the net cost of lead was about 3 * 9 cents per lb. These .averages include mines with 
relatively large silver production and mines with relatively smaU silver production 
and may taken ^ representative figures for the minimum average cost of production 
of lead in the We^rn States. It is a notable fact that, for the throe years under- 

produced with the lead by these mines was- 
Jt70>p6r cent. 01 the total net income from the operation. 

^ Unquesfannably there ^ve been changes in the cost of production since 1922, but 

decreased. The higher prices for-^ 
lead an 19p and 1924 enabled the large low cost mines (mainly the Idaho'^oup) to 
increase their production by mining lower -grade ores, thus increasing their ave?age'- 
cost of production. The higher prices permitted the mines of the Utah and similar^ 
Bo“pi‘°enrri924 P--odaotioo by abont 76 par cant, in 1923 and practically 

In this connection it must be borne -in- mind that extensive selective minine is- 

group, and their present production S readilv 
<livisible m.o two classes : ^I) the low cost, half of the -present production which was- 
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■possible under the fairly low lead prices of 1922 ; and (2) the high cost, half of 'the 
, present production which is possible only under the present high prices for lead and 
* large credit for silver. 

In 1924 the silver produced by the Utah group was below the average for the past 
seven years and yet was from 120 to 300 ozs. of silver per ton of lead. The silver 
credit vaiied foi the different companies from 4 cents to 7 cents per lb., and averaged 
•5*3 cents per lb., which is twice as great as the difference in the price of lead in 1924 
pd 1922 (2*36 cents per Ih.). Obviously with such large silver credit and the 
inability of this group to produce more than one-half of their present production with 
lead at 1922^ prices (5 '7 cents per lb.), most of their income, if not aU of it, as a 
group, is still derived from the value of silver. In others, the average credit for 
silver per lb. of lead in 1924 for this group. of mines was 5*3 cents per lb.,- and 
increase in 1924 prices for lead oyer 1922 was only about 2 "36 cents. Therefore, a 
decrease in the price of silver to 35 cents or less per oz. (the price of lead remaining 
•constant at 8 cents), the production of this group would be curtailed about 
t)9 per cent, (the 1922 rate of production), or about. 3o, 000 tons. . Similar curtailment 
for the rest of the Western States would be inevitable and would, total at- least 
70,000 tons, since the smallei- Colorado, Nevada, Arizona, Idaho and Montana min^ 
are equally, if not more, dependent upon silver. 

Such curtailment of production would result in a shortage of lead and an increase 
in the price of lead sufficient to restore this production to the position of marginal 
production, or an increase equal to loss of silver credit, about 3 cents per lb. of 
■lead. 

Mexican mines, which supply the principal part of the imports of lead into the 
United States, are even more dependent upon silver for the successful operation, even 
at the present high price of lead, than are the most of western domestic mines. 
Representative Mexican mines indicate that the minimum silver recovery per ton of 
pig lead produced varies from 150 to 200 ozs, per ton of lead, indicating a minimum 
'Credit for silver per pound of lead of from 5 cents to 6 '6. cents per lb. 

This lead could not be produced and imported into the United States without an 
even greater increase in , the price of lead than that necessary to permit of the western 
domestic mines to' operate. , The inability of this class of Mexican mines to operate 
without a credit for silver of 3 cents to 5 cents per lb. of lead would inevitably 
result in a still greater shortage of lead and a rise of price to such a level that even 
these marginal mines could supply the additional quantity of. lead necessary to meet 
the demand. 

An increase of about 3 cents per lb. would make lead about 11 cents per lb., 
a price which has been nearly equalled several times in the last two years, w'hen the ■ 
silver lead producers had normal credit for their silver. It is consequently believed 
that the subsequent decrease in price of lead was not due to the competition of 
substitutes, but due to increased production and satisfied demand. 

Therefore, it is entirely reasonable to believe that a decrease in the price of silver 
to about 35 cents per oz. would result in an increased price of lead of at least 3 cents 
per lb., thus adding an additional cost of $45,000,000. per year to the present cost 
•of lead to the consumers at the present rate of consumption. 

Furthermore, such an increase in price of lead would greatly stimulate production 
from the non-silver-bearing domestic lead mines and the low cost foreign mines, such 
-as the Sullivan mine in British .Columbia, If these mines are able to produce an 
additional 70,000 to 150,000 tons of lead (the minimuin sura of the domestic and 
Mexican production greatly affected by a decrease in tlie price of silver) the American 
and Mexican production, which would be marginal with a decrease to 35 per cent, 
•per oz. of silver and increase of 3 cents per lb. of lead, would be pennanently 
marginal without decreasing the price of lead, and the mines, could not be operated 
4it a, profit. 

-Zinc mine». 

The zinc mines of the Western States, with the exception of three or four, are 
aTng.11^ more or less intermittent producers of copper, lead, ^ zinc, gold, and silver, 
.and were more or less marginal- under any -conditions until the recent successful 
development of selective flotation. 

During the period 1919-722 inclusive, three of the principal w^tern zihte noin^' 
made an average production per year of about 113,000 toils of zinc at a cost of 
Approximately 6 cents per lb. with an average credit for silver of about 2*09 centk . 
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per lb., making a not cost of zinc slightly less than 4 cents per lb.. Tlie- 
■credit for silver represented more than 100 per cent, of the net income from the 
operation. 

The increased selling price of zinc has resulted in an increased cost for many of 
the small producers as well as some of the larger ones, on account of the treatment of 
lower grade ores, but the.i)roportion which the value of silver has borne to the net 
operating income has remained nearly constant, thus contributing the principal part 
-of the profit derived from this operation. 

Most of these mines under the present conditions can operate for 10 to 20 years, 
whereas those mines in the Central States probably cannot maintain their present rate 
of production for more than five or six years without most unexpected discoveries of 
new zinc fields in the Central States. Very active development and prospecting in 
zinc regions of the Central States in the last few years has not resulted in the- 
discovery of any new fields or in gi-eatly extending the present ones. Therefore, for 
some years at least, such zinc mines as most of those of the Western States, will be 
marginal mines and consequently will largely determine the price of zinc. This- 
determination of price is a function of the price of silver, and in the main, any loss due 
to a decrease in the price of silver must be compensated for by a corresponding 
increase in the price of zinc. 

• However, it is^ not believed that a decrease in the price of silver to 35 cents or 
less woxdd result in an increase in the price of zinc of more than a cent or a cent and 
a half per lb., but this increase would be essential to those western mines, and. 
it is essential that they continue to operate since they are the onlj' mines on this 
continent with long assured lives, that is, with very large-developed and potential ore 
reserves. 


Complex lead-zinc oree. 

The failure of five years of more or less active prospecting to reveal any large new 
lead or zinc districts and the increasing demand for lead and zinc has concentrated! 
attention more or less successfully on selective flotation and electro-thermic production 
of complex lead-zinc ores, which, together with the high price of lead and zinc and 
the large credit for silver, has made available millions of tons of complex lead-- 
zinc ore. So far as can be determined at the present time, the increasing demand for- 
lead and zinc must be satisfied largely, if not mostly, from such complex ores. In Utah 
several years’ experience with selective flotation of complex lead-zinc ores indicates 
that the average credit for silver is about per ton of ore treated. This is- 
imderstood from confidential sources to represent at least 80 per cent, of the profit to* 
or such complex lead-zinc ores. Obviously, a material decrease in the price 
ot silver would make the treatment of most of such complex lead-zinc ores impossible- 
without a corresponding mcrease in the price of lead and zinc. 


Custom siueJiing and refining companies. 

The principal ^ofit derived from the custom smelters and refiners of lead in the- 
United States IS from the price margins on metals the recovery of more metal, 
particularly silver, than IS paid. That is, the principal profit is derived, not from- 
treatment charges, but from buying the lead and the silver in the ore or concentrates, 
at the market price, recovering more metal than was paid for, and selling them (the- 
me^s) at a higher price than the purchase price. Since the credit of silver in 
customs ore vanes from 2 cents to 25 cents or 30 cents per lb. of lead produced a- 
material decrease in the pnce of silver would make such custom operatio^impossible 

Losses which the customs smelfers and 
refiners would sustain from a decrease in the price of silver would ultimatelv of 
course, be transmti^ to the miner, but the resiSt would be the same in anfcas;-- 
a large mcrease m the price of lead. If the price of silver continuouslv decrLsS! it , 
would be nearly impossible for the smelters to pay the miners for thei/silver without 
sustaining senous losses, since, under the present system, the miner is S l^r Ms- 
ore concentrates on the basis of the quotations of metals in New York as of the day 

mrced. to seh the. silver at a future unknown but lower price. The loss due to such 
de^e would Imve to be sustained by the , smelter, o? an enSy Tew systexrof 
settlement developed. In any case, the situation would be chaotic for some time. 
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Silver mines. 

No effort has heen made to show the costs of silver from the straight silver miues, 
since, on^ account of the varying conditions of the silver market for the past seven 
years, it is impossible to illustrate average conditions. 

Until the expiration of the Pittman Act, costs per ton of ore were sacrificed in 
order to make a large production, and since that time highly selective mining has been 
extensively practised in ordei’ to effect the decreasing value of silver. Consequently, 
the costs records alone are insufficient data upon which to base an opinion. 

It is certain, however, that even at tJie present price of silver, but few silver mines 
are making much profit, and it is even more certain with silver at 33 cents per oz. 
or less, that in a very few years (four or five at the most) the silver production from 
this group of mines would be nearly negligible. 


SUMMARY. 


Copper. 

The decrease to 35 cents or less per oz. of silver would in all probability result 
in an increase in the price of copper of about 2 cents per lb., a loss of some 
$660 million invested in the copper-silver mines of the west, replacing of their 
production by foreign production, and the loss of 5 to 10 thousand million lbs. of 
metal contained in the ore reserves of these mines which could not be successfully 
operated under such conditions. 


Lead mines. 

The result of such a decrease in the price of silver so far as lead is concerned 
would in all probability be primarily and principally that of increasing the price of 
lead about 3 cents per lb. and making the silver-lead mines of the west marginal 
producers, thus rendering it impossible for them to earn interest on the investment 
or to recover the outstanding investment. 


Zinc mines. 

The decrease in the price of silver to about 35 cents per oz. or less would 
probably be reflected merely in an increase in the price of zinc of a cent or a cent 
n-ud a half per lb., the loss of part of the zinc reserves of the west and the more 
rapid exhaustion of the comparatively short-lived reserves of the Central States. 


Complex lead-zinc ores. 

Until the increase in the price of lead and zinc offset the loss of the value of 
silver, the necessary production from the complex lead-zinc ores would be cut off and 
their general availability be postponed and increased in cost. 


B 
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TABLE 1. 


HiM Piodiotton of SUto in tie United State! and tie Percentage! 

jjLme rroau Production deriYed from the Principal Classes ot Ores. 


1Q14._24 Caleadar Years. 


{In thousands of fine ounces.) 


Year. 

Total 

pro- 

duction. 

Placers. 

Dry and 
silicious ores. 

Copper. 

Lead. 

Zinc. 

Copper-lead, 
and copper- 
lead- zinc 
ores. 

Lead-zinc ores. 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

1922 

1923 

1924 

69,623 

72,354 

78,858 

70,662 

68,059 

51,900 

56,537 

46,333 

61,208 

70,356 

1 64,071 

Ozs. 
152 ■ 
155 
126 
119 
90 
78 
73 
81 
61 
58 
51 

% of 
total. 
0-22 
0*21 
0-16 
0-17 
0-13 
0-15 
0*13 
0-18 
0*10 
0*08 
0*08 

Ozs 

27,812 

25,710 

24,594 

21,490 

21,565 

19,044 

20,478 

24,117 

28,632 

27,637 

20,388 

% of 
total. 
39*95 
35*53 
81*18 
30*41 
31*68 
36*69 
36*22 
52-05 
46*78 
89*28 
31*82 

Ozs. 

14,830 

18,781 

24,541 

10,314 

20,463 

12,881 

12,151 

10,376 

14,684 

16,335 

% of 
total. 
21*30 
25*96 
31*12 
28*75 
30*07 
24*82 
21*49 

-10 ‘.La. 

16*95 

20*87 

25*50 

Ozs. 

,19,302 

19,829 

19,217 

19,096 

18,291 

14,351 

17,070 

14,913 

16,757 

20,140 

18,859 

17,984 

7o of 
total. 
27*72 
27*40 
24*37 
27*02 
26*89 
27*65 
30*19 
32*19 
'27*38 
28*63 
29*43 

Ozs. 

145 

1,136 

1,274 

550 

136 

39 

1,268 

6 

1,677 

2,171 

24 

'h ot 
total. 
0*21 
1*57 
1*61 
0*78 
0*20 
0*08 
2*23 
0*01 
2*74 
3*08 
0*04 

Ozs. 

249 

234 

533 

448 
225 
232 
670 

449 
670 

1,348 

1,194 

01 

total. 

0*36 

0*33 

0*68 

0*64 

0*33 

0*45 

1*18 

0*97 

1*09 

1*92 

1*86 

Ozs’. 

7,133. 

'6,508! 

8,672 

8,645 

7,290 

5,274 

4,837 

1,983 

8,036 

4,318 

7,218 

7b of 
total. 

, 10*24 
9*00 
10*88 
12*23 
10*70 
10-16 
8-56 
4-28 
4-96 
6-14 
11*27 

Aver age, \ 
1914-24 / 

j 64,542 

95 

0*15 

23,770 

36-83 1 15,467 

1 

23*96 

27*86 

765 

1*19 

568 

0*88 

5,892 

9-13 


* As reported by the TJ.S. Geological Survey— 1925 figures are not yet available. 


TABLE 2. 

World’s Production of Copper. • 


{In short tons — 2,000 Ibi) 


— 

1919. 

1920. 

1921. 

1922. 

■ 1923. 

1924. 

Nortb. America : 

United Btates ... 

Mexico 

Canada 

Cuba 

... 

604,642* 

66,661 

39,789 

10,991 

i 

635,248*1 

49,866 

39,121 

7,491 

236,006 

13,576 

22,632 

8,600 

493,853 

29,842 

25,300 

11,788 

738,762. 
60, '538 ' 
40,230 
11,1963 

793,377 

49;150 

51,008 

12,742 

Total North America ... 

722,083 

731,726 1 

■ 283,228 

'578,900 

' 866,731 

931,900 

South America : 

Bolivia 

Chile 

Peru 

Venezuela 



7,714 

87,721 

43,243 

700 

1 

10,910 1 
109,075 ! 
36,356 

10,674 
65,299 
• 36,689 
800 

10,154 

142,830 

40,133 

1,075 

11,744 

201,042 

48.684 

' 8,200 
209,855 
38.495 
. 1,230 

Total South America ... 

139,378 

156,341 

113,462 

194,192 

262,645 

■ 257,780 

Europe : 

Austria-Hungary 

France 

Germany 

Jugoslavia 

Norway 

Russia 

Spain and Portugal 
Sweden 

mmm • 

713 

962 

17,384 

1,332 

482 

38,581 

4,442 

1,747 

1,718 

19.015 

2,684 

613,1 

• 25,353 
1,793 

4,600 

2,395 

20,944 

4,376 

6,311 

36,596 

1465 

5,050 
,3,199 
18,739 
5,756 
10,598 
. 2,^05 
40,234' 
67 

' 5,327 
9,031 
18,739 
7,536 
' 8^16 
, '2,205 
57,115 
, 5,180 

K^65 
5,511 
21.495 
8,978 
, 10,913 

3,600 
. 60,713. 
3,086 

Total Europe 

«»* 

63,896 

52,923 

-76,687 

' 85,848 

• 113,949 

118,761 

Asia : 

Japan 

Other Asia 

... 

86,468 

1,098 

74,727 

593 

59,626 

1,280 

59,663 

1,163 

70,316 

810 

69,376 

1,378 

Total Asia 

... 

87,566 

75,320 

60,906 

60,825 

71,126 

70,756 

Australasia 

... 

18,118 

29,327 

20,869 

13,754 

19,995 

15,711 

Africa 

... rrr 

■■~34;548 


4f,oor 

' 58,219 

80,410 

114,700 

Other countries 



4,409 

3,307 

3,307 

3,307’ 

3,307 

4,409 

Grand totals 

... 

1,069,998 

1,082,652 

600,960 

995,045 

1,418,163 

1,514,017 


* In the case of TJ.S., figures for 1919 and 1920 are based on blister copper, while figures for 1921, 1922, 1928, and 1921. 
are actcal production by mines. 
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TABLE 4.— Copper Companies. 



Silver at 50 cents an oz. 


Silver at 33^ cents an oz. 


Silver at 10 cents 

an oz, 

— 

Silver 

income. 

Decrease 
m net 
income. 

Neb 

income. 

Copper 

credit. 

Net 
cost of 
copper. 

Silver 

iucouie. 

Deci ease 
in net 
income. 

Net 

income. 

Copper 

credit. 

Net 
cost of 
copper. 

Silver 

income. 

Decj’eaee 
in net 
income. 

Net 

income. 

Copper 

credit. 

Net 
cost of 
copper. 


$’000 

$’000 

$’000 

Cts. ! 

Cts. 

$’000 

$’000 

$’000 

Cts. 

Cts. 

$’000 

$’000 

$’000 

Cts. 

Cts. 

1923 

575 

170 , 

94* 

1*37 ■ 

14*92 

383 

362 

286* 

•91 

15-38 

115 

630 

554* 

•27 

16-02 

413 

264 

812 

•97 1 

12*79 

275 

402 

674 

•65 

18-11 

83 

594 

482 

•20 

13-56 


94 

59 

515 

•36 I 12-78 

62 

91 

483 

*23 

12-90 

19 

132 

442 

•07 

13-06 


1,017 

591 

669 

•68 '14-25 

678 

930 

330 

•45 

14-48 

203 

1,405 

145* 

•14 

14-79 


4^159 

2,662 

1,033 

2-07 

14-19 

2,773 

4,048 

353* 

1-38 

14-88 

832 

5,089 

2,294* 

*41 

15-85 


140 

90 

10* 

2-11 

14-86 

93 

137 

57* 

•68 

16-31 

28 

202 

122 

*42 

16-55 


265 

163 

205* 

1-86 

17-20 

170 

247 

289* 

1-27 

16-79 

51 

367 

409* 

•27 

17-79 


93 

59 

197 

-64 

13-34 

62 

90 

166 

•43 

13-55 

19 

133 

123 

•13 

13-85 


1,063 

680 

4,409 

1-09 

10-19 

708 

1,035 

4,054 

•72 

10-56 

213 

1,530 

3,559 

•22 

; 11-06 


270 

173 

211* 

2-12 

16-37 

180 

263 

301* 

1-42 

17-07 

54 

389 

427* 

•32 

18-17 

Total ... 

8,077 

4,913 

7,113 

1*33 

13-53 

5,384 

7,606 

4,420 

•89 

13-97 

1,615 

11,371 

655 

•27 

14-59 

1924 

250 

85 

37* 

■84 

13-23 

167 

168 

120* 

*66 

13-51 

50 

285 

237* 

•17 

13 90 

407 

137 

555 

•97 

11*95 

271 

273 

419 

*65 

12*27 

81 

463 

229 

*19 

12-73 


89 

30 

80 

•35 

12*98 

59 

60 

50 

*23 

13*10 

18 

101 

9 

*07 

13-26 


773 

259 

1,066 

•57 

12*48 

515 

517 

808 

*38 

12*67 

155 

877 

448 

•12 

12*93 


4,173 

1,400 

4,104 

1*75 

11*13 

2,782 

2,791 

2,Vl3 

1-17 

11-71 

835 

4,738 

766 

•35 

12-53 


298 

99 

109 

2*16 

12*23 

198 

199 

9 

1-44 

12*95 

60 

337 

129* 

*43 

13-96 


152 

51 

211* 

2-13 

16-08 

101 

102 

262* 

1-41 

16-80 

30 

173 

333 

*42 

17*79 


84 

28 

2* 

•65 

13-04 

56 

56 

30* 

•44 

13-25 

17 

95 

69* 

•13 

13-56 


916 

307 

1,829 

•94 

11-18 

610 

613 

1,523 

•62 

11-45 

183 

1,040 

1,096 

*19 

11-88 

Total ... 

7,140 

2,398 

7,491 

1-21 

11-77 

4,760 

4,778 

5,111 

•80 

12-18 

1,428 

8,110 

1,779 

•24 

12-74 

All vears (1919, 
20, 22, 23 & 24). 

34,526 

24,865 

30,711 

1-31 

13-84 

22,837 

36,554 

19,022 

•87 

14-28 

6,851 

52,540 

3,036 

■26 

14-89 

1923 & 1924 ... 

' 15,217 

1 7,311 

14,604 

1-27 

12-66 


12,384 

9,531 

*85 


3,048 

1 19,485 

2,430 

•25 

13-68 


* Indicates a loss. 


TABLE 5.— Copper Mines, Copper at 14 cents an oz. 


Year. 

Actnal. 

Silver at 50 cents an oz. 

Silver at 33^- cents an oz. | 

Silver at 10 cents an oz. 

Average 
cost of 
copper. 

Aveiage 

silver 

credit. 

Average 
net cost of 
copper. 

Average 

production. 

Average 

silver 

credit. 

Average 
net cost. 

Total 

tlieoretical 

production. 

Average 

silver 

credit. 

Average 
net cost. 

Total 

theoretical 

proiluction. 

Average 

silver 

credit. 

Average 
net cubt. 

Total 

theoretical 

production. 

1923 

and 

1924. 

Cts. 

15*18 

13*34 

13*23 

13*99 

14*57 

15*68 

18*14 

13*84 

11*16 

18*49 

1 

Cts. 

1-45 

1- 45 
•52 
*95 

2- 87 
3*18 
2-95 

•96 

1-52 

1*75 

Cts. 

13-73 

11- 89 

12- 71 

13- 04 

11- 70 

12- 50 

15- 19 
12-88 
10-64 

16- 74 


1,000 lbs. 

Copper 

600,000. 

» Silver 
ozs. 
15,217. 

Cts. 

1-11 

•97 

•36 

*63 

1-91 

2*14 

2*00 

•65 

1*02 

1-53 

Cts. 

14-07* 

12- 37 
12-88 

13- 36* 
12-66 
13-50* 
16*14* 
13*19* 
10*14 
17*43* 

1,000 lbs. 
'j Copper 
385,000. 
Silver 
ozs. 

1 11,312. 
f Per cent, 
decline. 
Copper 
36. 

J Silver 26. 

Cts. 

*74 

*65 

*23 

*44 

1*28 

1*40 

1*34 

*44 

•67 

1*02 

Cts. 

14-44'*' 

12- 69 

13- 00 
13-55* 

13- 29* 

14- 23* 
16-80* 
13-40* 
10-49 
16-41* 

> 

1 

u 

1,000 lbs. 
Copper 
165,000. 
Silver 
ozs. 
2,980. 
^Per cent, 
decline. 
Copper 
72. 

Silver 80. 

1 

Cts. 1 
•22 1 
*20 
*07 I 
*13 
•38 
•43 
*35 
*13 
*21 
•32 

Cts. 

14-96* 

13*14* 

13- 16* 
13*86* 

14- 19* 

15- 25* 
17-79* 
17*71* 

1 10-95 

1 18*17* 

•N 

J 

1,000 lbs. 
Copper 
100,000. 
Silver 
ozs. 
1,978. 
'Per cent, 
decline. 
Copper 
84. 

Silver 8 7. 


* Too high cost for profitable operation with copper at 14 cents per lb. (Margin between sales price and cost necessary for such 
operation assumed to be at least 1 cent per lb.) 


TABLE 6.— Smelter Production of Lead from Domestic Ore. 


All mines in this group are producers of silver-lead ore. 


— 

1919. 

1920. 

1921. 

1922. 

1923. 

1924. 

Per cent, 
increase, 
1923 over 
1919. 

Per cent, 
increase, 
1924 over 
1919. 

Western States. 

Alaska 

Arizona 

California 

Colorado 

Idaho ' 

Montana 

^Nevada 

New Mexico... 

Texas 

Utah 

Washington 

Total 

Eastern States. 

niiuois 

Kansas 

Kentucky 

Missouri 

Oklahoma ...; 

Tennesse 

Wisconsin 

Total 

Grand Total ... 

645 

5,407 

1 2,004 

18,867 
89,091 
17,513 
5,958 
1,418 : 
8 

65,102 

1,090 

591 

5,987 

2,260 

17,752 

117,191 

13,231 

8,650 

1,123 

1 

64,006 

2,460 

773 

3,313 

614 

12,104 

99,707 

11,565 

3,553 

384 

1 

51,872 

325 

324 

7,218 

3,018 

11,108 

91,487 

14,551 

4,264 

1,230 

5 

63,130 

478 

400 

8,828 

5,168 

23,885 

127,797 

18,345 

8,044 

1,638 

40 

104,678 

2,008 

582 

9,372 

2,305 

25,491 

123,709 

21,226 

8,070 

2,263 

27 

119,318 

2,057 

-88*0 
+ 63*3 
+157*9 

f26*6 
+48*4 
+4 * 8 
+ 35-0 
+15*5 
+ 500-0 
+60*8 
+ 84-2 

-9*8 
+ 73*3 
+15*0 
+35*1 
+38-9 
+21-2 
+35-4 
+59-6 
+ 388-0 
+83*2 
+88-7 

207,103 

233,252 

184,211 

196,813 

800,831 

314,420 

+45*3 

+61-8 

977 

7,951 

150,341 

49,934 

2,371 

3,975 

948 

8,421 

114 

171,999 

68,494 

2,705 

3,841 

271 

10.939 

41 

151,028 

46,902 

1,079 

750 
10,900 

73 

202,245 

67,486 

751 
1,323 

1,286 

20,207 

66 

169,323 

59,602 

1,020 

601 

1,089 

12,895 

201 

191,501 

56,017 

985 

1,973 

+ 31*6 
+154*1 
-20*5 
+ 12*6 
+ 19-2 
-57*0 
-84*9 

+11-4 
+62*2 
+ 142-2 
+27-4 
+12-1 
-58-5 
-50*4 

216,682 

256,522 

210,260 

283,478 

252,105 

264,661 

+16*9 

+22*7 

422,785 

489,777 

, 394,471 

480,291 

1 552,936 1 579,081 

+30*8 

+37-0, 



















TABLE 1 

Ihrodnction of Lead and Silver from principal Western Lead-Silver Mines. 
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TABLE 9. 


Zinc Companies. 





Income from metals. 

Total 
operating 
expense, 
including 
deprecia- 
tion and 
taxes. 

Net 

Cost 

Silver 

credit 

Net 

Propor- 
tionate 
value of 
silver to 
net 

income. 

Year. 

Zinc. 

Silver. 

Zinc. 

Silver. 

All 

metals. 

operating 

income. 

per 
ponnd 
of zinc. 

per 
pound 
of zinc. 

cost per 
pound 
of zinc. 


lOUO lbs. 

iOOO ozs. 

$'000 

$’000 

$’000 

$’Uu0 

$’000 

Cis. 

Cts. 

Ots. 


f 








8-646 

1-478 

7-168 

— 

1 








4-416 

1-135 

3-281 

140 

1919 ... s 
. 1 








8-10, 

5-33 

2-77 

135 

1 

204,950 

5,096 

9,691 

4,509 

14,870 

12,667 

4,403 

6-18 

2-20 

3-98 

102 

r 



9-504 

1 1-821 

7-683 

— 









4-827 

0-94 

3-887 

341 

1920 ... ;< 








6-59 

2-37 

4-22 

63 


243,022 

4,966 

15,183 

4,208 

20,022 

16,055 

3,967 

6-606 

2-732 

-4-874 

106 


10 -719 

4-774 

5-945. 

.4241 









3-339 

0-724 

2-615 

634 

1922 .•.. - 








4-77 

2-84 

1-93 

78' 

1919, •) 

. 231,276 

6,392 

10,505 

5,444 

15,939 

11,830 

4,628 

5-115 

1-176 

3-939 

118' 

679,248 

16,454 

35,379 

14,161 

50,831 

40,552 

12,998 

5-970 

2-085 

3-885 

m 

1920, and > 

1922 ) 


TABLE 10. 

Probable Production of the World made unprofitable by successive Decreases 

in the Price of Silver. 

Lead. 

Price of silver. Short tons. Per cent, of world production. 


50 

33i 

10 


Price of silver. 


33i 

10 


97,000 6-7 

160,000 10-8 

•383,000 sea 

Woi'ld’s production 1924 = 1,457,000 tons. 


Copper. 
Short tons. 


100,000 in U.S. No estimate 
made for foreign 
production. 

400,000 
400,000 

World’s prodtiction 1924 = 1,500,000 tons. 


Per cent, of world production. 

6 • 7 from U.S. No 
estimate for foreign 
production. 

27 

27. 


TABLE 11. 

Probable Percentage of Silver Production of the World made unprofitable by 
successive Decreases in the Price of Silver. 


Price of sUver, 

Dry and siliceous 

Copper-silver 

Lead-silver 


Cts, per oz. 

ores. 

ores. 

ores. 

Total. 

50 

16 

26 

28 

20 

B3i 

80 

80 

36 

58 

10 

100 

87 

75 

79 

Probable Silver 

Production in the World made unprofitable by successive 


Decreases in 

the Price of Silver. 



Millions of Ozs. Fine. 



Price of silver, 

Dry and siliceous 

Copper-silver 

Lead-silver 


cts. per.o^ 

ores. . 

ores. 

ores. 

Total. 

50 

15 

13 

19 

47 

334 

. 75 . 

40‘ 

25 

140 

10 

, ' '94 

, 44 

52 

190 . 

.Toial -world’s production 

?40 


'Totsd. silver accotmted for 

- 220 
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APPENDIX 89. 

I.ettei? from Sir James Wilson, K.C.S.I., to the Secretary to the Royal 

Commission on Indian Currency and Finance, dated Annieslea,. 

Crieff, Perthshire, the 8th September 1925. 

I liave the honour to submit, for the information of tlie Royal Commission, copies 
of (i) a paper on “Indian Currency and Exchange,” which I read in February 1923 
to the Economic Society of Edinburgh, and (2) an article on “ Indian Currency 
Policy,” which I am sending to the Asiatic Review, in the hope that the calculations 
I have made may be found useful. 

Paper on “ Indian Currency and Exchange,” by Sir Janies Wilson, E.C.S.I., 

dated 31st January 1923. 

It is with some diffidence that I venture to address this Society on such a 
complicated question as that of “ Indian Currency and Exchange.” I cannot claim 
to be a finau^ia'l or a banking expert, and it is only as a humble student of economics 
that I approach this subject, which is of immense importance to ihe_ prosperity and 
welfare of the millions of India. It appears to me that the safest basis for the study 
of such a subject is to get hold and to keep hold of statistical facts, so as not to lose 
oneself in the clouds of theory, and I must ask you to bear with me while I put 
certain figures and calculations iDefore you. 

The Paper Pound Sterling. 

In this country we are accustomed to see rates of exchange quoted in sterling. 
For nearly a century before the outbreak of war in 1914, a quotation in sterling meant 
a quotation in sovereigns or fractions of a sovereign, because all legal tender bank 
notes were freely convertible into sovereigns, which could be exported without 
restriction. The* sovereign contains 113 grains of fine gold, while the United States 
gold dollar contains 23 ' 22 grains ; so that a sovereign exchanges for 4 * 87 gold 
dollars, and up tdl 1914 the rate of exchange between London and New York could 
not vaiy from this par rate by more than a small fraction above or below the cost of 
transporting gold from one country to the other, whatever the balance of trade might 
be. And as a matter of fact for many years up to that date the lowest point in the 
rate of exchange between London and New' York was 4*77 dollars to the pound — a 
difference from par of a little over 2 per cent. 

Immediately after the outbreak of war Parliament passed an Act authorising the 
issue of one pound Currency Notes and making them legal tender to the same value 
as a sovereign. The export of sovereigns from this country was at the same time 
forbidden, except under special permission from the Government. The effect of these 
provisions, which are stiU in force, was to make the Currency Note practically 
inconvertible into gold for the purpose of international exchange ; and as a natural 
consequence the value of this practically inconvertible paper currency varied mainly 
according to (1) the relation between the demand for and supply of the notes, and (2) 
the ideas of financiers (including bankers, merchants and investors all the world over) 
as to the prospects of an increase or decrease in the note issue, and of the Currency 
Notes again becoming freely convertible into a sovereign. A credit in sterling 
therefore no longer meant a command over so many sovereigns, but only a command 
over so many currency notes ; and the value of sterling in international exchange- 
became subject to violent fluctuations. The best measure of those fluctuations is the 
rate of exchange with New York, because the United States have managed all through, 
to keep their notes convertible ; so that a credit in dollars has all through meant a 
command over so many gold dollars. Another measure of the value in gold of the 
British paper pound has been available since 1919, when the Government granted 
permission for the sale of South African gold bullion in London, with freedom tO' 
export. The two bases for an estiniate of the value of the British paper pound in 
gold necessarily correspond closely day by day.- 

I append two statements, (1) giving the actual, quotations on certain dates of 
prices and rates of exchange bearing on this subject, and (2) the corresponding values 
iu grains of fine gold or of fine silver calculated on those quotations. All through' 
the real basis of international exchange has been, and continues to be, gold ; so that 
the common measure to which attention should be specially directed is the value of 
the different currencies in grains of fine gold. 1 take as one of my dates 31st 
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1920, because it was immediately .after that date, namely, on 2nd Febrnarr 
1920, that the Secretapr of State for India made his momentous announcement that he 
would aim at giving the rupee a hxed value in exchange of one rupee for 11 -3 grains 
of fine pld— that is, one-tenth of the gold content of the sovereign. As the latest 
■of my dates I have given the quotations for 31st January 1923, exactly three years 
after, and by way of comparison, to show the changes which have taken place durincr 
the last 12 months, I give the quotations for the corresponding date in 1922. ^ 

T. iPu January 1920, the value of the British paper pound sterling, as shown 
both by the rate of exchange with New York and by the results of the sales of gold 
Lpadon, with freedom to export, was at about its lowest, being then equivalent 
to &2 grains of fine gold— that is 72 per cent, of the 113 grains contained in a 
sovereign in other words, it was worth only 14s. 5d. measured in gold. The British 
Government had, on the Report of the Cunliffe Committee, declared its intention to 
restore the free market in gold in London, which would necessarily lead to the 
restoration of the paper pound to the value of a sovereign, and had taken practical 
steps to make a gradual reduction in the quantity of paper currency outstanding 
which again would necessarily tend to an improvement in the gold value of the paper 
currency unit. As a result of that policy, by 31st January 1922 the value of the 
paper pound had risen to 99-5 grains of fine gold, equivalent to 88-1 per cent, of 
the gold in a sovereign, and during the last 12 months there has been a further 
improvement, until on 31st January L923 the price of gold in London gave the 
paper pound the value of 108 'I grains of , fine gold, which is 95-7 per cent, 
of the 11.3 grains in a sovereign— an improvement' of 8*6 per cent, in the last 
12 months. We are now therefore within 5 per cent.' of seeing the pound sterling 
■valued in London, in New York, and therefore all the world over, as equivalent to a 
sovereign. One of the chief reasons for this marked improvement, which has a 
great effect in reducing the sterling prices of all articles imported from abroad and 
of all articles produced in this country which have to compete with them, has been 
the reduction in the quantity of Currency Notes outstanding. For instance, on 
31st January 1922 the quantity of Currency Notes outstanding was £303 million 
and by the corresponding date this year it had been reduced to £279 million — a 
reduction of nearly S per cent. A further reason is the increase in the ratio of gold 
and bank notes held as a reserve against the currency notes to the total issue from 
15 ‘8 per cent, on 31st January 1922 to 17 ’3 per cent, on 31st January 1923. The 
chief reason, however, for the improvement is, no doubt, the growth of confidence 
throughout the world in the determination and ability of the British Government 
to restore .at an early date the value of the legal tender currency note to that of a 
•sovereign. In judging of the true meaning of the quotations during recent years, it 
is necessary to bear in mind the changes in the value*of the sterling in which they 
are quoted, and the simplest plan is to reduce all such quoted prices to terms of 
grains of fine gold. 


Indian Currency before the War. 

For nearly a century the principal legal tender in India has been the silver rupee, 
, weighing 180 grains and containing 165 grains of fine silver. Up to the year 1873 
the woi’ld ratio between gold and silver remained in the neighbourhood of 15 • 5 ozs- 
of silver to 1 oz. of gold, and the. quoted price of standard silver in London 
remained in the neighbourhood of the corresponding rate of 60 ’Sd. per oz. 
British standard silver is 925 fine — that is to say, 1,000 ozs. of standard silver 
contain 925 ozs. of fine silver ; so that this London price of standard silver meant a 
price of 66 ' Id. per fine oz. At that rate the value in gold of the 165 grains of silver 
contained in a rupee coin was in London 22' Qd., and the exchange value of the 
rupee, though it fluctuated slightly from year to year, remained in the neighbourhood 
of that figure — ^not far short of 2a. to the rupee ; so that it became a general idea 
that the rupee was worth about one-tenth of a pound, which would make it worth 
11 *3 grains of gold. 

About 1873 Germany’s demonetisation of silver and action taken in America 
and other countries led to a sudden increase in_ the world’s demand for gold and 
diminution in the world’s demand for silver. This caused a rapid fell in the gold 
. value of silver, until in 1902 an ounce of gold would buy 39 ozs. of silver instead of 
-15 *5, and the' price of standard silver in. London fell to 24d. per oz., at which rate 
the value in London of 165 grains of silver was only 9d. instead of 22*6d. During 
] the first part of this period, while the Indian Mints remained open, and the rupee 
’ Tvas thus still linked with silver, the exchange value of the rupee necessarily fell with 

T 
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the fall in the value of the 165 grains of silver contained in it, until in 1892 the 
rupee was worth only 15d!. instead of the traditional rate oE 24d. In 1893, however, 
the Indian Mints were closed to the free coinage of silver, and for some years 
practically no addition was made to the number of rupee coins in existence, while: 
the demand for them increased with the growth of India's prosperity and trade ; so 
that the value in exchange of the rupee coin was no longer determined by the value 
■of the 165 grains of silver contained in it, but, after falling to ISd. in 1894, steadily 
increased until it was stabilised at 16d. per rupee, or Rs. 15 to the sovereign, at 
which rate it remained until after the outbreak of war, although the value of the 
silver contained in it went down to less than 9d. in 1909. Tho closing of the Mints 
had thus resulted in unlinking the rupee from silver, and the success of the action 
taken to stabilise the rate of exchange at 16d. meant that the rupee was now a token 
coin linked, with gold at the rate of Rs. 15 to the sovereign, or 7 * 53 grains of gold to 
the rupee. 


Effect of the Wan. 

When war broke out, many Governments took steps to collect as much gold as 
possible, pd prohibited or greatly restricted the export of gold. India has always 
been anxious to secure as much as possible of the precious metals, and during the 
four, years ending with 31st March 1914 she absorbed 88 million sovereigns’ worth 
of, gold— nearly one-fourth of the world’s production for those four years. The war 
and the action taken by various Governments, including her own, greatly restricted 
the import of gold into India, and during the five years of war conditions her 
absorption of gold was only 30 million sovereigns’ worth, whereas, had war not 
broken but, she would probably have absorbed during those five years something like 
100 million sovereigns’' worth of gold. Being thus starved of gold, the people of 
India demanded a great increase in the import of silver, and ultimately forced the 
Government to import immense quantities of silver and coin it into rupees. The 
Gove^ent found itself compelled to take steps to meet this demand, because it had 
greatly increased its issue of paper currency and locked up its currency and gold 
fitandara reserves to a large extent in securities Which, owing to the war, could not 
be realised except at a serious loss ; so that in order to maintain the*, convertibility of 
its paper currency, it had to issue rupees to meet the demand. In the year ending 
with 3Ut March 1919 the Government of India imported 236 million ozs. of silver, 
while the world s new production in that year was less than 200 million ozs. This 
excessive demand of India for silver, together with the demand frofti other countries, 
led to a very rapid nse in .the world price of silver measured in gold, and on 
Slst January 1920 the price of silver in New York was 133 cents per fine oz., as 
compared with the average price in 1913 of 61 cents — that is to' say, on that date an 
ounce of gold would only command in New York 15-5 ozs. of silver, whereas in 
1913 It commanded 34 ozs. On the same date the quoted price of standard silverdn 
J^ndon was 83d. per oz., while in, 1913 the average price was 28d. On the same 
day gold sold m Ixndon at 11 is. sterling per oz., as compared with the 85a. per oz. 
a . which it sold before the issue of the practically inconvertible paper, currency ; 
so that in London on that day the ratio between gold and silver was 15-7 to 1 — or 
nearly the same as in New York. 

In India, during the wp and for some time after the Armistice, while the import 
restricted, and silver was imported in immense quantities, the 

naturally rose very rapidly with little 
S 5. ratio between them, in the world outside. Before the war the price of 

constant at about Rs. 24 to the tola of 180 grains-that is 
* ® , 8 rains to the rupee — and the price of tire sovereign was Rs 1.5 But in 
15 ^ 6 ^ 1 ^^^? of September 1919 gold was selling in Bombay at rL 32 per tola 
(5 6 ^ms to the rupee), which would give the price of the 113 grains of fine cold 
soverei^-as Rs. 20. if SeptemL 1919 the oXnment ofS 

bJSnhig dSlnSf«tvA^®f “^^® ®P®^ market, with the effect of 

1 ^ 6^7 ^Ist January 1920* to about Rs. 27 per tola— that 

the value of silver «« on the same date, owing to the great increase in. 

for* silver for •nnrT^nep^ asured in gold, cbiefly caused by India’s excessive demand 

was quoted in London at 28d. sterling 
r ^P®®)' allowance is made for the- 

equivalent onlyto 72 per cent- 
s ' 6 grains' of^ne January 1920 a rupee would buy in Loudon. 

3 b grains of fine gold, while in India, owing - to* the restricted’ supply of gbld, ’ 
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rupee would only buy 6*7 grains ; and on that date, while both in London and in 
New lorfc an ounce of gold would buy only about 15 ‘5 ozs. of silver, it would in 
India buy 23 ‘ 5 ozs. 

Secretary of State' a Announcement. 

On 2nd February 1920 that is, about three years ago — the Secretary of State for 
India surprised the world by announcing that he would aim at giving the rupee a 
fixed value in exchange of Re. 1 for -11 *3' grains of fine gold — ^that is, one-tenth of 
the gold content of the sovereign ; that the sovereign would be made a legal tender 
in India at the ratio of Rs. 10 (instead of the pre^-war ratio of Rs. 15) to one sovereign ; 
that the import SiUd export of gold would soon be freed from Government control j 
and that the prohibition on the private import and export of silver would be removed 
in due course. This announcement had an immediate effect in greatly reducing the 
price of gold in India expressed in rupees, and by J9th February 1920 the value of 
the sovereign coin in India had fallen from Rs, 17 to Rs. 15, at which rate it waa 
then still legal tender. On 20th June 1920 the Government of India announced 
that the restrictions over imports of gold bullion were removed ; that sovereigns 
would cease for the time to be legal tender ; and that they would submit a Bill 
prescribing the new ratio of one sovereign to Rs. 10, at which the sovereign would 
again become legal tender. • (The necessary Act was passed on 15th September 1920.) 
Accordingly, .since 12th July 1920 there has been no restriction on the import into 
India of either gold or silver buLion or sovereigns, and India has been able to obtain 
as much as she wants either of gold or of silver. Her excessive demand for silver, 
which was largely due to her being prevented from getting as much gold as she 
wanted, has now ceased ; and as other countries also, such as China and South 
America, had been prevented from obtaining the gold they wanted and were now able 
to satisfy their requirements and thus increase the world’s effective demand for gold, 
while at the same time reducing its effective demand for silver, the consequence of 
this removal of restrictions was a rapid fall in the value of silver as measured in gold, 
and an equalisation of the ratio between gold and silver all the world over. By 
31st January 1922 that ratio, which in 1913 was about 34 to 1, and on 31st January 
1920 was 15 ‘5 to 1 both in London and in New York, but 23*5 in India,, had become 
about 3L to 1 in all three countries. According to the quotations it is still at about 
that figure — that is to say, at present pretty well all the world over an ounce of gold 
exchanges for about 31 or 32 ozs. of silver, which is not a very different ratio from 
that which prevailed in 1913, when it was 34 ozs. of silver to 1 oz. of gold. This change 
in the value of silver as measured, in gold can perhaps be best understood from the New 
.York prices of foreign silver in cents per fine ounce, which were in 1913, hi cents'; 
on 31st January 1920, 133 cents ; and on 3l8t January 1923, 64 *8 cents — that is, 
much the same as in 1913. The London prices, which are quoted ifi. pence sterling 
per ounce 925 fine, were; in 1913, 28d. ; on 3l8t January 1920, 83aE. ; and ‘oh 31st 
January 1923, 31*4d. — again not much above the 1913 price. 

Changes in the Value of the Rupee. 

In India, when, owing mainly to her excessive demand for silver, the world price 
of silver measured in gold rose very rapidly, the value • in international exchange of 
the rupee coin, which had been much below the value of the 165 grains of fine silver 
contained in it, naturally rose with the rise iu the value Of silver bulliou until on 
31st January 1920 the rupee was quoted in London at 28d. sterling, as compared 
with the 16d. at which it had long stood up to the outbreak Of war — ^thafis to say, 
the value of the rupee in pence sterling had nearly doubled, and, as already 
said, it was on that date worth in London 9*6 grains of fine gold, as compared with 
the 7*5 grains, it was worth up to 1914. Bui when, owing to the removal of the 
restrictions on the movements of gold and silver bullion throughout the world, the 
effective demand for, gold increased and the effective demahd for silver decreased, so 
that the value of silver, whether measured in gold or in sterling or in rupees, fell 
greatly, the bullion value of the rupee fell along with it. For some time the value of the 
rupee in international exchange corresponded closely with the value from day to day 
<d the 165 grains, of silver contained in it ; sO that for the time' being the rupee was 
again linked with silver,. as it.had been before the Indian Mints were dosed to coinage 
in 1893. As the gold value of silver fell, so did the value of the ifupee 'in international 
exchange, until . on 23fd May 1921 the London rate of excdiange' Was only 15d. to the 
:^pee ;'!ahd as, on that date the British paper pound Wste worth only 81 per cent, of the 
^Id in a, sovereign, this price of the rupee was equivalent to little more than 
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measured in gold— that is to say, it was then worth in London only about 5-6 grains 
of fine gold, as compared with the 7*5 grains it was worth before the war, and with 
the Q'tTgrains it was worth in London on 31st January 1920 — only 16 months before. 
Since then the value of silver has risen somewhat, as is shown by the idse in the 
New York quotation for foreign silver, which has risen from 59 cents on 23rd May 
19'21 to fil'd cents on 31st January 1923 ; and there is no doubfthis had some effect 
in raising the value in exchange of the rupee ; but the rupee is no longer closesly 
linked with silver, as it has not closely followed the price of silver m its downward 
course. On 31st January 1922 the exchange value of the rupee in London was 15 -fid. 
sterling", or much the same as it was before the war, as compared with the 28d. 
which tt had reached on 3lst Jaiiuary 1920, before the announcement of the Secretary 
of State’s new policy. On 31st January 1923 it was Ifi'Sd. sterling, or little above 
what it was a year before or in 1913. But it is to be' remembered that a 'peniy 
sterling does not now mean the 240th part of the gold in a sovereign, but_the 240th 
part of the value of a paper pound, and, as the paper pound is now worth 95 ' 7 per cent, 
of the sovereign, this means that on 31st January 1923 the value of the mpee 
measured in gold in London was only 15 ‘8d., as compared with Ifid. before the war. 
Still this is a substantial improvement on its value a year ago, 'which,_ measured in 
gold, was then IB’Jd. During the last 12 months the rupee has risen in gold value 
along with the rise in the gold value of the British paper pound. In other words, on 
3l8t January 1923 tlie rupee was worth in London 7 ;4 grains of fine gold, as compared 
with the 7*5 grains it was worth before the war, and as compared with the 9 ’6 grains 
it was worth in London on 31st January 1920, and with the fi‘5 grains it was worth 
a year ago. Thus the rupee has nearly attained the value in international exchange 
as measured in gold which it possessed before the war, but is still very far short of 
the value of 11 '3 grains of fine gold aimed at by the Secretary of State in his 
announcement made three years ago. In 1913 the rupee, which was then a mete 
token coin representing one-fifteenth of the gold in a sovereign, although it contains 
■only 165 grains of fine silver, bought either in London or in India about 255 grains 
of silver. On 31st January 1920, when there was such an excessive demand for 
silver in India, it bought only about 157 grains, but on 31st January 1923 it 
bought in London 233' grains, in India about 217 grains— that is to say, it bought 
enough fine silver to make 1*31 rupee coins, and to that extent it has become unlinked 
from silver. 


India's Stock of Odd and Silver. 

From time immemorial India has been a great absorber of the precious metals. 
From 1835 to 1919 India imported net £316 million worth of gold, of which more 
than half was imported since 1900. I reckon that at present fhe quantity of gold in 
the possession of mankind is about 1,000 million ozs. — enough to make 4,250 million 
sovereigns — and that of this quantity India possesses about 100 million ozs. — about 
one-tentJi of the world’s total stock. And as less than C million ozs. is in the 
Government Treasury, nearly the whole of this large quantity is held by the people 
in the form of ornaments or hoarded coin or bullion. During the five years before the 
war she was absorbing on the average 5 million ozs. per annum — nearly one-quarter 
of the world’s new production. During the war she was only allowed to absorb an 
average of less than 2 million ozs. per annum ; but, when the restrictions on the 
movements of gold were relaxed, she at once took advantage of her recovered liberty, 
and during the 12 months ending with March 1920 absorbed 6 million ozs. This, 
apparently, satisfied her demand for the time being, as during the following 12 months 
she absorbed less than 1 million ozs., and, partly no doubt owing to the poor harvests 
in 1920-1, she during the 12 months ending with March 1922 exported net half a 
million ozs. More recently, however, she has again begun to outbid the United States 
for Ae gold ■ available in the London market, this change being no doubt partly due 
to last year’s good harvest and the prospect of another good harvest next May. 
During the calendar year 1922 India imported from this country alone gold to the 
value of £12*8 million— about 3 million ozs.— besides 46 million ozs. of silver. The 
total quantity of gold held in India includes nearly 100 million coined sovereigns, 
which before the war were legal tender at the rate of Ks. 15 per sovereign, and were 
coming into circulation, especially in the Punjab. But now that they have been made 
legal tender for only Rs. 10, in accordance with the Secretary of State’s policy, the 
sovereign is no longer m circulation in India, because no one will tender it for Hs. ID 
when^he can get for it in the Bazaar over-Rs.T6i 'For the time being, therefore," gold^ 
. even in the form of Sovereigns, is out of the reckoning as regards circulation. 



APPENDIX 89. 


579 


India also contains an enormous quantity of silver, much, of it in the form of 

• ornaments. From 1835 to 1919 she imported net 2,900 million ozs., more than one- 
third of the world’s production during that period. But, as the Mints have for tb© 
last 30 years been closed to the coinage of silver, except on Government account, the 
uncoined silver is not available for purposes of circulation. Practically, therefore, 
the currency available for circulation . includes only the coined rupees and the 
Government's currency notes. The success attained before the war in keeping the 
■ exchange value of the rupee stable at 16d. gold was due to the closing of the Mints 
.and the consequent limitation in the number of papers available for circulation, while 
owing to the increase in India’s trade and prosperity, the demand for rupees rose, 
until the rupee was worth much mol’s than the value of the silver contained in it.' It 

• could not rise except by a fraction above 16d., because the Government was bound to 
accept a sovereign as the. equivalent of Rs'. 15 ; so that if at any time the exchange 
value of the rupee rose above 15d., it would have paid to import sovereigns into 
India and to pay debts in sovereigns instead of in rupees. Even before the war the 
Government of India, tempted, no doubt, by the great profit it could secure by coining 

• cheap silver into rupees, each of which could be issued as a token coin equal in value 
to one-fifteenth of a sovereign, added greatly to the rupee coinage, and during the 
14 years ending with 1913 no fewer than 1,600 million new rupees were coinejl. 
Then when,, as already explained, the Government of India, in consequence of the 
restrictions on the import of gold during the war, found, it necessary in order to 
maintain the convertibility of its note issue- to obtain immense quantities of silver 
from abroad and coin it into rupees, during the three years ending with 31st March 
1919 the net coinage, amounted to no less than 1,034 million rupee coins, making a 
.gross addition to the silver currency since the beginning of the century of over 
2,600 million rupee coins. It is unlikely that any large number of these coins have 
been melted and turned into bullion or ornaments, because the 165 grains of silver 
•contained in the rupee coin could generally be bought in the Bazaar at much less 
•cost than Re. 1, Making allowance on the one hand for the quantity of rupees in 
India in the year 1900 and for the number of rupees melted since, it may be estimated 
that there •^ire at present in existence about 4,000 million rupee coins. A very large 
number of these coins are hoarded by the people, but if it became worth their 
'while to spend them, might become available for circulation. When the harvests are 
■good and the people are prosperous they hoard rupees in large numbers. When the 
■harvests are poor they produce their hoarded rupees and send them into circulation ; 
so that the quantity of rupees in actual circulation is apt to vary from time to time, 
partly for this reason and also in consequence of changes in the level of prices 
jneasured in rupees. 


Currency Note Issue. 

While the Government of India have thus added greatly to the number of rupee 
■coins in existence, they have also greatly increased the quantity of currency notes in 
■circulation, as will be seen from the following statement : — 

Indian Paper Currency Reserve {Millions of Rupees). 



i 

1 31st Mar. 1914. 

31st Deo. 1921. 

31st Dec. 1922. 

22nd Ang. 1925. 

iS’ote circulation - - - ■ " 

Eeserve : — , . x j • 

Silver coin and bullion in India 

Gold coin and bullion in India 

Gold coin and bullion in England - 
Government of India securities 

British Government securities 

661 

205 

224 

92 

100 . 
40 

1,725 

740 

243 

684 

58 

1,742 

866 

24.S 

574 

59 

1,871 

877 ' 
223 

• 571 

200 


661 

1,725 

1,742 

1,871 


'The total note circulation nas increasea irom n.a. out uuinuaio uu 
to Rs I 742 millions on 31st December 1922— that is to say, it has nearly trebled. If 
mv estimate of 4,000 million rupee coins as the quantity now in existence m In^a 
is correct, this means that the total amount of legal tender money, apart from gold, 
now in India is about 5,700 miUion rupees-or about Rs. 18 per head of popuktion. 
The addition.to the quantity of rupees and no^ since 19x4 has been appro:^t6ly 
rupee coins 1,034 million, notes to the value of 1,081 milhon, total Rs. 
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milliou. Tt is time that a very large proportion of these rupees and notes are either- 
held in reserve by Government or are hoarded by the people, and i see that 
Mr. Findlay Shirras, in his book on “ Indian Finance and Banking,” estimates that on 

March 1919 the active circulation of rupees and notes was Rs. ^1,620 raillions, 
which gives an average per head of Rs. 11 -4, as compared with 7*5 in 1914. But the- 
whole of the rupees and notes in existence in India could be made available for 
purposes of circulation if the holders were willing to use thein for that purpose. xMy 
point is that at present gold is practically out of circulation in India, and the rupee 
coin is no longer linked either with gold or with silver, but, so far as international 
exchange is concerned, is merely an inconvertible unit of currency subject to the law 
which regulates all inconvertible currencies— that is to say, liable to change in its. 
value measured in gold according to changes in the relation between the total 
available supply of the currency and the total effective demand for it — and that the- 
total available supply of this inconvertible currency has in recent years been 

enormously increased. , , , ... 

When the people of India have more rupees than they have an immediate use- 
for, whether for purposes of circulation or hoarding, the rupee coins flow back into- 
the Government Treasuries, and, as will be seen from the above statement, the 
quantity of silver coin and bullion held in the Currency Reserve in India has 
increased from Rs. 205 million on 31st March 1914 to no less than Rs. 866 million 
on 3 1st December 1922 — more than one-fifth of all the rupee coins in existence— the 
increase during the past year being Rs, 126 million, which affords strong evidence- 
that the total amount of rupees and notes is at present much larger than India really 
requires for all purposes. It is unfortunate that the Government 'of India should 
have felt itself compelled in the three years ending with 31st March 1919 to coin 
oVer 1,000 million new rupees and so add to the total oi legal tender money in 
existence. It was compelled to do so in order to maintain the convertibility of its 
immATtaA issue of Currency uotes, and the mistake apparently was to allow the quantity 
of currency notes in circulation to reach such a high figure. It is usually supposed 
that a bank or a Government makes a profit out of its note issue, and to a certain 
extent this is true, but in the case of India there must have been a serious loss to the- 
Government from its excessive issue of notes. It was compelled, in order to maintain 
the convertibility of the notes, to purchase an immense quantity of silver from outsi de- 
India (mainly from the United States), at a time when silver as measured in gold 
was excessively dear. The coinage of over 1,000 million rupee coins in those three- 
years must have cost a large sum apart from the cost of the silver, and now the- 
Government of India has to store and guard 866 million rupee coins, besides gold coini 
and bullion to the value of 24 million sovereigns, and to find the interest on the- 
674 million rupees’ worth of Government of India securities held in the Currency 
Reserve. Altogether, if a calculation were made, it would probably be found that 
during the last eight years the Government of India’s increased issue of currency 
notes has involved it in a serious net loss. 

The Gold Standard Eeserve. 

Since the Mints were closed to the free coinage of silver in 1893, the cost of the- 
l65 grains of silver contained in the rupee coin has generally been much below 
Re. 1, so that a large profit has accrued to the Government from the coinage of new 
rupees on Government account. This profit has been placed to what is called the- 
Gold Standard Reserve, to which also the interest on the accumulated funds is 
carried. This reserve, which on 31st March 1914 amounted to 25 * 5 million pounds,, 
is now (3lBt December 1922) £40,000,000 sterling, practically all held in short-dated 
British Government securities. The existence of this reserve has no doubt helped 
to give a feeling of confidence, but it has so far had very little effect on the rate of 
exchange. 

India's Balance of Trade. 

In estimating India’s balance of trade it is necessary to include imports of 
Government stores into India, : because India has' got to pay for them by exports. 
It is also necessary to include the large imports of gold and silver, whether on- 
Go'vemm^t or private account, because they also have to be paid for by exports from 
India, and because the gold and silver are imported into India not so much in order- 
to adjust the balance of trade as to meet the demand of the Indian people for the 
precious metals for the purposes of ornaments and hoarding. ! So reckoned, the average- 
THsible net exports; of merdhAndise from India for the five years ending with 19i3-L 
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■were 48*4 million pounds, and the average net import of treasure during those five 
jears was £26,000,000. Putting merchandise and treasure together the average net 
export was 22*4 million pounds. I’hese figures represent the visible exports and 
imports, but India has to pay each year a large, sum in addition to the value of the’ 
visible imports ior the year, representing (1) interest on capital belonging to 
residents in foreign countries which has been invested in India, whether by way of’ 
loan to Government or to private companies, or to establish industries in India;. 
(*2) payment for services rendered to India by foreigners, whether' in ’ the Army or 
the Givil Services, or in private capacities, such as shipping, banking," insurance, • 
and industrial undertakings, in so ‘ far as the remuneration for such services is 
payable outside India, or is remitted to other countries by residents of those countries, 
or is payable by way of pension to foreigners who have returned to their o.wn countries 
and who take payment of their pensions outside India. All these payments have to 
be made by India in the form of an excess of visible exports over visible imports. 
On the other side would have to be reckoned any new investments made in Indiaj 
• during the year. But in ordinary times these invisible imports are much less tha/n 
the invisible exports, and this is the main reason why on the average -of the five years, 
before the war India’s visible exports exceeded India’s visible imports, including 
treasure, by 22*4 million pounds ; and why in ordinary course it' is to be expected that 
India’s visible exports will greatly exceed her visible imports. 


Council Draft. 

A large proportion of the payments which have to be made by India to foreign 
•countries on such accounts, which are not counterbalanced’ by visible imports during 
the year, are made through the Secretary of State for India in London, through whom 
has to be paid the interest due by the Government of India to British investors who 
have lent money to the Government of India on terms requiring them to be paid 
the interest in London, and through whom have to be paid claims for the services of 
the British Army in India, and pensions and leave allowances payable to officers both 
• of the Army and of the' Civil Services who have returned permanently or temporarily 
to this country. These payments, which have to be made by India through the 
Secretary of State in London, amount to a large sum, approximating in ordinary times 
to £25,000,000 per annum. In order to obtain funds to make them the Secretary 
of State many years ago established a system of selling Council Drafts — ^that isj 
•orders for the payment in India from the Government Treasury of so many rupees, 
which are sold in the open market in London in return for credits in sterling payable 
in London, which , are paid to the Secretary of State in London by the purchasers 
«of the Drafts in return for the orders which they require to enable them to obtain 
.rupees in India to pay there for exports from India, or to meet other debts payable 
in India. On the average of the five years ending with 1913-4 the Council Drafts 
paid in India amounted to 27*0 million pounds. From the point of -view of the 
balance of trade-these Council Drafts are of the nature of invisible exports from 
India which go towards adjusting India’s indebtedness to foreign coxmtries, although 
nothing passes between England and India, except bits of paper, which enable the 
:Secretary of State to pay India’s debts in London in sterling by an actual paynient of 
.rupees from the Treasury in India. That is to say, they are transfers of credit. In 
! selling Council Drafts the Secretary of State generally fixes the amoxmt he is willing 
to sell and the lowest rate he is willing to take, and accepts up to that amount the 
best offers he can get in the London market. There are other ways in which a 
merchant who has to pay for goods in India can obtain Indian exchange, and if the 
.'Secretary of State were to offer Council Drafts at a minimum rate materially above 
the market rate of the day, he would get no demand for ' them, • On the other hand, 
if the minimum rate that he offers to take is more favourable than the market rate, 
merchants and others requiring a credit in rupees in India compete for the Drafts, 
.and in this way the Secretary of State' is able to obtain a fair rate. He has, however, 
very little power by selling Council Drafts to force the rate of exchange permanently 
•either up or down. That depends upon the value in international exchange of the 
British pound sterling, which is at present praoticaUy inconvertible, and of the Indian 
rupee coin, which is also at present incon’vertible into gold at any fixed rate, and on 
the relation between the demand for credit in India and the supply of it, which 
varies from day to day according to the course of trade. As a matter of fact for 
isome time past the sale of Council Drafts had been stopped and the miarket and the 
•Secretary of State and the merchamts got along- without them. Recently ■ t]N> 
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Secretary of State has resumed the sale of Council Drafts, and on 23rd January sold. 
75 lakhs of rupees at about i7d. sterling, or almost exactly 16d. measured in gold. 

In 1920, in the vain endeavour to stein the rapid fall -which, as already explained, 
was then taking place in the exchange value of the rupee, the Secretary of State 
sold in India Reverse Councils (tliat is. Drafts papble in sterling in London by the 
Secretary of State in return for rupee credits paid to the Government in India), at 
rates much more favourable than merchants were able to obtain in the open market.. 
The loss incurred by the Government oi India in this futile attempt to regulate the 
■exchange amounted to 2S crores of rupees — over £18,000,000 sterling. 

One beneficial effect of the great rise which took place in the gold value of the 
rupee (owing mainly to India’s urgent demand for silver), combined with the restrictions 
placed upon the export of cereals from India, was that the rise of prices, which caused 
so much hardship and disturbance in this country, was felt much less in India, though 
there too it was considerable. In July 1920, when the Index Number for the cost of ' 
living in this eoimtry (taking the cost in July 1914 at 100) was 255, it was in Bombay 
only 189 ; in October last the Index Number for cost of living in this country was. 
180, while in Bombay it was 162. 

The Bahington-Smith Committee of 1919. 

An admirable and authoritative explanation of the Indian Currency System and 
its Developments will be found in a paper written by my old friend, the late Sir- 
William Meyer, who was Finance Minister in India during the war, and published in 
the Journal of the Royal Society of Arts for SOth April and 7th May 1920. That 
paper gives a smnmary of the Report of the Babington-Smith Committee on Indian 
Exchange and Currency, wliich was submitted towards the end of 1919, and formed 
the basis of the Secretary of State’s- announcement of February 1920. But it is to- 
be remembered that, when Sir William Meyer wrote the paper, the gold price of 
silver, and therefore the exchange value of the rupee, were still very high. Probably 
if that Committee were again to sit and to take into account the fall which has since 
taken place in the gold value of silver and in the exchange value of the rupee, their- 
recommendations would be very different from what they then were. The great 
mistake they made was in supposing that the gold value of silver would continue at- 
such a high rate as to support a rate of exchange of the rupee much higher than 
the ICd. which had heen the standard for a ntimber of years before the war. As I. 
have already pointed out, at the date of the Secretary of State’s announcement in- 
February 1920 the price of silver per ounce 925 fine was in London 83d. sterling, 
as compared with 28d. in 1913, and was in New York 133 cents per fine ounce, as- 
compared with 61 cents in 1913. Both quotations gave the ratio of gold to silver as- 
tlien about 15*5 ozs. of silver equal -to 1 oz. of gold, while in 1913 the ratio was 
34 to 1. On that date in 1920 the exchange value of the rupee was 28d. sterling, as^ 
compared with 16d. before the war. Now the price of silver has fallen to 31 •4d. 
sterling per standard ounce and to 64*8 cents per fine ounce, both of which quotations- 
make the ratio of gold to silver about 32 to 1, as compared with the pre-war ratio- 
df 34 to 1, and the exchange value of the rupee is now not much above 16d. sterling 
—the pre-war rate. If the Babington-Smith Committee had foreseen that the price of 
silver and the exchange value of the rupee would fall '‘so rapidly within the next three 
years, it is very improbable that they would have encouraged the Secretary of State to-, 
aim at making the rupee worth -24^. in gold. 

I may be, pardoned if I recall that, in -a memorandum dated 17th July 1919,., 
submitted to the Committee, I pointed out the likelihood of a fall in the demand for- 
silver that would take place so soon as the restrictions on movements of gold were 
removed, and said that by 1922 the price of silver .(which was then 53d. per oz.)' 
might be as low as 30d. On 15th December last it was quoted in London at 30 * 4 ^.,. 
so that my warning has proved to have been w.ell-founded. At the same time I 
recommended that the Government of India should announce that it would make it 
its aim to restore the exchange value of the rupee to I6d.— that is, to one-fifteenth 
of a soverei^, or 7*53 grains of gold, as the -policy most likely to be successful and. 
feirest to all the interests concerned. The course of events adds strength to that 
proposal. 

When the pri(^ of silver falls so low that the cost of making a rupee coin is much 
below the value of the com m exchange either with.gold or with commodities, there is- 
a temptation to the Government to issue new rupee coins in ord^r .to obtain the profit 
on coinage. The^ is also a temptation- to coiners to issue counterfeit rupees of the- 
«ame fineness as the standard- rupee, and therefore difficult to detect. At, the present. 
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price of silver in. Cdlcuttn miyone in JiidiE enn buy tbe 166 gmins of fine silver 
required to make a standard rupee for 12 annas, and if lie can succeed in making 
and issuing a false rupee of the standard fineness he will get 16 annas for it— a 
profit of 33 per cent, on the cost of the silver, less the costs of alloy, manufacture and 
issue. Before the war there was a similar temptation to issue false coinage, which 
was only counteracted by severe penalties, and it is obvious that the greater the 
difference between the exchange value of the rupee and the value as bullion of the 
silver contained in it, the greater will be the temptation to attempt to counterfeit 
the coinage. 

The future Price of Silver. 

It seems probable that there will soon be a further fall in the value of silver, 
whether measured in gold or in rupees or in commodities. In the Qnited States iu 
1918, mainly in order to meet the needs of the Indian Government, a measure was 
passed called the “ Pittman Act,” authorising the sale by the American Government 
to other Governments of up to 360 million silver dollars from the holdings in her 
Reserves, and of this amount no less than 200 million dollars were allotted to India 
at a price of 101]^ cents per fine ounce. Altogether under the Pittman Act the amount 
of silver sold from the United States Reserves was 208 million ozs., and, in accordance 
with the provisions of that Act, this amount has had to be replaced in the Reserves 
by the purchase of silver mined in the United States at the price of 1 dollar per ounce. 
That is the reason why one sees in the daily quotations two prices given for silver in 
New York. For instance, on 3lst J anuary last, while American mined silver was quoted 
at 99f cents, foreign bullion was quoted at only 6'lf cents per fine ounce. It is the 
so-called foreign b^uilion quotation which gives the world price of silver other than 
tbe favoured silver mined within the United States. Of the 208 million ozs. to be 
so replaced, 149 million ozs. have been bought, leaving a balance of 69 million ozs., 
which, at the rate at which purchases have recently been made, should be completed 
next autumn. Thereafter, unless new legislation is' passed in the United States, the 
whole of the American produce will have to compete with the rest of the world 
production in a free market, and will be added to the world’s available supply of 
silver. At the same time the world’s demand for silver is likely to go on decreasing- 
Our own Government, having reduced the quantity of fine silver in tiie silver coinage, 
has become a seller of silver. The Indian Government, having an enormous number 
of rupees lying in its Reserve Treasury, is unlikely to resume coinage for yeai-s to 
come. On the whole it seems probable that there will be a further fall in the world 
price of silver, and that the price in New York, which is at present about 65 cents 
per fine ounce, will fall below the price of 61 cents per fine ounce, which was 
that of 1913 ; and it is to be remembered that so recently as 1915 the price of silver 
in New York was only 51 cents per fine ounce. • Similarly the price of standard silver 
925 fine in London, which is now about 31d., seems likely soon to fall below the 28a!. 
which was its price in 1913, and may even fall as low as the 24d!. sterling which was 
its quoted price in 1915. Any fall in the price of silver that may take place will 
increase the temptation to issue counterfeit rupees, and any further rise in the 
exchange value of the rupee coin, whether or not it is accompanied by a fall in the 
present price of silver, will also increase that temptation and make it more and more 
difficult to m aintain the exchange value of the rupee. 

Conclusion. 

To sum up, the present position as regards the rupee is that it is no longer, as 
it was before the war, a mere token coin representing one-fifteeniffi of the gold in 
a sovereign — ^that is, 7'5 grains pf fine gold. It is now the unit of a currency 
inconvertible into gold at any fixed rate, and its present value in gold is in ^ndon 
about 7*4 grains — of very nearly what it was before the war, notwithstanding the 
Secretary of State’s announcement of policy three years ago that he would aim at 
ma.ViTig it equal, to 11 '3 grains. It is now (on 3ist January 1923) worth in sterling 
about 16 *5(1., which is equivalent to 15 '8d. measured in gold— only a fraction short 
of its pre-war value of 16d. measured in gold. The Secretary of State’s hrutum 
fulmen of 1920, although at the time it had a disastrous effect in making nmy people 
believe that the gold value of the rupee would remain at something like 24(i., or 
one-tenth of a sovereign, and act on that belief, has now no practical influence on 
the rate of exchange. As in the case of all inconvertible currencies, the value of the 
rupee, whether measured in gold or in commodities, now varies according to the 
relation between the demand and supply of rupees and tbe demand and supply of 
gdd or of commodities. The supply of rupe^, whether in the form of coins or 
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.ciirreiicy notes, has been very greatly increased in recent years by the action of the 
■Government of India, and this must have a great effect in keeping down the exchange 
value of the rupee. Now that the Gbvernment of India have stopped the coinage of 
.more rupees and the issue of additional currency notes, the supply of legal tender 
currency in India is practically stationary, and the recent rise in the exchange value 
of the rupee measured in gold must be due to an increase in the demand for rupees 
whether for the purposes of currency or for hoarding, much in the same way as the 
value of the rupee gradually rose after the Mints were closed to free coinage in 1893. 
But it is possible, though it is to be hoped not probable, that a decrease in the 
•demand for rupees, whether owing to bad harvests in India or to any other cause, 
may lead to a fall in the exchange value of the rupee. Apart from any such calamity, 
•or from the appearance in circulation of any large proportion of the enormous amount 
•of rupees at present hoarded by the people of India, it seems possible that an 
increasing demand for irupees may lead to a further improvement in its exchange 
value, unless ,the Government of India are so ill-advised as to increase the supply, 
whether of rupees or notes. But it is' evident that any such improvement in the 
exchange value of the rupee must be a very slow one, and it is impossible to imagine 
that for many years to come the rupee will rise in exchange value to the Secretary of 
State’s figure of 11*3 grains to the rupee — that is, one-tenth of a sovereign. 

A further rise in the exchange value of the rupee would be favourable to 
Indian finances in so far as India has to pay external debts in gold or in sterling. 
It would also tend to cause a fall in prices measured in rupees in India, and would 
therefore be favourable to all who receive salaries or wages fixed in rupees, and to all 
creditors in India whose credits are fixed in terms of rupees. On the other hand, 
it would be unfavourable to all producers of commodities in India, and especially to 
the great mass of the agricultural population who have produce to sell, and to all 
debtors in India whose debts are fixed in rupees. On the whole it seems to me that 
the fairest and most practical solution of the question would be to abandon the 
attempt to raise the value of the rupee to anything like 11*3 grains of fine gold, and 
to aim at the permanent re-establishment of the pre-war rate of 7 ' 5 grains of fine gold 
— that is, one-fifteenth of a sovereign, or 16d. per rupee measured in gold. I tbinlr 
that the Secretary of State should announce this to be his policy, and that the 
Government of India should pass an Act declaring that the sovereign shall again be 
legal tender for Rs. 15. This would prevent the gold value of the rupee from 
rising above one-fifteenth of a sovereign and might lead to the reappearance of the 
sovereign as part of the currency in circulation in India. Whether the Government 
of India would be able to keep the value of the rupee up to one- fifteenth of a sovereign 
would depend upon the relation between the supply of rupees and the demand for 
them. It would be assisted to keep that level, if it were to take steps to reduce the 
supply of currency notes and were to accumulate still more rupee coins in its 
Reserve Treasuries. This is an expensive measure, and it is somewhat absurd to see 
866 million rupee coins lying uselessly in the Treasuries ; but it is so important to 
stabilise the exchange value of the rupee, whether at one-fifteenth of a sovereign or at 
some other figure, that it would be worth while to submit to some comparatively small 
loss, such as would be incurred by reducing the note circulation or even by melting a 
large number of rupees and selling them as bullion, and some action of tire sort 
should now be taken. If this were done, there is reason to hope that the rupee 
would at once ,be again stabilised at its pre-war value of one-fifteenth of the gold 
in a sovereign, to the great advantage of India’s trade and to the interests of justice 
as between creditors and debtors. 


Quotatioks. 


Quotations. 


Found sterling in dollars .... 

Price of gold per fine ounce in sliillings sterling 
Price of silver in pence sterling per ounce 925 fine - 
Price of silver (foreign) in cents per fine ounce 
Sxcliange value of rupee in pence sterling - 
Price of gold in Oaleutta in rupees per tola of 
180 giains fine. 

Price of silver in Calcutta in rupees per 100 tolas 
of 180 grains fine. 


Where quoted. 

In 1913. 

Slst Jan. 
1920. 

Slat Jan. 
3922. 1 

1 

Slst Jan. 
1928. 

C London - 

4-87 

3-505 

4-279 

4-648 

(New York 

4-87 

3-522 

4*272 

4-648 

London 

85 

117 

96-5 

88-8 

•5 

28 

83 

85:2 

31-4 

New Yprk- 

61 

133 

66*1 

64-8 

London 

16 

28 

15*6 

16-5 

Calcutta - 

24 

27 

28*6 

26-6* 


70 

115 

98*0 

82-9* 


: J L_ I I -I 

N<)X*.-Tlie U8 gia^ ot toe gold; th« dollar contains 28-22 grains of toe gold,. and the mpee 

contains W6gtaSn8 0 f‘toe«l'«r. An ennoe of gold or'sflyer is 480 grains. * io Jan^ 
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Vaj.ue of the Rupee measured in Gold and Silver. 



In 1913. 

31st Jan. 1920. 

31st Jan. 1922. 

31st Tan. 1923. 

Value of tlie pound sterling in grains of gold - 

113 

82 

99-5 

108-1 

Value of the pound sterling as a percentage of 

100 

72 

88-1 

95-7 

the sovereign. 

Value of the sovereign (113 grains of gold) 
in rupees — 


11-9 



In London ----- 

15 

17-5 

15*2 

In India ----- 

15 

17 

17*9 

16*7 

Valne of the rupee in grains of gold — 


9*6 


7-4 

In London - - - - - 

7-5 

6*5 

In India - - - - - 

7-5 

6-7 

6-3 

6-8 

Value of the rupee in pence sterling in London - 

16 

28 

15-6 

16-5 

Value of the rupee in pence measured in gold 
in London. 

16 

1 

20 

13*7 

! 15-8 

Value of the rupee in grains of silver — 



197 

233 

In London - - - - - 

253 

149 

In India - . - - - 

257 

157 

194 

217* 

Ratio of gold to silver — 



31*3 

31-9 

In New York - - - - 

34 

15-5 

In London - - - - - 

34 

15-7 

30*5 

31-4 

In India ----- 

34 

23*5 

30*8 

32-1* 


* loth January 1923. 


Article on “The Indian Currency Policy,” hy Sir James Wilson, S.C.S.L, 

dated 8th September 1925. 

On 31st August 1925 the quotations were as follows : — In London : price of gold, 
84’ 96s. per finp- ounce ; price of silver per ounce 925 fine, B2‘8Sd . ; rate of exchange 
of the rupee, 18 *16^. In New York: the pound sterling, 4*855 dollars; price of 
fine silver, 71*75 cents per ounce. In Bombay : on llth August gold was quoted at 
Rs. 21 *44 per tola of 180 grains, the sovereign at Rs. 13*83, and fine silver at Rs. 72*4 
per 100 tolas. These quotations give the following values : — 

Value of the Rupee measured in Gold and Silver. 


Value of tlie pound sterling in grains of gold 
Value of tlie pound sterling as a percentage 
of the sovereign. 

Value of the sovereign (113 grains of gold) 


in rupees — 

In London “ 

In India - - 

Value of the rupee in grains of gold — 

In London - - - - 

In India - - " . . " 

Value of the rupee in pence sterling in London 
Value of the rupee in pence measured in 



In London 
In India - 

Ratio of gold to silver — 
In New York 
In London 
In India - 


In 1913. 

31st Jan. 
1920. 

8 1st Jan. 
1922. 

31st Jan. 
1924. 

Slst Aug'. 
1926. 

113 

82 

99*5 

99-3 

113 

100 

1 

72 

88 

87*9 

100 

15 

11-9 

17-5 

15*9 

13-2 

15 

17-0 

17-9 

16-3 

13-8 

7*53 

9-6 

6-5 

7-1 

8-5 

7*53 

6-7 

6-3 

6-9 

8-4 

16 

28 

15-6 

17-2 

18-2 

16 

20 

13-7 

15-1 

18-2 

253 

149 

197 

229 

245 

257 

157 

194 

222 

249 

34 

15-5 

31-3 

32-7 

28-8 

34 

15-7 

30-5 

32-2 

28-7 

34 

23-5 

30-8 

32-0 

29-6 


During the last 19 months the measures taken by the Britidi Parliament have 
resulted in restoring the British paper pound sterling to the vdue of a soverei^, 
that is, 113 ^ains of fine gold, as compared with the 99 ^ 

January 1924. The rupee has’ risen in value in sterhng from 17 'dcL. to LiS'da. ; out 
.as in January 1924 the pound sterling was worth only 88 per cent, of the sovereign, 
.the rise in.the value of the rupee, when measured in gold, has reaUy been from Ib’lrf- 
■to 18*2(2. — in other words, the rupee, which before the war was worth 7*53 grains oi 
gold, and in January 1924 was worth only about 7 grams, now exctor^^ tor 
8 * 5 grains in London and for 8 * 4 grains in Bombay ; and the sovereign, which Before 
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the war exchanged for Rs. 15, and which in January 1924 was worth about Rs. lf>, 
now commands in Bombay only Rs. 13 ‘8. This rise of about 20 per cent, in the 
gold value of the rupee during the last 19 months has greatly altered the Indian 
currency position. 

The Royal Commission, which has recently been appointed to report on the Indian 
•exchange and currency system and practice, will no doubt consider whether an 
attempt should be made to fix the rate of exchange of the rupee in terms of gold, as 
it had been fixed for a number of years before the war. If that were done, the 
rupee prices of commodities would tend to vary with gold prices, and as one of the 
chief objects to be aimed at is the stability of commodity prices, it will be for 
consideration whether in the future gold is likely to form the best basis of currency 
from the point of view of stability. According to Sauerbeck’s series, in the United 
Kingdom the wholesale gold prices of commodities in general use rose between 1896 
and 1913 in the proportion of 61 to 85, that is, at the rate of 1‘4 points per annum. 
There can be little doubt that one of the chief reasons for this rise of gold prices 
(in otlier words, fall in the commodity value of gold) was the great addition to the 
world’s stock of gold due to the increase in production which took place after 1890. 
If there had been no great war, and if the new production of gold had continued 
at the pre-war rate, it seems probable that the rise of gold prices would have 
continued, and that the average wholesale gold price of commodities in this country 
might now have been about 17 per cent, above what it was in 1913 ; that is to sav, 
taking the prices of 1913 as 100, the index-number for this country might now have 
been about 117. As a matter of fact, according to the statistics published by the 
League of Nations, in those countries which have kept or brought their paper 
currencies up to the value of gold, the index-numbers of wholesale commodity prices 
were in .June last : United Kingdom 158, United States 157, Canada 159, Australia 
(May) 167, New Zealand 174, South Africa (April) 130, Holland 153, Sweden 161, 
Switzerland 161, Germany 134. These figures are not strictly comparable, but 
broadly speaking they indicate that the rise in wholesale gold prices in these countries 
(except Germany) has been about 60 per cent. — in other words, it takes about 16 ozs. 
of fine gold to purchase wholesale the same (quantity of general commodities which 
would have been purchased for 10 ozs in 1913. This great rise in the gold price of 
commodities (or fall in the commodity value of gold) can only to a comparatively 
small extent be due to the increase in the world’s stock of gold owing to an excess 
of new production of gold over the amount^ of gold lost during those 12 years. 
It mast be mainly due to the great destruction of commodities during the war to 
lower production of commodities, and to the fact that the world’s effective demand for 
gold has decreased at a more rapid rate than its effective demand for commodities 
owing to the impoverishment of many countries, and to the general withdrawal of 
gold from circulation. 


_ As regards recent changes, during the 12 months ending with June 1925 the 
mdex-numbers (reduced to terms of gold) have altered as foUows United States 
*om 145 in June W24 to ^7 in J^e 1925, United Kingdom from 144 to 158, 
Canada from 150 to 159 Holland from 141 to 153, Sweden from 156 to 161 
Switzerland from 159 to 161, Germany from 116 to 134, France from 127 to 134 
Italy from 127 to 13o, Belgium from 134 to 135, Japan from 164 to 168, India 
(Calcutta) from Ibb to 184. Durmg these 12 months, therefore, there has been 
almost ^ over the world a ve^ considerable rise (averaging about ,6 per cent.) in 
the wholesale prices of coumodities, when measured in gold— that is, a faU in the 
commodity value of gold. This seems to indicate that the world’s available supply 

than the world’s effective demand for it, wMch 
L ® sold owing to. new production, 

-dd's pop^tion to 

Altogether, to judge from past experience, gold as a basis of currency does not 

Krf TnS« cominodity prices. But what is the iternative 

.before India? _lhe United Kingdom and the United States, which are the' principal 
creditor countries, have now currencies directly based on gold and are not likel-^to 
accept any other basis than gold for the payment of the debts due to them although 
that means t^t payment can at present be made in a much smaller nuarStv^rff 
.commocUtips than would have been required before the war to repay debts^of ai'T^il aT 
amounts fixed either m sterling or in dollars. Many other countriS havI^theTcS 
back to the gold standardi or are trying to do 'so, and it seems probable that soon 
practically aU international trade will be conducted on a definite, gold basis. Before 
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the war, when, the rupee was merely a token coin, equal in value to one- fifteenth, 
of a sovereign, India s international trade, and even her internal trade, were really 
leased on gold. Now the rupee has no longer a fixed value in relation to gold, nor 
do fluctuations in the value of silver have any appreciable effect on the gold value 
or the commodity value of the rupee coin. That depends on the relation between 
the supply and demand for rupee currency and the supply and demand for other 
■commodities (including gold and silver). The supply of rupee currency is regulated 
hy the Government of India without any automatic control, such as is exercised in 
the case of sterling or of dollars by the right a creditor has of demanding the 
equivalent in gold coins which have an intrinsic value of their own, according to 
the number of grains of gold they contain ; whereas the rupee coin, whiqh at present 
buys about 249 grains of silver in India, contains only 165 grains of pure silver. 
The Government of India, I venture to think, made a great mistake before the war 
in rapidly increasing the quantity of rupees and notes, which during the war 
entailed a period of anxiety and great expense in the endeavour to ma.iut,a.ir> the 
convertibility of the currency notes. The Secretary of State certainly made a 
disastrous mistake in 1920 when he announced that he would aim at giving the 
rupee a fixed value in exchange of one rupee for 11 • 3 grains of fine gold — that is, 
one-tenth of the gold in a sovereign. This experience, together with the experience 
oE many other countries during and since the war, shows the danger of entrusting the 
management of a currency to any body of men, however capable, honest and impartial, 
without some automatic check, which would prevent even a partisan or doctrinaire 
Government from manipulating the currency in the interest of particular classes, and 
thus possibly inflicting great injury, especially on the poorest of the population. The 
people of India will be safer with a currency based on gold, although the commodity 
value of gold is liable to fluctuate, than with one dependent on the varying opinions 
■of any body of men. 

Writing in the Asiatic Review in April 1924, when the rupee was worth about 
7 grains of gold, in place of its pre-war value of 7*53 grains, I urged that the 
Government should formally cancel the futile announcement of 1920, make the 
sovereign legal tender in India at the pre-war rate of Hs. 15 to the sovereign, and 
aim at keeping the gold value of the rupee at that rate. Since then, however, the 
gold value of the rupee has risen to 8 * 4 grains of gold, which gives it a value in 
exchange of over ISci. gold, and the sovereign in Bombay now commands only 
Ks. 13 ’8. But it must be borne in mind that so lately as 31st January 19^2 the 
rupee was worth only about 6'5 grains of gold, and that only 19 mouths ago it was 
worth only about 7 grains, and the recent rise in its gold value to 8 ’4 grains may 
prove to be only temporary, as being due not only to the general fall in the commodity 
value of gold which has taken place over the world as a whole, but to exceptionally 
^ood harvests in India, which led to an increase in the demand for rupee currency. 
If the world’s demand for gold increases, or the world’s production of commodities 
■overtakes the world’s demand, then the general gold price of commodities will fall, 
the commodity value of gold will rise, and the gold value of the rupee wdl tend to 
■fa.1l . If India suffers from poor harvests and her exports decrease in comparison with 
Iher imports, there wiU be less demand for rupees, and the people who hold large 
hoards of rupees may feel compelled to put them into circulation and thus increase 
the available supply” of rupees, which would tend to reduce the gold value of the 
rupee. 

In the interests of stability, therefore, it is desirable to fix the gold value of the 
rupee below its present value of 8*4 grains. It seems probable that sovereigns may 
.soon come into general circulation in India, as they showed signs of doing before the 
war ; so that it is of greater practical importance to fix the ratio in so many even 
jTupees to the sovereign than in so many even pence to the rupee. I therefore now 
venture to suggest that the sovereign should be made legal tender In India at the 
rate of Rs. 14, instead of the pre-war rate of Rs. 15. This would maJre it equal in 
value to 8-07 grains of fine gold, and the par rate of exchange would be 17*14(2. 
If this were done exchange could not rise appreciably above that rate, as it would 
"then become profitable to import sovereigns into India and use them as legal tender 
for Rs. 14. The real danger would be, as it was before the war, that the gold value 
*of the rupee might fall below the par rate ; and to minimise that danger the 
Government of India should refrain from coining any more rupees, and should make 
.a large reduction in the quantity of currency notes outstanding, leaving the population 
:t6 make up the currency required for circulation by utilising^ the Rs. 877 million now 
in the Currency Reserve, and< a portion of the great quantities of gold and rupecH, 
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whicli are at pi*esent hoarded. In that ca^e it would probably never be necessary to 
draw on the £40,000,000 which the Government still holds in the Gold btandard 

Reserve. 


APPENDIX 90. 

Note on Indian Currency and Exchange Problems submitted by 
Sir M. de P. Webb, C.I.E., C.B.E., of Karachi. 

I nndei-stand that the object of the present Indian CurrenOy’ Commission is “ to- 
examine and report on the Indian Exchange and Currency System and practice, to. 
consider whether any modifications are desirable in the interest of India, and to 
make recommendations” (vide the '^Statesman," Calcutta, of the 24th November 1925). 

I have long been a keen student of the Indian Currency and Exchange Systems, 
and have had over 30 years* practical experience of them in India as a merchant, Ac., 
who successfully survived the crises of 1892—95, 1917—19, and 1920—23. With these 
experiences behind me, I venture to submit tlie following points for the consideration 
of the Commission. 

Part I. — Definitions. 

(a) It is essential at the start of any currency discussion that the main functions of 
the currency in modern civilised countries should be defined. In India, as in all 
modern, civilised countries, currency, i.e. money, is the Chief Purchasing Tool. 

Further, in India, more than in the leading Western countries, money is also used 
as a Reserve of Purchasing Power to be drawn on in times of need. Money serves in 
other ways, but the two functions here given are, I submit, the most important. 

(b) If, for any reason, the Purchasing Tools of India’s 320,000,000 of people, 
become blunted, if the Tools lose in purchasing power, grave injustices, involving- 
possibly veiy serious hardships, are brought about, especially on small wage earners 
and on people generally of small means. And such people form a very large 
proportion of the whole population. 

(1 am convinced that the rapid popularity obtained by Mr. Gandhi among the- 
masses, and the corresponding ivave of ill-will towards Government that appeared in. 
both town and country towards the end of, and immediately after the termination of,, 
the Great War, was largely facilitated by the terrible hardships caused by the Indian 
currency losing half, or more, of its purchasing power during the War. This loss has 
not yet been wholly made good, and the general level of prices in India is stiU. some- 
70 per cent, above pre-war levels.) 

Government hear little or nothing of these hardships from those immediately 
concerned, because the great mass of the people in India are, speaking generally,, 
wholly uninformed as to consequences of short or excessive issues of curi’emjy by 
Government. 

(c) Further, not only has the efficiency of India’s Chief Purchasing Tool diminished, 
in consequence of the Great War, but all Reserves of Purchasing Power have similarly 
lost in value. AH holders of these reserves have therefore also suffered, though not . 
BO severely as the poorest classes of wage earners. These injustices to wage and 
salary earners have by now been very largely removed by increases of pay. 

(d) On the other hand, sudden and considerable increases in the Purchasing 
Power of the currency also involve injustice and, if unexpected, heavy losses on 
principals engaged in the work of production. For falling prices mean unexpected 
losses on all stocks of raw products and manufactured goods, and on all goods 
in cotirse of production. Those who produce are in many cases far better’ 
ihformed and organised than the poorest classes, and so can exert far greater political 
ihfluience than'theyast unorganised mass of small wage earners. If, then, the general 
^all of prices ■ (i.e. access of Purchasing Power of the country’s Monetary Tools) be - 
’veiy great, Gov’emnient 'are sure to hear a lot of the matter; and demands will be.- 
made that Government turn the situation in favour of the producing, stock-holding, . 
and speculative classes by directly or indirectly putting more money into circulation . 
ih order to lessen the'Yaltte (i.e. purchasing power) of the ‘Money Tools then current. 

Pa^t II. — Government’s Gderenoy 'Functions. 

(e) Since the closing of the Indian ‘Mints to the free coinage of silver in 1893, and 
until Government declared so'vereigns legal tender in India, the work of issuing new 
currency in India has been the monopoly of the Go'vernmfent of India. As the ratio- 
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of the rupee to the sovereign is at present fixed at a point which, for the time 
being, prevents sovereigns being legally tendered in India for purchasing purposes, 
Government are, in effect, still the only source from which supplies of new currency 
can be obtained by the public. And as the value, or purchasing power, of India’s 
Money Tools depends upon the volume of those Tools in circulation as compared with 
the volume of work they are called upon to perform, it is within the power of 
Government to-day to augment or diminish the purchasing power of India’s Money 
Tools by respectively withholding or multiplying new issues of currency. 

(f) Rightly used, the expression “ stabilisation of the rupee ” should mean 
“ stabilisation, as far as practicable, of the general purchasing power of the rupee ” 
and not, as often understood, of its purchasing power in relation to tlie sovereign or 
pound sterling only. And, remembering the grave injustices and hardships inflicted 
upon great sections of the population by considerable fluctuations in the purchasing 
power of the country’s Money Tools, it is clearly one of the first duties of Government 
to guard against all such fluctuations as far as humanly possible. 

This duty is by no means easy of accomplishment, for fluctuations in internal price 
levels arising from natural causes (such as exceptionally good rains, or blights or 
pests), affect sales overseas and later purchases overseas, thereby changing the 
balance of trade, and so altering the purchasing power of the rupee and of the pound 
■Sterling in relation with each other. On the otW hand. Government, when dealing 
with Council Drafts and “ Reverse Councils,” can raise or lower the foreign exchanges, 
and so, for the time being, lower or raise internal price levels. To add to the 
difficulties of the problem, interested organisations at the chief ports often demand 
cuirency facilities or exchange policies quite regardless of the consequences on 
internal price levels, were these organisations’ demands acted upon. 

(a) I may add in this connection that if Government find it impossible to conduct 
a currency policy that will not affect the purchasing power of India’s Money Toob 
•one way or the other, then I think it would be best in the general interest of India 
that the general level of internal prices should very slowly and gradually rise,. rather 
than steadily and continuously fall. ITiis would mean that in periods of prosperity 
arising from a succession of good seasons in India and good demands overseas for 
India’s surplus products, sterling exchange also would graduaUy— -not rapidly~rise. 
If internal prices in India were prevented from rising at all (by withholding additional 
supplies of new currency), then sterling exchange would rise by leaps and bounds. 
This is objectionable for many reasons. But I see no reason why sterling exchange 
should not, in such conditions as assumed above, be allowed to move upwa-rds 
■gradually to a new level, for the only alternative would be a great rise of prices 
within India, i.e. a great loss of purchasing power of India’s existing Money Tools. 
And this spells hardship and misery for millions, and the creation of a seedbed of 

hostility to aU ruling authority. ...... 

I believe it to be quite possible for Government, notwithstanding erratic political 
pressure, and conflicting standards of currency management, to steer a middle course 
along the line indicated above, as indeed. Government appear to have done during 
the last two years, avoiding both violent fluctuations in_ sterling exchange, and 
marked changes in the purchasing efficacy of the rupee within India. 

Part HI. — Replies to the Commission’s Questions of 24th November 1925. 

(h) With the above definitions and guiding principles in mind, I venture to 
.answi below the nine questions issued in Delhi on the 24th November 1925 to the 
Press by the Government of India on behalf of the Commission, 

I fa) Is the time ripe for a solution of the problems of Indian currency and 

• exchange by measures for the stabilisation of the rupee, or otherwise ?' Answer . — 
No certainly not, if by “stabilisation of the rupee” is meant “attempting to fix 
permanently the ratio between the rupee and the sovereign or pound sterlmg.” 

My reasons for this conclusion are — 

(1) Uncertainty as to the future of gold. 

(2) Uncertainty as to the future of the Emopean exchanges, most countries in 

continental Europe being in financial difficulties. 

(3) Uncertainty as to Great Britain’s ability to maintain parity between the 

sovereign and the pound sterling so long as her export trade is handicapped 
by local aqd national indebtedness of a magnitude xinprq^ecented m her 

(4^ Uncertainty as to the coijsequences of a succession of bad ,epaBons ia,In<^ 

^ with Indian prices at their present high level relatively to j^re-war pripe 
levds in India. 



5'JO 


EOYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


It would certainly increase confidence and enterprise on the part of many engaged 
in foreign trade— but a small number, Lowever, relatively to tbe whole pojuilation— 
if Government could see their way to announce that thej’ are prepared at all time» 
(a) to sell pounds sterling at, say. Rs. 13. 3, if the public require remittances to 
England, and (61 to issue additional rupee currency at the current market rate of the 
•daj^to an extent that woidd guard against rapid or great rises in sterling exchange, 
having regard to the necessity of guarding also against rapid or great rises of 
rupee prices. 

More than this, I could not recommend at present. 

(6) What is the comparative importance of stability in internal prices and in, 
foreign exchanges ? Answer. — In the interest of India as a whole, _ I consider that 
Government should regard stability in internal prices as of greater importance than 
stability in the foreign exchanges. 

This, because of the very great magnitude of India’s population, and the small 
means and consequent helplessness of the vast majority of that population. In such 
circumstances Government ought to take every possible step to guard against any 
failure of the people’s Money Tools. High prices for non-food products grown in 
India quickly affect the prices of food and clothing and other simple necessaries, 
which ought not to be allowed to soar out of the people’s reach. So far as rupee 
prices in India may be affected by issues of new currency, it should be one of the- 
first duties of Government to maintain the efficiency and stability of the country’s. 
Chief Purchasing Tools. 

Instability in sterling exchange is no doubt vexatious and troublesome to. 
Government, and to the relative few engaged in foreign trade ; but, provided it be 
not allowed to run to extremes, is not fatal, or even a very serious matter. The 
Exchange Banks will always, at a price, cover exchange risks. And the price is 
generally reasonable and very small. . 

(c) What are the effects of a rising and a falling rupee, and of a stability of a high, 
or a low rupee on trade and industry, including agriculture, and on national finance ?' 
Answer. — An exhaustive reply to this question would mean a lengthy treatise ! 

Briefly, a rupee rising in general purchasing power (as evidenced by a general 
fall of prices) inflicts unexpected losses on all producers and stockholders ; checks 
enteiprises ; numbs industry ; and causes a general slowing down of economic effort. 
So far as sterling exchange is concerned, it temporarily checks exports and stimulates- 
imports. 

On the other hand, a rupee falling in general purchasing power (as evidenced by 
a general rise of prices) transfers unmerited profits to aU producers, stockholders,, 
merchants, middlemen, and speculators, and so stimulates aR forms of productive and 
speculative activity at the expense of the great mass of fixed wage earners, pensioners, 
rentiers, and others who suffer unmerited and possibly cruel hardships. The fall in. 
sterling exchange temporarily stimulates exports and checks imports. 

A stcMe rupee, whether of high or low purchasing power, simply permits (a) world' 
prices of products of which India enjoys a monopoly to adjust themselves to Indian, 
costs of production, and (6) the Indian prices of products produced in other countries 
as well as India to adjust themselves to world levels. After the adjustment has taken, 
place, there is no advantage to India either way — whether the rupee be of high or low 
value. 

& far as National finance is concerned, as India has to purchase over £30,000,000” 
sterling annually to meet her sterling Habilities, it would appear at first thought that 
the greater the purchasing power of the rupee in relation to sterling (in other words^ 
the higher the rate_ of sterling exchange), the better it should be for India. But this 
conclusion is subject to many qualifications and limitations. If, for example, 
this increased purchasing power be brought about by world conditions, including,, 
possibly, a change in the value of gold, that have not caused’ a aorresponding general 
fall of prices in India, then India gains for the time being, till further world 
adjustments in prices have taken place. The number of variations and combinations- 
in local and world conations is so great, that it is impossible in this place to discuss- 
all possibilities that might result from such variations and combinations. 

2. In relation to what standard, and at what rate should the rupee be stabilised, 
if at all ? When should any decision as to stabilisation take effect ? Answer. — The 
rupee— silver and ^ paper — ^is such an efficient Monetary Tool so far as the great 
majority of India’s vast population is concerned, ' that I cannot recommend its 
relegation to a secondary place in India’s currency system in the present state of! 
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the world’s monetary affairs. If, however, it be thought necessary “ in the interest of 
India ” to attempt to stabilise the rupee in relation to some other currency, then the 
sovereign or the pound sterling would certainly be the best directions in which 
to turn. 

Of these two, the sovereign would probably be the better. But if this were done, 
and Great Bxutain should find it impossible for any reason hereafter to maintain the 
pound sterling at par with the sovereign (sovereigns have not been in circulation in 
the United Kingdom for many years past), great confusion would arise, for we should 
probably see two exchange quotations for the rupee current every day — one for the 
pound (sterling), and another for the pound (gold). 1 would therefore urge extreme 
caution, and a deferring of the decision to attempt stabilisation with Great Britain’s 
currency till we have had more experience of the European and American exchanges 
under the conditions amidst which we are now working. 

3. If the rate selected differs materially from the present rate, how should 
• transition be achieved ? Answer. — If the rate selected were materially lower than 
that current at the time of selection, transition could only be effected by putting 
more currency into circulation, thus raising prices, checking exports, reducing 
overseas demands for rupees, and so lowering sterling exchange. I most strongly 
deprecate any such depreciation of India’s Money Tools. 

If the rate selected were materially higher than that current at the time of 
selection, then transition could be expedited by withholding issues of new currency, 
thus lowering prices, stimulating exports and checking imports, increasing overseas 
demands for Indian currency and the sterling cost of rupees. Buch action must be 
even more strongly deprecated than a deliberate depreciation of the currency. See, 
however, para, (o) above. 

4. — (a) What measures should be adopted to maintain the rupee at the rate 
selected ? Ansioer. — Much the same as before the War, except that opportunities 
for remitting from and to India at definitely fixed rates should be increased ; and, in 
view of present price levels, the Gold Standard Reserve enlarged. 

(b) Should the Gold Exchange Standard system in force before the War b& 
continued, and with what modifications, if any ? Answer. — Yes, but with the foUoAving 
developments : — 

(1) I’he Gold Standard Reserve to be increased to at least £50,000,000. 

(2) “ Reverse Councils ” to be always “ on tap ” at the larger Branches of 
the Imperial Bank of India, at a fixed rate, and in sums of Rs. 10,000 
and over. 

(3) The Secretary of State’s Budget requirements to be obtained through the 

Imperial Bank of India who would provide him with the necessary sterling, 
and recoup themselves by daily sales in London of Transfera on their 
leading Indian Branches, and daily purchases in India of sterling transfers 
on London, at rates fluctuating according to market requirements between 
and minima fixed by Government. The Government of India to 
place the Imperial Bank of India in funds in India as required in 
connection with the Bank’s sales of Transfers on its Indian ofiflces. 

(4) Demands by the public for remittances to India over and above those 

provided by the Imperial Bank of India in connection with the Secretary of 
State’s Budget requirements, to be met from sales by auction in London^ of 
Currency Council Drafts on the Indian Treasuries at the chief Indian 
Ports. Currency Councils not to be available till the Imperial Bank of 
India had sold in London and bought in India sufficient Budget Transfers 
to meet the Secretary of State’s Budget requirements for the year. 

(5) Proceeds of Currency Council Drafts would ordinarily be devoted to the 
purchase in London and shipment to India of specie or bullion for enlarging 
the Indian currency, but might be retained temporarily in London in a 
Special Division of the Gold Standard Reserve, if Government, for any 
reason, did not consider it necessary to add immediately to the volume of 
the Indian currency in the ordinary way. 

(c) What should be the size, composition, location, and employment of a Gold 
Standard Reserve? Answer.— At least £50,000,000, half in gold and half in sterling 
securities. The gold to be held in the Indian Treasuries and the securities by the 
Secretary of State in London. The, Heserve to be employed to maintain sterling 
exchange at the minimum point agreed upon. 

5. _(a' Who should be charged with the control of the note issue, and on what 
prindplW should control of management be transferred to the Imperial Bank of 
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India ? What should be the general terms of transfer ? Answer.— The Government 
of India. I am strongly opposed to any transfer of authority in the matters of 
manufacturing and issuing new onrrency from Government to any Bank, I consider 
the Bank of England system wholly unsuitable to India. The maintenance of the 
purchasing power of a country’s Money Tools is one of the first duties of every 
Government, and the Government of India, perhaps more than most Governments, 
must carry out this duty with the utmost punctiliousness. The Government of 
India’s Money Tools have always been, and must always continue to be, above 
reproach. Indian currency notes are growing in popularity daily — a development 
which Government should do everything to encourage. 

So far as the month-to-month, day-to-day management of the currency issued by 
Government is concerned (including the provision of temporary supplies of Money 
Tools for the moving of the crops, &c.), the present arrangements with the Imperial 
Bank of India seem to me adequate. 

(6) What provisions should be made as to the backing of the note issue? 
Answer. — The present arrangements appear to me adequate with the exception of 
Government’s own Securities which are not an altogether satisfactoiy backing for 
Government notes. 

In this connection I may mention that I see no good reason why Government 
should not issue special Service Notes as currency (e.g. notes backed by remunerative 
public works), provided such Money Tools could he put into circulation without materially 
lowering the efficiency of the Tools already in use. An appropriate time for such an 
issue would be. when a tendency towards a general fall of prices was becoming 
manifest. From the revenues derived from the public work constructed by the aid of 
these special Money Tools, a Sinking Fund could bo pi’ovided for the acquisition 
and withdrawal from circulation of the whole of the special issue in, say, 30 years. 

The economies gained by the employment of capital on which no interest would 
have to be paid are obvious ; and might enable much needed public works to be 
initiated the construction of which might otherwise be delayed. 

(c) What should be the facilities for the encashment of notes ? 

{d) What should be the policy as to the issue of notes of small value ? 

Ansicers . — The more the better. In the meantime, present arrangements seem 
satisfactory. I believe one-rupee notes to be costly to maintain and insanitaiy 
•in use. Therefore I am against the issue of any note under five rupees. 

6. — (a) What should be the policy as to the minting of gold in India and the use 
of gold as currency ? Answer. — ^Having regard to the facts that the great dangers 
to India of the opening years of the pi*esent century no longer exist, that much 
uncertainty exists as to the future value of goUl (most countries have now abandoned 
its use as currency, and employ it only as Heserve Money available for the adjustment 
of international balances), and that the chief countries of Europe — including Great 
Britain— are still only in process of a gradual and difficult recovery from the effects 
of the Gi'eat W^ar, their financial and economic conditions still being very complicated, 
I no longer feel that it is urgently necessary “ in the interest of India ” that India 
should now hpe a gold currency. Gold Money Tools are an expensive luxury in 
these days of heavy national indebtedness, and I advise a waiting policy. India 
is doing very well indeed with her present Money Tools. 

At the same time, I should be inclined to aim at the eventual establishment of a 
gold monetary system in India, the currency to include (a) gold-backed notes, (6) gold 
coins of large value only, say, Rs. 20 to Rs. 30 each, and (c) a large volume of 
•subsidiary silver coinage legal tender for sums up to Rs. 100. 

(6) Should the obligation be undertaken to give gold for rupees ? Answer. — No, 
mot until the Indian currency contained a large proportion of gold coins. But the 
Government must be prepared to sell “ Reverse Councils ” as suggested in my reply 
*0 question 4 (h). ^ r ^ 

, By what method should the remittance operations of the Government of 

India be conducted ? 

(6) Shoifid they be managed by the Imperial Bank ? Anstrer.— See my replies to 
•question 4 (o). ^ ^ 

if so what, measures desirable to secure greater elasticity in 
meeting seasonal demands for currency ? ^ 

(6) bhould any, and if so what, conditions be prescribed with regard to the issuo 
of cunency agiunst hundis? Answer. — So far as 1 know, the present arrangements- 
are working quite satisfactorily. 
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9. Should any c^nge be made in existing methods for the purchase of silver? 
Answer— Yes ; the Government of India should call for tenders for such silver as it 
may require for currency purposes in Bombay as well as in London, and, in special 
•cases, in any other part of the world that they may deem suitable. 

I would here repeat that having regard to the uncertainty that dims the future o£ 
gold, of sterling exchange, and of the European and American exchanges generally, 

• and also to (6) the general prosperity and very strong economic position of India as a 
■whole, I see no reason why India should hasten, at this particular moment, to 
•attempt to^ discard (and thereby discredit) her very efficient Silver Money Tools 
and substitute Gold Money Tools in their place, the more especially as the 
introduction o£ these new and expensive Gold Tools would necessitate the 
ffixing of a ratio of exchange between the silver and the gold tools (or between the 
.rupee and sterling) that might be very difficult to maintain except hy disregarding the 
-efficiency oj the Money Tools already everywhere in use hy the greaJt majority of 
■the masses of India. Therefore, I would urge the utmost caution. “ Wait and see” 
•should be our policy. 

India as a whole appears to me to have arrived at a higher level of material 
prosperity, and with far larger accumulations of wealth than she has ever before 
enjoyed at any previous period of her history. There is no necessity to invite 
currency compHcations at this particular time. 


APPENDIX 91. 

Statement of evidence submitted by the East India Section of 
the London Chamber of Commerce. 

'{A) A proposal to place Indian currency on a gold basis. 

1. The Executive Committee of the Section is impressed with the fact that there 
has not been time to readjust economic relations of the world, which were so 
violently disturbed by the Great War, and this may be seen by wide fluctuations in 
exchange values. 

2. The effect of placing Indian currency on a gold basis, with gold coins as nn 
internal medium of exchange, would involve a demand for gold which, in the opinion 
'Of the Executive Committee, would greatly exceed the estimate of £103,000,000 
mentioned ; an Indian gold currency would be used far beyond the borders of India, 
.and gold coin would be likely to be hoarded in very much larger quantities tha n is 
.gold bullion at present. 

3. These considerations would, in normal times, render the establishment of a 
.gold standard in India a daring experiment of the first magnitude. Under the present 
abnormal conditions, such an experiment would, in the opinion of the Executive 
Committee, be fraught .with danger to India and to this country. 

4. For these reasons, the Executive Committee is of opinion that the present is not 
..an opportune time in which to introduce a gold currency in India. 

'(B) A proposal to stabilise the rupee. 

5. If it were possible to stabilise the rupee as soon as it reached an exchange level 
which would in future be likely to represent normal, it would, in the opinion of the 
Executive Committee, be desirable to do so (the attempt to stabilise the rupee at 2s. 
.must now be definitely regarded as having been a complete failure). At the same 
time the Executive Committee is not satisfied that it would be possible in aU the-- 
• circumstances surrounding the case to maintain the rate at Is. 6d. In this connection 
it has to be borne in mind that for five years in succession there have been good 
monsoons. Should the favourable cycle be broken it may be found that the normal 
••exchange value of the rupee will be nearer Is. 4d. than Is. 6d. In view, therefore, of 
the uncertainty as to whether the present rate can .be regarded as normal, the 
Executive Committee recommends that stabilisation should not be undertaken until 
India has passed through a year of bad harvests. 

6. Whilst it is true that a Is. 6d. rate should, primd facie, assist imports from this 
•country into India, it must be remembered that that rate operates against the export 
•of Indian produce, and so reduces the purchasing power of India. 
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APPENDIX 92. 


Statement of evidence on the Indian Currency Problem, 
submitted by Professor Gustav Cassei. 


I. — The General Background. 


When the Commission asked me for my views on the question of the Indi^ 
Currency, the Commission presumably desired my opinion on the effects on the- 
world’s economy in general of a reform of the Indian currency particul^ly 
of an eventual introduction of a gold stand^d with a gold circulation in 
This question is essentially that of how an increased monetary dem^d. for gold 
on the part of India would afiect the supply of gold at the disposal of the rest, 
of the world and thereby the general level of prices in gold-standard countries. 

In order to elucidate this question it is clearly necessary, nrst ot all, to 
show how the general level of prices is affected by variations in the gold supply,. 
a.nH what the gold supply ought to be in order that the general level of gold 
prices should remain constant. In investigating this question we have necessarily 
fo take account of the world’s total supply of gold. In other words, we cannot 
be content with considering merely the stock of gold of a single country, nor, 
as is often assumed, the world’s monetary stock of gdd. Neither of these 
quantities has an independent existence. In a gold standard, gold is free to- 
move between countries as well as between the monetary and the industrial stock 
of gold. This mobility of gold is a fundamental characteristic of the gold 
standard. We have, therefore, necessarily to find out how the general level of 
prices in a gold standard depends on the world’s total supply of gold. An 
investigation into this question is contained in my “ Theory of Social Economy,” 
London, 1923, and the results are summed up in my “ Fundamental Thoughts 
in-Economics,” London, 1925. I shall take the liberty in the following of quoting 


some passages from this summary. 

The economic progress of the world must, of course, make an increased 
supply of gold necessary if the value of gold is to be invariable, i.e., if the general 
level of prices of commodities is to be constant. We cannot, therefore, speak of 
a superfluity or a scarcity of gold in any period without referring these con- 
ceptions to a supply which can be regarded as normal for that period. But what- 
supply is normal 1 That is the equivalent of asking : What rate of increase in 
the world’s gold supply has been necessary during a certain period to enable the 
general level of prices to remain constant during that period ? Of course, this 
question can only be answered by experience, i.e., by collecting statistical material 
for a lengthy period. To this end, the period from 1850 to 1910 is particularly 
convenient, because the general level of gold prices in 1910 was practically the 
same as in 1850. In this period, however, the world’s total stock of gold was 
multipliedi by the figure 5'2, which corresponds to an annual increase of 2‘8 per 
cent. If, therefore, .'the world’s stock of g’old had increased uniformly during 
the whole period by '2'8 per cent, every year, the stock in 1910 would have been 
precisely what it actually was, and there would have been no reason why the 
supply of gold should have caused any variation in the general level of prices 
in the meantime; Such a uniform growth of the world’s stock of gold from 
1850 to 1910,’ therefore, may be taken to represent the world’s normal gold supply 
for every year of that period. The actual gold stock of the world was greater 
for a part of the period and smaller for the remainder, and we are in a position 
to give in precise figures a measure of the superfluity or scarcity of gold at any 
time of the period under consideration. For this purpose I have introduced the 
conception of a relative gold su'pj)ly, which is for any given year the actual gold 
supply divided by the normal gold supply. 

This relative gold supply is the only factor which can reasonably be assumed 
to have any influence on the general level of prices. The object of our investi- 
gation must, therefore, be to find out how far the actual variations of the general 
level of gold prices during the period from 1850 to 1910 are explained by corres- 
ponding variations in the relative gold supply. Thus we have to compare two 
curves, of which one represents the relative gold supply and the other the general 
level of gold prices. It is then immediately shown that the latter curve contains 
sharp short-time fluctuations which have no counterpart at all in the very even 
curve repreenting the relative gold supply. These price fluctuations are easily 
recognised as connected with periods of prosperity and depression. We can 
immediately draw" the (inclusion that trade cycles have nothing to do with the 
supply of gold. Eliminating the corresponding short-time price fluctuations 
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from the curve representing the general level of prices, we find a curve which 
corresponds to our curve of relative gold supply in a most striking manner. The 
conclusion is that the long-time variations of the general level of prices essentially 
depend upon variations in the relative gold supply. ■ 

Accor^ng to these definitions a superfluity of gold was ruling in the ’fifties 
and the ’sixties of the nineteenth century, and the general level of prices rose 
correspondingly. This superfluity was diminished during the following decades, 
and by about 1887 the supply of gold as well as the general level of prices had 
again become normal. In the middle of the ’nineties a scarcity of gold prevailed 
and the ^neral level of prices sank beneath the normal level. In 1910 the total 
supply of gold and the general level of prices were again normal. The rise of 
the general prices in the ’sixties and the fall of the general prices in the ’nineties 
were both greater than what would exactly have corresponded to the superfluity 
or scarcity of gold, and it may perhaps be inferred therefore that the movements 
of the general level of prices have a certain tendency tO' enlarge the influences 
of a superfluity or a scarcity of the supply of gold. If the world’s total stock 
of gold is to increase by 2‘8 j>er cent, per annum, the annual production must not 
only correspond to that factor, but must also make up' for the year’s definite 
loss of gold, which may be taken on an average to represent 0-2 per cent, of the 
total stock. Thus the annual production must amount to 3 per cent, of the total 
stock at the beginning of every year. Should the pi?oduction exceed this amount 
of 3 per cent., the general level of prices must rise by the difference ; again, should 
the production fall short of the said amount of 3 per cent., the general level of 
prices is bound to fall by the difference, e.g., if the world’s production of gold 
in one year should only amount to 2 per cent, of the total stock at the beginning 
of that year, we have to expect a fall in the general level of prices of 1 per cent. 
Naturally, if the same shortness in the production of gold should prevail for a 
series of years, the fall in the general level of prices must continue at a rate of 
1 per cent, per annum. 

As the annual supply required for stability is a certain percentage of the 
stock acctunulated, it must obviously grow at the same rate as the stock itself. 
This is a very important conclusion. Indeed, the consequence is that# if the pro- 
duction of gold, however abundant it may be at the present moment, should remain 
constant, it must become insufficient within a certain number of years. Tor the 
production increases the stock and when the stock grows, the annual increase of 
the stock which corresponds to the economic progress of the world must grow 
likewise, and sooner or later outgrow the constant production. If the annual pro- 
duction of gold falls short of the percentage of the accumulated stock required 
to meet economic progress, the general level of prices in a gold standard is boimd 
to fall. If, therefore, the world should be confronted with the impossibility of 
increasing the annual gold production, and consequently with the necessity of 
being satisfied with a constant gold production — ^not to speak of the case of an 
actually diminishing production — the world would have to face a continual ^d 
incessant fall of the general level of prices with a consequent economic depression. 
Thus the gold standard must be said to be a satisfactory standard only on the 
condition that the world is able to increase indefinitely its annual production of 
gold at the same rate as characterises the worlds general economic progress. , 

My calculations show for the end of 1910 an accumulated stock of gold of 
£2,600 millions.* This stock had increased by the end of 1923 to £3,623 millions. 
The actual gold production amounted in 1924 to £79 4 millions, representing only 
2T9 per cent, of the accumulated gold stock at the beginning of the year. Assum- 
ing that a yearly production of 3 per. cent, of the accumulated stock still repre- 
sents the normal requirement, we here find a deficiency of 0'81 per cent. In 
absolute terms the gold production ought to have been £1087 .millions. . As it 
was only 79’4 millions there was a deficiency of £29'3 millions. ' In 1925, a 
production of 3 per cent, of the stock at the beginning of the year would have 
represented £110'9 millions. In reality it was only about £81 millions, and thus 
there was a deficiency of - £29 9 millions, representing in percentage of the accu- 
mulated stock 0-81. It is worth noting that the absolute deficiency is increased 
and the relative deficiency is unaltered — in spite of a considerable increase in the 
production. 

It is clearly seen from these figures that the present height of gold production 
is entirely insufficient for keeping up- what, we were accustomed before the War 
to regard as a normal economic progress requiring an annual gold production of 

• The original calculations are in gold marks, and I have converted them here to pounds at 
the rate of 20 marks for £1, 
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3 per cent, of the accumulated stock. If this scarcity of the gold supply is not 
felt at present as a serious evil, this is only due to the fact that during the period 
from the beginning of the War to the end of 1924 America has accumulated 
quite an abnormal monetary reserve of gold. During the time of inflation gold 
was expelled from a number of European countries, and most of this gold was 
accumulated in the United States. The American authorities have taken the 
very sound view that this gold stock, in so far as it exceeds the normal require- 
ments of the country, is to be regarded as held in trust for the rest of the world 
and particularly for European countries which may want to get the gold back 
again, as they gradually return to the gold standard. The American gold reserve 
has therefore not been used as a foundation for bank credit to such an extent 
as would correspond to usual traditions, the Federal Reserve system having seen 
its ratio of total reserves to deposit and note liabilities run up for some time to 
80 per cent, and more. 

People in Europe, however, have often taken quite an exaggerated view 
of the American superfluity of gold. It has been said that this superfluity would 
force America to a great inflation of her currency with the consequence of rising 
prices, and it has also been believed that Europe would run the great risk of 
being overflowed with American gold. On several occasions I have uttered 
warnings against such exaggerations and tried to make it clear, not only that 
there was no reason for assuming the growth of the American gold stock to be 
unlimited, but also that the part of this gold that could really be regarded as , 
superfluous was no greater than would admit of its probably being absorbed in * 
a comparatively short time. The actual course of events has confirmed this view. 
Towards the end of 1924 the gold stream took a new direction, and 1925 showed 
a net export of gold from the United States of 134'4 million dollars. True, this 
is not very much in comparison with the great accumulation of gold in the United 
States. But still it has proved enough to cause people in Europe to take a more 
reasonable view of the limits of the excess of gold in America and also to bring 
about a slight alteration in the American conception of the situation. In fact, 
there are several signs that go to show that people in the United States are no 
longer so eager to get rid of the superfluous gold, but are rather inclined to keep 
themselves ready to protect their gold reserve if it should' be exposed to an 
increasing demand from abroad. This change of mind is natural enough. The 
merchandise trade balance of the United States is no longer so favourable as .it 
used to be. From the figure of 981 million dollars for 1924, the excess of exports 
was reduced to 6845 million dollars in 1926. The latter figure being much less 
than the foreign loans granted by the United States d'uring the year, there is 
room for foreign demands for gold. Of course, America can easily protect her- 
self against such demands by measures restricting her capital market. But such 
a policy would mean precisely that America would keep her gold stock for herself, 
with the result that her extraordinary reserve of gold would no longer be at the 
disposal for the rest of the world. 

It is very instructive in this connection to read the National City Bank of 
New York’s review of the gold situation of the United States (in their Report 
for February, 1926). The article referred to gives for the 1st July, 1925, the 
total of gold coin and bullion in the United States Treasury and Federal Reserve 
Banks at 3,962 million dollars, and the total- of notes and deposit liabilities of 
all banks at 50,969 million dollars. From these figures the ratio of gold reserve 
to liabilities is calculated to be 7 7 per cenh For the end of 1924 the corresponding 
ratio of gold reserve to liabilities for Great Britain is calculated to be 6'6 per 
cent. The difference is small, and the higher gold cover of the United States 
is, according to the article, very well accounted for by the peculiarities of the 
American b anki ng system. ^ The important feature in this reasoning is the fact 
that leading people in America now think the time has come when the gold reserve 
of the country must be defended as not being superfluous. ■ 

Stin, accordmg to acknowledged standards, the gold reserve of the Federal 
^serve ^stem is doubtless somewhat higher than necessary. On the 30th 
Dei^ber, 19^, the reserve ratio was 67‘3 per cent., and thus, from the 
traditional point of view, there could be no reasonable objection to further gold 
exports. If we assume, however, that by such exports the reserve were to come 
down to 50 per cent., -we may be sure that the Federal Reserve authorities would 
take strong measimes to protect their reserves. Such a reduction in the reserve 
TOrcentage must therefore be regarded as the maximum. In other words, of the 
673 per cent., 17 3 per cent, could possibly be regarded as an excessive reserve. 
In absolute figures, the combined liabilities amounted on the said date to 4,192 
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1*^ 3 per cent, of this sum is 725 million dollars. This is, there- 
fore, the maximum amoimt to which we can reasonably estimate the excess stock 
of gold. According to the views now prevailing in America, the excess stock is 
doubtless much smaller, if it exists at all. 

As now, the deficiency of the world’s gold production according to the above 
calculations, amounts to about £30 millions, or nearly 146 mill inn dollars, our 
calculated maximum excess stock of gold in the United States does not cover 
this deficiency for more than five years. Of course, objections may be raised 
against these figures. They cannot pretend to be exact. But they are built on 
the best material available and they give without doubt the essence of the whole 
problem of the world’s gold supply as it presents itself for the time being. 

Our result clearly shows that we are now rapidly approaching the time when 
the deficient gold production will make itself felt in an actual scarcity of the 
total gold supply of the world. Of course, we cannot know anything about the 
future development of gold production. But assuming the gold production to 
remain at its present height, the total stock of gold is bound to increase and then 
^e annu^ production required for keeping up a certain economic progress must 
increase in the same proportion. With an unrestricted demand for gold, a grow- 
ing scarcity of the metal with the consequence of incessantly falling prices is 
therefore inevitable, unless a very important increase in the world’s gold produc- 
tion can be expected, or unless the world is going to acquiesce in a slower degree 
of economic progress than that which characterised the period 1850-1910. These 
are the fundamental features of the present gold situation. 

Under such circumstances it is natural enough that every efEort should be 
made to economise the use of gold. A prolonged period of falling prices without 
any prospect of a definite end would bring about a continued depression of the 
world’s economic life, and must, therefore, be regarded as one of the most serious 
economic evils which could befall human society. A systematic economy in the 
use of gold is, however, practically possible only as far as concerns the monetary 
use of the metal. Since the very beginning of the after-war reconstruction I 
have regarded this economy in the monetary use of gold as an essential element 
in the whole work of reconstruction. This view has been shared by leading 
aulhorities. It found official expression first in the resolution of the Genoa 
Conference, which recommended that a certain economy in the use of gold should 
be aimed at by the concentration of the reserves of note-issuing banks. The 
extension of this economy to the use of gold as a circulating medium was at that 
time not possible to get incorporated in the resolutions. When, however, in 
April, 19^, Great Britain returned to the gold standard, the idea had ripened 
that, owing to the scarcity of the world’s gold supply, it was necessary to refrain 
from bringing gold coins into circulation. Mr. Churchill’s gold standard retained 
only the very kernel of the gold standard, viz., the maintaining of the currency 
within the neighbourhood of a constant parity with gold. 

This is the model for the monetary system of the future. The programme 
should be : no gold in circulation and the greatest possible concentration of gold 
reserves, not only within every nation, but also internationally. This limitation 
of the demand for gold is to the common interest of all nations, inasmuch as 
everyone of them is interested in the highest possible stability of the purchasing 
power of its money and in preventing any growth of the real burden of its public 
debt. 

What absolute purchasing power our money has is of course of no importance, 
the only relevant point being that the purchasing power is kept constant. As a 
matter of fact, the restoration of the gold standard as an international monetary 
system has been carried through at a price level — ^measured according .to the 
index number of the Federal Reserve Board — of about 160 (corresponding to 
about 160 of the Bureau of Labour). Had the American price level f^en 
essentially below this point, it is extremely doubtful whether other nations would 
have found it possible to carry through the corresponding deflation and to restore 
the pre-war parity of their currencies. Row that this has been done in a series 
of cases, it is essential that the nations concerned should not be forced to a further 
deflation with all its pernicious consequences. 

The question is simply this : will it be possible to keep the general level of 
prices at about the height denoted by the quoted index figwes ? The answer is 
given the above analysis. We sh^l have in all probability to face a growing 
scarcity of gold, a scarcity that can only be bverooime by progressive reductions 
in the world’s monetary demand for gold. All nations must co-operate in this 
policy. If any country chooses unnecessarily to increase its demand for gold,f 
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•we may be sure that other countries -will answer by increasing their demands, 
or at least by measures calculated to protect their reserves, locking them up so 
as practically to withdraw them from the world’s common fund of gold. With 
united efforts it seems fairly certain that we shall be able to prevent any consider- 
able fall in the general level of prices for at least one or twO' decades. 

What will happen thereafter it is of course impossible to tell. If the general 
progress of the world should require an annual addition to tlie gold stock far 
greater than the world’s gold production can supply, and if we have exhausted 
all our gold economising devices, a continued and unlimited fall in the general 
level of prices will be inevitable. If the world then finds it necessary to avoid 
this calamity there will be no other alternative than to abolish the gold standard. 
Most people have hitherto regarded such a step as practically impossible, and 
certainly it would have been very unwise to try it imder the conditions of extreme 
disorganisation and mistrust which prevailed after the war. But after a pro- 
longed period of international co-operation towards stabilising the purchasing 
power of the world’s currencies, the situation would be essentially altered. The 
very habit of deliberately regulating the value of gold by a systematic economy 
in the monetary use of the metal would be the best imaginable preparation for 
the future regulation of currencies without the use of gold. In stating this I 
do not overlook the difficulties. But in face of the great danger of a serious and 
progressive scarcity of gold the world would be forced to find a way out. Of 
course, the abandonment of the use of gold for monetary purposes would cause 
an enormous fall in the value of gold. All those interested in the value of gold, 
be it as producers or as possessors of gold funds, should observe that a policy pre- 
venting the value of gold from rising is from their point of view very much to 
be preferred to a development which would allow the value of gold to rise to such 
an extent that the world would be forced entirely to abandon gold for monetary 
purposes. 

One might perhaps be inclined to believe that the world’s monetary 

requirements of fresh gold might be diminished if the general level of prices 
were allowed to fall to a certain lower level. But this is not so. The anTmal need 
for gold, required for keeping the price-level constant, is independent of the 
actual level of prices and is exclusively determined by the rate of progress of the 
world’s economic life multiplied by the accumulated stock of gold of the world. 
The world’s annual need for gold would therefore be the same as it is now, even 
if there had been no rise of prices since 1913. 

A rise in the general level of prices has, on the other hand, necessarily a 
restricting influence on the annual production of gold. If this influence has not 
hitherto made itself very keenly felt in the most important centre of gold pro- 
duction, South Africa, the explanation is only that the rise in prices of 
commodities in South Africa has been slower than in Europe and in America. If 
prices in South Africa were gradually to rise to a level with the world prices, a 
certain decrease in the South African gold production would necessarily follow 
and could only be balanced by progress in the gold-mining industry. People who 
are inclined to reckon upon an increase in the world’s gold production from new 
discoveries of technical improvements should not quite lose sight of the counter- 
balancing influences of a probable rise in the cost of li'ving at gold-mining 
centres. 

II- Criticism of the Proposal to Establish a Gold Standard in India. 

A gold standard can take many different forms, and a criticism of the idea 
j standard in India will gain considerably in clearness and 

definiteness if it is referred to a particular scheme. It is, therefore, a great 
advantage that a " scheme for a gold standard for India ” has been drawn up, 
and as it has been communicated to me, I shall refer the following observations 
to this scheme. 

Such a s^eme must be judged in the first instance from the point of ■view of 
its effect on the scarcity of the world’s gold supply, the significance of which has 
b^n set forth in the foregoing paragraph. It is necessary, therefore, to ascertain 
what extra gold requirements will be brought about by the establishment of a gold 
standard in India in accordance with the present scheme. An extra demand 
must, of cour^, ^i^ first of all for currency purposes. This extra demand — 
the omy oim of which the scheme takes any notice — is calculated at 103 millions, 
gives certain figures as to the distribution of this demand over 
the differ^t stages which have been suggested for the gradual intixiduction of 



APPENDIX 92. 


599 


the scheme. Having no particular knowledge of Indian conditions I take the 
statistical figures as they are presented. But with regard to the calculations 
based on these figures, I venture to offer tb^ following remarks. 

As the plan is to be carried through in 10 years, it is hardly satisfactory 
to calculate “ the gold ultimately required for the reserve ” on the basis of the 
present note circulation Rs. 189‘5 crores. With the efforts now being made to 
develop not only the ba nki ng system of India, but also generally the economic 
life of the country, it must necessarily be expected that the note circulation will 
grow at a certain percentage per year. An estimate of this percentage should 
be an important element in the plan. Considering that the note circulation has 
grown from 66,12 lakhs in March, 1914, to 1,89,51 lakhs in September, 1926, it 
seems not unreasonable to assume that persistent and systematic efforts to further 
the use of bank notes would result in the doubling of the present note circulation 
within the proposed transition period of 10 years. The 30 per cent, gold reserve 
required according to the scheme would then, at the end of the period, represent 
not 56‘9 crores, but 113-8 crores. Thus the total sum required for the currency 
reform would not be 137-2 crores, as given in the scheme, but 194-1 crores, i.e., 
£145-6 millions instead of £103 millions. But this is not all. If the law requires 
the Central Bank to keep normally a gold reserve of 30 per cent., the bank will, 
according to all experience, find it necessary to keep ordinarily a much larger 
reserve. Assuming that the bank, in order to be on the safe side, keeps a reserve 
of, say, 40 per cent., the need for gold for the reserve will ultimately amount to 
151-6 crores, and the total sum of gold required for the monetary reform will 
be 231-9 crores, or £173-9 millions, instead of £103 millions. I quite reali^ that 
there may be reasons for assuming a slower growth of the note circulation, so 
I do not wish to press my figures, but put them forward only to draw attention to 
the considerable increase in the supposed gold demand which must be taken 
account of as probable. 


With respect to the distribution of this demand over the transition period, 
the calculations are, as far as I can judge, untenable. It is said that in Stage I 
“ comparatively few hoards would be large enough to buy the minimum quantity 
sold by the currency authorities.” But if the bullion merchants step in as 
intermediaries, it is diffi milt to see why the size of individual hoards would be 
of any importance, the merchants always being able to present enough silver to 
buy the TniniTmim quantity of gold. They would, therefore, not only “ lay in 
stocks in anticipation of demand,” but also immediately act as representatives 
of the hoarders. It seems very possible, therefore, that the first demand from 
these sources might considerably exceed the calculated sum of Rs. 50 crores. 
But I leave this point, and accept the given sum of 50 crores as good. Then it 
seems to me that the authorities must have that sum of gold at disposal in order 
to meet the first demand on the introduction stage. The idea that the sum 
required could be diminished by the 30 crores of gold in the note reserve seems 
to me incomprehensible. If a country wishes to establish a gold standard, it 
seems a very strange measure indeed to begin the operation by completely 
exhausting the gold reserve on which its note circulation is founded. Such a 
procedure would hardly strengthen the confidence in the new monetary standard. 
It seems certain, therefore, that the Rs. 30 crores gold in the note reserve would 
have to be left untouched, and that the assumed demand for Rs. 50 cror^ would 
have to be satisfied by gold acquired especially for the piirp<^. Further 
according to the scheme, the minimum reserve to be allowed is 20 per cent, ot 
the circulation. With the assumed initial note circulation this minimum would 
amount to 37-9 crores, which is about eight crores more than the existing reserve. 
It would seem to be a necessary preliminary measure, before introducing 

Stage I, to increase the reserve by at least these eight crores. Thus the minimum 
sum of fresh gold required at the introduction of the scheme would be 58 crores 
or £43-5 millions. This is almost three times as much as the sum calculated in 


the scheme. _ 

Thus we find that the gold requirements arising out of the proposed reiora 
of the Indian currency are much higher, and much m^e concentrated within the 
initial period than has been assumed in the scheme. There is, ho-wever, room for 
another objection, which will perhaps turn out to of still greater mpOTtan^ 
The schemi has taken account only of ^the amount of gold ne^ed for meetang 
monetary obligations. But in connection with the introduction of tlm goM 
SSdard and the demonetisation of silver we must expect a very considerable 
demand for gold to arise on the part of the hoarders of silver in forms o er 
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than rupees. The demonetisation of silver will probably cause a sharp fall in 
the value of silver, and, in consequence, a distrust in silver as a suitable means 
of hoardmg treasure. The effect on the demand lor gold may be t:wofold. 

Firstly, the present owners of metallic silver may be eager to exchange that 
metal for gold and throw large amounts of silver on the market in order to acquire 
gold. This would, of course, aggravate the fall in the value of silver, but would 
still represent a very considerable demand for gold. Naturally only one very 
conversant with Indian conditions can form, any opinion of the probable size 
of this demand and of the way in which it will be distributed over the transition 
period. But ‘prima facie, and to an outsider, it seems not unlikely that t.hia 
demand may assume the same dimensions as the demand for an exchange of silver 
rupees calculated in the Scheme to represent Us. 110 crores, or £82-6 mininna 


Secondly, the very distrust in the stability of the value of silver may have 
this effect, that such future hoards as would under the old conditions have been 
accumulated in silver will instead be accumulated in gold. The average fl.rmngi 
importation of silver into India for use in the arts, as ornaments, and for all 
purposes other than coinage, for the last five years is given at the figure of 
81 million fine ozs., which, at the present price of about 30d. per standard ounce, 
would represent about £11 millions. If this treasure should in future be 
accum^ated iu gold instead of silver, an additional demand for gold of 
£11 millions per annu m would arise. For the transition period alone that would 
mean £110 milions extra worth of gold. Of course, it is possible that the change 
in the habits of the hoarders would not be so radical, and that, when the value of 
silver had been stabilised at a lower level, the hoarders would again direct a 
considerable demand towards silver. But in the transition period, and 
particularly in the beginning of it, it seems probable that from this source would 
aiise a very considerable extra demand for gold. 

In addition, it seems necessary to take account of the increase in the general 
A^tic demand for gold which will be a consequence of the introduction of a 
gold stand^d in India, with gold as circulating medium. With the intimate 
tra^ relations between India and the interior of Asia, it seems certain that 
gold corns circulating in India, and being generally used there as means of 
payment, would find thep way in great quantities to other parts of the Asiatic 
consent, and that finally gold coins would become a general means of payment 
m Asia. In this case, the introduction of a gold circulation in India will have 
very far-reaching consequences on the world’s demand for gold. 

Sliming up this discussion, we come to the result that the extra demand 
for gold caused by the proposed monetary reform could easily attain a figure 
sever^ tunes higher than that assumed in the Scheme. It is of course ^im- 
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would be locked up and debarred from being used as a common fund for the 
world’s gold standard. In particular, it must be expected that the surplus of 
gold that now exists in the United States and upon which, as I have shown above, 
the world must reckon for meeting the imminent scarcity of gold, would no longer 
be available for such purposes. As soon as India had decided to establish a 
gold standard, people in the United States would immediately begin to find it 
necessary to protect the American gold reserve against Indian demands. Even 
if this protection were only to take the form of a more stringent monetary policy 
with higher rates of discount, it would have the effect of pressing down con- 
tinually and progressively the general level of prices both in the United States 
and in other countries. Thus we should be faced with the calamity of falling 
prices and a consequent general depression of the world’s economic life, from 
which we have sought to protect ourselves by aid of a rational monetary policy. 
For the carrying through of such a policy, based on a systematic economising in 
the use of gold, it seems to be a conditio sine qua, non to prevent any great extra 
demand for gold from arising on the part of India. The conclusion is, therefore, 
that the suggested scheme for the introduction of the gold standard in India is 
absolutely opposed to the fundamental interests of the world’s economy at large. 

I wish to point out that in my opinion the results now described would be 
substantially the same, even if the extra demand for gold should turn out to be 
considerably lower than has here been assumed. Already, the large Indian demand 
for gold has a clearly depressing influence on the general level of prices in gold 
standards. 


So far I have only discussed the proposed gold standard for India from the 
point of view of the economic interests of the world at large. Of course, India 
is a part of the commercial world and thus far has the same interest as all 
other countries in the stability of the general level of prices and in an 
uninterrupted development of production and trade. But the proposed intro- 
duction of a gold standard in India must also be judged with regard to its more 
immediate effects on India. 

In the Scheme which has been submitted, an estimate has been made both 
of the permanent and of the initial costs connected with the introduction of the 
gold standard. According to what has been_ !^id above, this estimate must be 
considerably exceeded. But I am not in a position to form any exact idea of the 
sum to which the costs will actually amount. 

The Scheme, however, has taken account only of the costs which would devolve 
upon the Government. But a correct judgment of the plan is possible only if 
due regard is also taken to the loss which the Indian people are bound to suffer 
in consequence of the artificial depression of the price of silver. The Scheme 
assumes a depression from the present price of over 30d. to about 24d. per 
standard oz., which means a reduction of 20 per cent. If the exchange of silver 
hoards for gold were to assume the greater proportions of which I have spoken 
above, it seems not improbable that the depression of the value of silver will 
stiU further. But even a loss of 20 per cent, is serious enough, if account is 
taken of the whole mass of silver now hoarded in India. For a country which 
has for centuries accumulated treasure in the form of silver and now possesses 
such huge amounts of this metal, it must seem to be a. rather strange policy 
deliberately to introduce such measures as are certain to depress the value of silver 
and thus to deprive the country of a considerable part of its accumulated wealth. 
This consideration must every day be a factor of practical importance for some 
holders who have to sell silver out of their hoards. It seems particularly odious 
to adopt a policy involving heavy losses to the poorer classes in whose hoards silver 
probably plays a preponderant part. 

Under such circumstances it seems difi&cult to advocate the scheme of a gold 
standard on the ground of the general economic interests of India. If a gold 
standard is to be adopted, it must be shown that such a meagre is of quite over- 
whelming importance from a monetary point of view. This of course involves 
a comparison between the 'proposed gold standard and the pre^nt monetary con- 
ditions. The following paragraph will be devoted to a discussion of this question. 

III! — ^Recommendations. 

When a radical change, of the monetary system of a country is proposed, one 
must first of all ask whether the change is at all warranted, i.e., whether the 
ftTTigi-.i-ng . conditions are so bad that a soimd development on the basis of them is 
impossible. In the material submitted to me there is nothing to show that the 
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present monetary organisation of India really suffers from any such serious faults 
as would call for a radical change. In monetary matters a sound conservatism is 
always good policy. I, therefore, think that the first question to answer is this : 
Can a really good monetary system for India be constructed by preserving the 
essential features of the existing system and by introducing such minor modifica- 
tions as may prove necessary? 


In my opinion this is quite possible. The monetary system which India 
possessed from the time when the rupee had been stabilised at a gold value of 
Is. 4c?. up to the War must, on the whole, be said to have worked fairly well. Of 
course, the War brought about serious disturbances, and India, like all other 
countries, had to suffer from the general breakdown of the world’s monetary 
machinery, which was a consequence of the War. But there are reasons to believe 
that the Indian currency suffered much less than most other currencies. In fact, 
the internal purchasing power of the rupee showed a remarkable stability. The 
violent fluctuations of the exchange were to a great extent an unavoidable con- 
sequence of the fluctuations in the value of the British currency and in the value 
of gold. Further, India comparatively soon overcame these difficulties, and the 
rupee attained a fairly stable gold value at about the same time as the pound 
sterling was restored to its gold parity. 


The aim of the Indian monetary policy must, therefore, in my opinion, be 
to stabilise the exchange value of the rupee in terms of gold. The choice of the 
rate of stabilisation being naturally of the utmost importance for the success 
of the stabilisation policy, great care should be taken in ascertaining what rate 
of exchange corresponds most truly to the present conditions. It may, perhaps, 
be said that the relative prices of different groups of commodities and of labour 
have not yet attained the necessary equilibrium to offer a reliable basis for a 
stable purchasing power parity of the rupee. On the other hand, it is not 
advisable any longer to postpone the definite fixing of the gold value of the rupee. 
A stable currency will certainly contribute very much towards stabilising the 
internal economic conditions of the country. Whether the present price of the 
rupee at about Is. 6<f. is an accurate expression for the internal purchasing power 
of the rupee in comparison with that of the British currency is a difficult question, 
and I have not the intimate knowledge of Indian conditions necessary to form an 
opinion on this subject. But the fact that it has been possible for a considerable 
period to keep the value of the rupee in the neighbourhood of Is. 6d. seems to 
speak for the probability that it will prove possible to maintain this external 
future without having recourse to any measures which would mean 
a deliberate alteration of the internal purchasing power of the rupee. 


necessarily be restored to the pre-War gold 
parity of Is. 4tf. has a striking resemblance to the programme of raising 
depreciated cuyencies to their pre-War parity, which has played such ah 
unfortimate role in the recent monetary policy of many European countries. 

^ven for choosing Is, as the value at which the 
rupee should be stabilised, the idea ought to be abandoned, and the sooner the 
better. It on closer investigation it is shown that the present purchasing power 
parity of the rupee lies in the neighbourhood of Is. 6d. a lowering of the value 

^ process of inflation which is just as 
+; deflation which m some European countries would be required in 

SSci^e to a higher pre-War level. The leading 

principle must Ite to stabilise every currency at its present value. Where there is 

SereM?£twp?T>Ti^^ regard to this value, where, for instance, there is a 
f the ^temal and the internal value, we have to choose such a 
stabilisation rate as will cause the least possible disturbance. 

The stabilisation of an abstract unit of value at a fi-x-pd orild narit-o- la a 
fa?ftKre*Warra^^^ possibility of which is proved by long^ expedience. In 
SdTff pJJEfw ^ ^ stable relation to the British 

^ possible to stabilise even the most ruined 

th?BaW^d q goldjalue. The failure of the recommendations of 

Sffimltd^fn 5^ ^® ® 0^ ^^7 insuperable 

SteSLioSftSde waters thi conditions of 

situation is radirallv these respects the present 

situation IS radically different. Since the great deflatiqa IS 1920-21 the value 
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• of gold from tLe middle of 1922 has attained a remarkable stability. The British 
currency has been restored to its gold parity, and the commercial world, with 
minor excej)tions, has settled down to work on a gold standard basis. At the same 
time, in spite of all hindrances, international trade is returning once more to 
fairly regular conditions, at least in regard to its means of payment and of their 
general purchasing power. Under such circumstances it must be said that the 
time is now ripe for fixing the gold value of the rupee at the level at which it has 
already begun to stabilise itself. The only real danger which from the side of 
gold could threaten such a stabilisation as the scheme for introducing a gold 
standard in India which has been criticised above. Such a policy would 
undoubtedly expose the value of gold to serious and almost incalculable altera- 
tions, and would, therefore, make the maintenance of a fixed gold valije of the 
rupee both a dif&cult and dangerous undertaking. 

There seems to be no doubt that the rate of stabilisation chosen by 
the Babington-Smith Committee, viz. — 2s. gold for the rupee, meant a very con- 
siderable over-valuation of the rupee in comparison with its purchasing power 
parity with gold at that time. But any attempt to maintain a much higher 
exchange value for a currency than corresponds to its internal purchasing power 
is inevitably doomed to failure, particularly if it is not backed by the most severe 
measures to contract the currency and thus to increase its internal purchasing 
power. An artificially high exchange value can only result in the balance of 
trade being turned against the country. This was precisely what happened in 
India. Here again the inevitable failure of the Babington-Smith experiment 
should not be allowed to discredit a rational policy aiming at the stabilisation 
of the rupee at a value truly corresponding to its actual purchasing power. The 
Babington-Smith stabilisation policy was also sO' far premature that India had 
not yet at that time a central bank entrusted with the power to regulate the whole 
currency of the country. 

A geld standard is in its essence an abstract standard where the price of 
gold has been fixed, not absolutely, but so far that variations of the price are 
restricted within very narrow limits. This is the same as to say that the unit 
of the currency h^ ^ approximately fixed godd value. The fact that the unit 
of the currency is in such a way connected with gold is what essentially 
characterises the gold standard. All other traditional attributes of the gold 
standard are of entirely subordinate importance. After the great revolution in 
•the world’s monetary system, the fixed gold parity stands out more clearly than 
ever as the only lasting and necessary feature of the gold standard. The new 
British currency system is an expression for that purification of the conception 
-of the gold standard which has now taken place. According to this view, a rupee 
stabilised at the value of Is. 6d. is essentially a gold standard. To combine the 
introduction of such a gold standard with a series of measures of a merely con- 
ventional character is, in fact, to go back to the ideas of the gold standard which 
prevailed in the monetary reforms of the ’seventies of the last century. 

Among urmecessary accessories of the gold standard is particularly to be 
•redkoned the introduction of gold coins in the circulation. Sweden has never 
-allowed herself such a luxury and still has always been able to maintain her gold 
standard in a very satisfactory state, except for the period of War disturbances. 
India ought to refrain from the use of gold as a circulating medium not only 
because it is too expensive, but also because an Indian demand for gold for that 
purpose would, as explained above, mean an intolerable aggravation of the 
scarcity of gold for the world at large. 

Another measure prescribed by the traditional etiquette of the gold 
-standard is the abolition of the full legal tender character of silver coins. It is 
difficult to tell what practical purpose this measure would serve. The theoretical 
motive is of course that silver coins, the metallic value of which is considerably 
less than their face value should not be recognized as means of payment to 
unlimited amounts. But bank notes have no intrinsic value at all and stiU usually 
possess the quality of unlimited legal tender. As long as a currency is kept in a 
definite parity with gold it is obviously of quite secondary importance what means 
of pajnnent are used. What are the real drawbacks of using silver ? It is true 
that if the value of silver should fall, the silver coins would have a reduced 
intrinsic value. But this is quite irrelevant, as they are not taken for their metallic 
content, but as representatives of the rupee. Again, if the value of silver should 
rise, this movement is equally irrelevant as long as the silver value of the 3 frq)ee 
does not exceed its fixed external value. In the latter case, ^me inconveniences 
would be caused 1^ the disappearance of silver coins from circulation. But such 
Hasi6 • z 
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an eveat is not very probable. The fact that it has happened in a period when the 
value of gold was extraordinarily depressed and the internal purchasing power 
of the pound sterling was still more reduced, does not make the return of such 
an event more probable.* As has been explained above, gold is most likelj to rise 
in value in future, and therefore the metallic value of the silver rupee in terms 
of gold is more likely to fall beneath the present level of slightly more than lid. 
than to rise above it. If the rupee is stabilised at a gold value of IQd., the margin 
for a possible rise in the price of silver seems to be broad enough. It is therefore 
quite unnecessary for India in any way tO' alter the legal tender capacity of the 
silver coins. The most important interest of India in this respect is rwt to depress 
the value of silver by quite unnecessary measures tending to a further demoneti- 
sation of silver. 

Thus there is no need for radical alterations in existing conditions. India 
can have a stabilised standard on a gold basis without much fresh legislation, 
merely by a rational development of its present monetary system. The value of the 
rupee should be kept in a constant relation to that of gold, the parity being, say. 
Is. 6d. gold, and only very small variations over and beneath this parity being 
allowed. The circulation should consist of silver rupees and of bank notes, both 
having the character of unlimited legal tender. The value of the rupee should 
be secured fimdamentally by a sufficient limitation in the shpply of these means 
of payment. This supply should in its entirety be regulated by the central bank, 
and fresh means of payment, whether in the form of notes or silver rupees should 
be put into the hands of the public exclusively in the form of advances by the- 
Ceutral Bank. From the present point of view, there is no difEerence between 
silver coins and bank notes, and therefore no dualism in the (^ditions under 
which they are supplied to the public can be justified. Particularly it is of 
primary importance that the Government should be excluded from any possibility 
of increasing the circulation by issuing means of payment to the public, whether 
in. the form of notes or rupees, printed or coined for the purpose. Goyernment 
finance must not depend on any such means for creating purchasing power. 

Of course, it is an advantage for India to make the fullest possible use of 
bank notes in her circulation. To this end the system of banking should be 
methodically extended over the whole*country, and people should be encouraged 
to keep their private reserves in banks or in saving certificates or other invest- 
ments. When this becomes a general custom people will find it quite natural to 
use bank notes for their payments. In this way, if at all, it will be possible tO' 
combat the habit of hoarding, which is, perhaps, the most important cause of 
the poverty of the Indian people and the greatest hindrance to a strong economic 
development of the country. The agricultural population of India ought, of 
course, to use their savings primarily for the direct improvement of agriculture^ 
and every facility should be given to supply the Indian peasant with the necessary 
credits for improvements beyond the limits of his personal savings. If this were 
done the need for hoarding would be very much reduced, and India could use her 
present export surplus to buy agricultural machinery and implements, iron and 
steel and such things, instead of imneoessary precious metals. In fact, the Royal 
Commission on Indian Agriculture seems to be the body which can do most to 
rationalise the habits of the Indian people with regard to the use of currency. 

If the note circulation is to play a preponderant part in the Indian monetary 
system, it is natural that the regulations with regard to the reserve for this note 
circulation should require close attention. However, first of all it is necessary to 
make clear what is the purpose of the reserve. The old idea that the reserve in- 
some mysterious way supports the circulation, or is a foundation of its value, has 
to be abandoned. No reserve can give a currency a higher value tbaTi it has on 
the basis of a distinct scarcity in the supply of means of pa 3 mient. The function 
of the reserve as regards the value of the currency can only be to prevent the 
small fluctuations in the exchange which can take place even when the internal 
purchasing power of the currency is kept at its right value. For this purpose the 
reserve must be able to furnish such amounts of foreign currency as may be 
demanded at any moment. Further, the reserve has, of course, to supply the 
people with the silver coins that may be requird. 


• Even the high price of IM. per standard ounce which was attained on the 17th of Decemher, 
19199 8iid which, made such an impression on the Babington-Smith Committee corresponded only 
to the general rise of British commodity prices, i,e, to the depreciation of sterling in terms of” 
commodities. Reckoned in commodities the value of silver was at that .time Tby no means • 
extraordinarily high. 
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The reserve must protect the silver circulation as well as the note 
circulation. There can be no line of demarcation between these two 
functions. Therefore, there should be only one reserve. This common 
reserve should, as said before, contain a certain amount of silver rupees 
in order that the notes should always be convertible into coins. It is an open 
question whether the Bank of India should be obliged to sell gold in bars at 
a fixed maximum price. If this is regarded as desirable the reserve ought 
to contain a suitable amount of gold in bars held in India. It is not necessary 
that this amount should be very large. For if any demand for gold should appear 
it would always be possible within a short time to increase the gold holdings in 
India by importation. 

For the rest, the common reserve would only have the function of guarantee- 
ing that exchange could always be sold at a price in the neighbourhood of the 
fixed par of the rupee. For this purpose it is convenient to have reserves in 
those foreign financial centres on which the demand for exchange usually pre- 
ponderates. For India, by far the most important external financial centre is, 
of course, London, and it is, therefore, quite natural that the reserve, which has 
to guarantee the external stability of the Indian currency, should to a great 
extent be kept in London. However, it seems natural to keep a part of the 
reserve in New York, and, on the whole, it seems to me that the authorities of the 
Bank of India ought to have some discretion in the choice of the location of the 
reserve. 

Once the purpose of the reserve is made clear, it is not necessary to say 
much about the composition of the reserve. There is obviously no reason, for 
laying up a huge store of metallic gold. Except for the limited amount that would 
be required in India for selling gold bars at demand, there would be no need for 
gold in the reserve. The foreign assets, which should be at immediate disposal 
for meeting exchange demands, could most conveniently consist of deposits' 
with banks in London and other financial centres. The traditional metallic fund, 
which is never to be touched, seems to be a rather senseless idol, too costly to be 
worshipped by a modern people. 

The most natural cover for bank notes or silver coins in the circulation is ^ 
without doubt regular trade bills with short maturity, serving as a self- 
liquidating asset, Indian domestic bills of this description should naturally 
form an essenfihl part of the cover kept against the circulation. Another part 
of the reserve could conveniently consist of general trade bills in sterling and 
dollars, held in India or abroad. There seems to be no sufiicient foundation for 
the idea that a part of the reserve ought necessarily to be invested in Govern- 
ment securities. If these securities are those of the country itself the system 
involves obvious dangers, and should in principle be abandoned. However, a 
concession to the existing conditions can be made in so far as a strictly limited 
amount of Indiab Government securities may be allowed to form part of the 
reserve. To the practice of investing part of the reserve in securities of other 
Governments within the British Empire there are not the same objections^ 
provided only short-term maturities are selected. 

Finally I desire to emphasize the importance of making the Central Bank 
absolutely independent of the financial interests of the Government. There 
must be a clear distinction between the functions of the Treasury and the functions 
of the Bank. The Government should meet its expenses from taxes and other' 
sources of real income, or from genuine loans from the public, but should have no> 
opportunity of creating fresh means of payment for the purpose. The Govern- 
ment should also in the ordinary way of business buy from the Bank such amounts 
of sterling exchange as they may require from time to time for payments in 
London. If it is considered necessary that the Bank should extend credits to the 
Govemmmit, there should be a narrow and definite limit to such credits. 

When the whole circulation is regulated by the Bank and fresh means of 
pa»yiii6iit str© only issnod sis 8>d.v3Jic©s oi th© Bsiids, th© circulSftioii will drt/td^izi its 
proper elasticity. On the one hand, trade’s extraordinary need for'currency will 
be satisfied by seasonal extensions of the Bank’s advances, and on the other hand, 
a superfluous currency will be contracted in a natural and smooth way by the 
repayment bf such advances. Tinder such conditions a wise bank policy will be 
able to prevent any depreciation of the Indian raoney, and the fiduciary character 
of the carrency will in no way impair the stability of its value. 
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Ijetter dated 30th April 1926, from Mr. J. Pierpont Morgan, of 
New York, to the Secretaries to the Royal Commission on 
Indian Currency and Finance. 

”^liave received your letter of 20tU April containing the questionnaire entitled 
“ Proposed questions to be asked the American witnesses by the Chairman of the 
Royal Commission on Indian Currency and Finance,” and, “Particulars of a scheme 
for a Gold Currency for India, which has been suggested to the Commission in 
evidence,” which I have read with great interest. 

I regret that it is not possible for me to be in London before the end of the 
summer, so that I cannot appear in person before the Commission. Furthermore, 
as I am not an economist or a statistician, but only a practical banker, I do not feel 
that I could attempt to answer all the very interesting and important questions 
included in the questionnaire ; but the questionnaire itself, and the proposed plan, 
give rise, in my mind, to. very serious question as to the possibility of a successful 
working out of a plan of this vast proportion and importance without more accurate 
knowledge of the effort required to produce the final result than would seem to be 
obtainable even by the best statisticians. 

Putting the general matter on one side, however, and coming to concrete comment, 
I would suggest that the proposal woidd be generally understood as tending to 
decrease the value of silver and its buying power over commodities ; and, as India is 
the largest owner of silver already produced, and America is the largest producer 
of silver in the world, it would seem that both India and America would look with 
great concern upon a step which would tend to depreciate the value of silver. 

I wordd refer to the fact that after the Franco-German War of 1870, when Germany 
demonetised its silver and established a gold currency, there was along period of 
world-wide liquidation which enhanced the value of gold, or, in other words, caused a 
fall of prices everywhere,,>nd lowered the value of silver. 

The foregoing doubts would naturally be present in the minds of well-informed 
people in this country and would, therefore, have an important bearing on the 
single question which I feel competent to answer. This question No. 9, which 
reads as follows : — ’ 

“ Would a proposal by the Government of India to obtain such credits in 
New York for the pu^ose of carrying out the scheme referred to (for putting 
gold into circulation in India, concurrently with the sale of silver) be likely to 
encounter any such difhculty as would make it undesirable to contemplate 
that step ? ” ^ 

In answering this question I may say that — 

(1) as I believe the expectation of the enhanced and accelerated demand for 

gold in India will have a general deflationary influence and embarrass 
monetary reconstruction in Europe, and 

(2) as it is certain that the sales of silver by the Indian Government will have 
a serious effect on the price of that metal, of which America is the largest 
pr^ucer, and, inversely, upon other metals of which silver is a by-product, 

(3) since it seems doubtful that the Indian Government can measure with 

exactness either the total amount of gold which would be needed to carry 
the rapidity with which the gold would be used, and there 
would, therefore, be a, corresponding degree of uncertainty as to the amount 
01 cre^t required in tlie United States and the rate at which the ^old would 
be withdrawn from that market, 

the proposal of such credits would encounter such serious 
ates as would certainly make it extremely difficult and 
five India any assurance that she could float the necessary 
credits in this country. 

foregoing observations may be of some assistance to the 
th the , important inquiries that it has in hand. 


it is my definite opinion that 
oppc®ition in the United St 
probably even impossible to g 
loans or obtain the necessaiy 
I smcerely hope that thd 
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Statement of eYidence submitted by Mr. Jas. S. Alexander, Chairman 
of the National Bank of Commerce in Neiar York. 

There is presented to me for consideration two documents : a project which has- 
been presented to the Commission and a questionnaire prepared by the Commission 
designed to bring to light the probable effect of the adoption of the project. Th& 
project as outlined suggests problems of extraordinary complexity. Because of this- 
complexity and because of the lack of necessary basic data, it is impossible to- 
approximate an accurate estimate of the probable effect of its adoption. It possesses, 
however, some highly important potentialities which may profitably be discussed. 

The Commission has asked me to answer a series of questions based upon the 
outline of the project, and to aid in the discussion of the questions has made 
assumptions as to the volume of gold required to carry out the project. 

The assumptions give a somewhat more definite basis for discussion, but this 
basis is necessarily hypothetical. To answer the questions upon the basis of these 
assumptions would be to give a series of answers that might leave out important 
points upon which the effect of the adoption of the project might turn. 

There is another reason why it is impossible to give satisfactoiy answers to m o st 
of these questions. Many of the important questions are so inter-related that before- 
a definite answer can be given to any one, we must have answered the others. For 
example, the answer to the question as to American banking attitude would depend 
upon the probable effect of the project upon both American and European credit 
conditions, which would depend upon international fund movements, which would 
depend partly upon European currency conditions, which would depend upon the- 
effect of the Indian demand upon the reserves of Great Britain and continental 
countries, which would depend upon the use which India would make of its reserves- 
in London and upon the other means which India would resort to to obtain additional 
gold, which would depend upon the Indian demand for gold under the new scheme — 
aU of which, it appears, would depend to no small extent upon the indefinite and 
intangible factor of Indian psychology operating under a new condition with respect 
to the use of gold. Moreover, at eveiy point in this sequence of dependencies there- 
are other uncertain points which might alter the trend of events at any succeeding 
point. 

When we consider any of the other important questions, such as the cost of the project 
to India, direct and indirect, the effect of the project upon the silver market, upon the- 
stability of the gold standard, upon the gold price level and upon wages, standards 
of hving, &C-, we are confronted with a similar series of sequences at points in each 
of which are to be found other uncertain and immeasurable factors. 

Notwithstanding the uncertainty as to the result of the adoption of the project, 
there is clearly inherent in it potentialities of great importance to India and to the- 
rest of the world, and it is practicable to point out some of the possible consequences 
of the adoption of the project. 

The Commission’s questions all point to six general lines of inquiry : — 

(1) the effect of the adoption of the project directly upon the stability of the 

currency of leading nations ; 

(2) the effect of the adoption upon the gold standard throughout the world and 

upon the value of gold, and, therefore, upon the trend of price levels, 

trend of wages, &c- ; - 

(3) the effect upon the silver market and upon the silver and allied industries 

and possible repercussions upon other industries ; . 

(4) the effect upon India particularly — ^the cost of the project and the reactions 

of consequent world readjustments upon India ; 

(5) the effect upon credit conditions in the United States and in other leading 

countries and the attitude of these countries toward loans to India ; 

(6) the advisability of selecting the present as the time for entering upon tho 

project. 

In approaching .any of these lines of inquiry, it at once becomes <jlear that, before 
a condusioh can be formulated, one must have a definite notion as to three main . 
points necessarily involved in the plan, namely : — 

(1) the volume of gold which India would absorb under the new scheme ; 

-(2)’ the 'sources whence this gold would be drawn ; 

' (3^ the means taken to acquire this gold. 
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In view of the mal-distribution of gold occasioned by the war and post-war period, 
and particularly the large gold reserves lying in the Federal Reserve vaults, we in 
America have looked with favour upon developments calculated to assist other nations 
to return to the gold standard and to bring about a more nearly normal distribution 
of gold. Having in mind the habits of most countries with respect to gold and the 
present tendency in many countries to economise in the use of gold, we have felt that 
the withdrawal of gold from the United States would not occur in such volume at any 
one time as to cause serious disturbance in this country. In general, our attitude is 
one of close sympathy with the plans of any nation directed toward the restoration of 
the gold standard. As soon as we approach the larger aspects of the present Indian 
project, however, we are confronted with the fact that this project, because of its 
tremendous potentialities, constitutes a problem entirely different from any of the 
gold standard problems raised in Europe, or, indeed, in other parts of the world. 

The first line of inquiry, as indicated above, is the amount of gold which India 
would require for carrying out the project and for maintaining it. India has 
tremendous hoards of gold— clearly an amount in excess of that which would be 
required in America or Europe to sustain under a complete gold standard a volume 
of business equal to that of India’s. If it were possible for India to mobilise the gold 
nqw in the country and to utilise it for monetary purposes along lines similar to those 
of America or European countries, it would not be necessary for India to call upon 
the outside world for gold in addition to normal requirements. In this event, it is 
conceivable that India could adopt the gold standard without causing a serious 
disturbance of the value of gold or of the currency and trade conditions in other 
countries. 


Whether such an accomplishment is at all within the range of possibilities is a 
•question which certainly no one, not having had long intimate contact with Indian 
life, can answer. Such information as has been given by authorities on Indian 
currency and by foreigners who have had long experience in India raises grave dcubt 
as to the possibility of such an accomplishment. 


That there is some doubt on this point in the Commission’s mind is evidenced by 
the assumptions in the questionnaire that the project would “involve the absorption 
by India of about ^103,000, 000 of gold (in addition to normal requirements for arts, 
hoards, &c”), of which h is assumed that £50,000,000 would be required within a 
year. Whether the carrying out of the project would require this amount or much 
less or indeed very much more, and whether the sustaining of the plan once it was 
initiated would require a much more rapid accumulation of gold than that suggested, 
depends so much more upon the unknown factor of the Indian psychology that it 
seems that no opinion could be of very great value. 


jj— assume, as the Commission has requested, that the possible 

additional absorption of gold could be limited to the amount suggested in the 
■questionnaire, we have a basis for discussion, albeit hypothetical. We should bear 
in mind that from the purely quantitative aspect the importance of such absorption 
of gold would depend upon the amount of gold still to be required by Europe before the 
programs for stabilisation now under way could be carried forward to completion. It 
should be borne in mind that of the 25 countries of Europe, only about one-half are 
upon any form of gold basis, and that among the nations comprising this one-half are 
several whose complete pro^ams have not yet been carried out and some whose 
■^onomic and financial conditions are such that in the case of anv considerable shock 
the contmued stability of the cuiTency could not assuredly be maintained. 

Just how much more gold European nations will require when the final 
stabilisation plans have been completed, it is now impossible to say. The uncertainty 
easting as to the policy which numerous European nations will find it necessary to 
• respecrt to the substitution of foreign exchange holdings for gold, together 
with the ir^ssib^ty of knowmg to what extent European peoples will return to 

Strength of the American gold reserves, it would be practicable, if 
earned out gradually, for America to part with 500 million dollars of gold, providmg 
the prospective European demand remained within the limitations now in sight. 

T we should not forget the extraordinary absorption by 

lo'^^d2?Sfr^Put^^f normally absorbed between 

10 and 20 per cent, of the world s annual production. , Within the last three years she 
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has absorbed au average of about half of the world’s production. It seems improbable 
that such an absorption of gold as that recently occurring in India, in the hght of the 
reduced world output of gold as compared with that of the pre-war, could have been, 
possible had European nations returned to a normal gold basis without occasioning an 
extreme shortage of gold and affecting world price levels. 

If India could restrict her ordinary absorption of gold to the average proportions 
before the war, and if European nations, through economies in the use of gold, could 
return to the gold, standard by the use of a relatively less amount of gold than before 
the war, then it is conceivable that India, by utilising part of her recent excess 
importations and perhaps some moderate excess importations in the future, might 
adopt the gold standard without impeding European recovery and without distuihing 
world price levels. This conclusion, however, rests upon two debatable assumptions, 
namely, a restricted use of gold in Europe, and, second, the return of India to ordinary 
gold requirements for her ordinary purposes. Notwithstanding the explanations 
which have been given for the recent extraordinary absorption of gold by India, it 
would appear that India’s future demand for gold for so-called normal purposes must 
remain uncertain. In summary, the answer to one of the most fundamental questions^ 
namely, the amount of gold which India would absorb, must be that clearly we cannot 
know in advance. 

From the point of view of the effect of the Indian project upon the stability 
of European currencies and upon the trend of trade, and from that of possible 
repercussions upon India and the United States, the factor which is at this time fully 
as important as the amount of gold to be absorbed by India is the sources from which 
India would withdraw this gold. 

If the gold absorption by India could be limited to the amounts suggested in the 
questionnaire, and if the gold could be withdrawn from America in such a way as not 
to curtail American credit extensions to Europe, the transfer might be made without 
any considerable disturbance to world currency conditions. However, it is not at all 
clear just how this could be done. Inasmuch as there exists no excess reserves in 
the commercial banking system of America, the excess gold all being lodged with the 
Federal Reserve system, and inasmuch as short of a direct gold loan by the Federal 
Reserve Banka to India (a project that appears highly improbable) there is no means 
whereby the gold can be shipped from America without causing a contraction of. 
credit in this country amounting to anywhere from 2 ^ to 10 times the amount of the 
gold shipped out, it is highly unlikely that any considerable amount of gold could be 
shipped from this country without causing a contraction of American credits In' 
Europe unless the Federal Reserve system should see fit to place additional credit in 
the market by buying securities or to establish such rates concerning rediscounts as 
to render it profitable for American banks to increase their indebtedness to the 
Federal Reserve system and thus to rely upon additional borrowings from the Federal 
Reserve system to replenish losses incident to the outflow of gold. 

It is impossible for an individual banker or a group of bankers to forecast what 
Federal Reserve policy in this respect might be. In view of the high degree of 
uncertainty existing in the Indian proposal and the possibilities for unfavourable 
repercussions upon European and American business and finance, it is diflScult to 
see how the Federal Reserve banks could co-operate in the carrying out of this plan. 
In the event that the plan were initiated and the stability of European credit 
conditions threatened, it might be necessary for the -Reserve system to support the 
European situation. There might, however, develop limits to which the Reserve- 
system could co-operate if the European situation became too serious. If the Federal 
Reserve system did not make a direct loan to India, or by open market operations or 
favourable discount rates did not make it possible to offset credit restrictions incident 
to outgoing gold, then there would occur a contraction of credits to Europe. Whether 
the gold were drawn from New York under these conditions, therefore, or whether it. 
were withdrawn directly from Europe, the chief burden of the gold, drain to India 
would appear to rest principally upon Great Britain in the first instance and probably 
to some extent, possibly to a considerable extent, upon several continental countries 
in rhe second instance. 

And this brings me to what appears to my mind to be the most important aspect 
of this whole project, namely, the far-reaching possibilities of a present drain upozi 
the gold reserves of Europe. After 10 years of chaos in the currency of many of 
the principal countries of the world we are only just now getting back to A 
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measurable degree of stability. As previously indicated, some of the countries 
whicb bave recently attained stability are still in the convalescent stage, and no one 
can now forecast how much of a new shock could be withstood. Numerous other 
countries are still struggling with the problem of stability, and their ability to attain 
stability is clearly conditioned upon the maintenance of recently attained stability in. 
other countries. 

In Great Britain the favourable balance of payments has continuously declined 
in the last several years, and while it is probable that Great Britain still has a modest 
favourable balance of payments, the trend of the trade balance raises apprehension 
.as to the future. Germany is still going through a process of rigorous readjustment. 
In Italy the currency is not yet stabilised, and the recent adverse movement of trade 
leaves a measure of uncertainty. The present distressing situation in both France 
and Belgium needs no comment. Poland has once more slipped back into the 
condition of marked instability. Norway and Denmark have recently made 
■considerable progress, but the final stability of the currency has not yet been 
•attained in either country. In both Austria and Hungary the outlook appears to be 
favourable, providing no untoward event occurs which might shake confidence in the 
general European situation, and lead to an attempt of foreign banks to withdraw 
credits extended to these countries. It is agreed in both of these countries that any 
such attempt might cause serious embarrassment. Several small countries, including 
Switzerland, Holland, Sweden and Finland, appear to be firmly established upon 
the gold basis, but it would be difficult to forecast how well even these countries 
■could withstand the reactions from a severe strain placed upon other continental 
■countries. 

It is impossible to forecast to what extent a serious drain upon London would 
result in a drain of English funds from the Continent and thus in a movement on the 
part of continental countries to prevent the outflow of their reserves. Again, the 
possible repercussion of such a movement upon the credit of Europe in America, and 
upon t^ trade movements of Europe and of the world, cannot be approximated. And 
this suggests what I conceive to be the most dangerous aspect of seriously considering 
the adoption of the Indian project at this time, namely, the high degree of uncertainty 
which it injects into the whole European situation. It is this element of uncertainty 
which, more than anything else, might serve to destroy the reviving confidence in 
Europe. 

The third consideration that goes to the root of some of the questions listed in the 
■questionnaire is the means to be taken to acquire this gold. If we assume that the 
gold required for the scheme will be in excess of that which would be imported and 
]^id for in the usual way by the favourable annual balance on international account, 
there appears three theoretical ways that this gold could be secured : — 

(1) By a loan from the Federal Reserve banks. 

(2) By a private loan in Great Britain or in the United States. 

(3) By utilising present Indian assets, including Indian reserves in London, and 

the Indian silver holdings. 


As already indicated, it may be assumed, 1 should think, that the Federal Reserve 
banks could not consider a loan to India for this purpose — certainly not at this time 
and not until ^e project could be modified in such a way as to give definite assurance 
of no untoward effects upon business and finance in America and in Europe. 

Conce^g the second suggestion, much the same should be said. American 
banks could not advance money for a project that threatened to bring disturbance to 
.^encan busmess, nor could they be expected to recommend such a loan to* the 
American investing pubhc. lor somewhat analogous reasons it would seem unlikely 
that the Bmjshor continent^ banks or mvestors would at this time seriously consider 
a loan for this purpose. ^ 


India w:ould, I think, tod it necessary to rely upon sources within her own 
domms OT upon balances she possesses or might accunmlate abroad. How far India 

^ balances now held abroad it is impossible 

to say, but if the project proved to be disturbing to world currency, and trade 
wnffitions, the resulting depression in other countries might be so reflected upon 

Additional balances abroad with wMch 
to pnrcnase the additional gold njeeded to support the project. ^ 
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There remains one important means, namely, the sale of a large part of India’s 
silver holdings in the world s markets. It is suggested bv the memorandum that 
such sale as is proposed might cause the decline of silver to 24d. There are so 
many factors of uncertainty in the project that it would appear that any estimate as to- 
the level that the price of silver would reach before it could be stabilised must at this 
. time, or until the project was well under way, necessarily be little more th an pure 
.’guess. When one considers the place which India occupies in the world consumption 
■of silver — in recent years she has taken about one-third of the world’s annual 
'.production— he cannot resist the conclusion that the closing of the Indian market 
would bring a collapse in the world’s silver market and the downward plunge of the 
price of silver. When one adds to this, the prospect of India’s dumping upon the 
world annually for a jieriod of 10 years an additional amount of silver equal to about 
one-third of the world’s total annual production, the prospect for price demoralisation 
becomes immeasurably increased. It is, of course, true ihat any sudden decline in 
•the price of silver would restrict silver production, and this restriction would in time 
bring the decline of the price to a halt. In this connection, however, it should be 
borne in mind that an important part of the silver production in America results 
as a by-product from the mining of copper and lead, and that notwithstanding the 
-decline of the price of silver the continued production of a certain amount of silver in 
'those industries even at a loss must continue. No one can determine in advance the 
point at which the decline in the price of silver could be stopped. 

While, as I have said, I believe any estimate must be of little or no value because 
■of the many unknown factors, my judgment is that the price of silver would decline 
far below 24(Z. It would appear to be well within the range of possibility that the 
jprice might fall as low as ltd. and even lower. 

This all presupposes, of course, that the Indian Government would continue to sell 
•.silver until it had disposed of the amount suggested in the project. As a matter of 
fact, the rapid decline of the value of silver would, in my judgment, bring about such 
-a loss in the value of the Indian silver holdings, including hoards, as greatly to 
impede the carrying out of the project. 

It would now be possible to go into some detail regarding the six main propositions 
into which the questions asked by the Commission resolve themselves, and which are 
:8et forth on page 1. I think, however, that the answer which can be made to these 
•questions has been fairly well indicated in the preceding discussion. The outstanding 
point appears to be the high degree of uncertainty that would arise from the adoption 
■of the project — ^particularly at this time. 

No one, of course, can question that India has clearly as much right to adopt the 
gold standard as any other country. However, no nation should consider a serious 
readjustment of the currency without taking into account the relation of the project 
to the stability of the currencies in other countries. This is particularly true with 
■respect to the gold standard, which affects so many nations — ^in fact, the present and 
future of the entire world. Any step which would endanger the stability of other 
-countries must necessarily lessen the value of the gold standard and ultimately react 
upon India. My conclusions are, therefore, that India in. working toward the gold 
■standard should adjust. her plans in such a way as not ultimately to disturb the gold 
price level, and that the time selected for the adoption of the gold standard should be 
-when the currencies of other important countries formerly upon the gold standard are 
more firmly established upon the old basis. The present time is clearly inopportune, 
.and I believe that if an attempt were made to carry out the project in its present form 
at this time the direct and indirect losses which would accrue to India would outweigh 
n.ny possible gains. 
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APPENDIX 95. 

Documents circulated to Witnesses in the United Kingdom and the 

United States of America. 

A. 

Copy of a Memoiandum circulated to Wituesses in India. 

The following meniorandum, indicating the main questions which will come under 
the consideration of the Royal Commission on Indian Currency and Finance under- 
its terms of reference, is published in order to assist intending witnesses in the 
preparation of their evidence. It is not to be regarded as exhaustive, nor is it desired 
that each witness should necessarily attempt to deal with all the questions raised : — 

(1) Is the time ripe for a solution of the problems of Indian Currency and Exchange 
by measures for stabilisation of the rupee or otherwise ? 

What is the comparative importance of stability in internal prices and in foreign 
exchanges ? 

What are the effects of a rising and a falling rupee, and of a stable high or low 
rupee, on trade and industry (including agriculture) and on national finance ? 

(2) In relation to what standard and at what rate should the rupee be stabilised 
if at all? 

When should any decision as to stabilisation take effect ? 

(3) If the rate selected differs materially from the present rate, how should the 
transition be achieved ? 

(4) What measures should be adopted to maintain the rupee at the rate selected ? 

Should the Gold Exchange Standard system in force before the war be continued, 

and with what modifications, if any ? ^ 

What should be the composition, size, location, and employment of a Gold Standard 
Reserve ? 

, (5) Who should be charged with the control of the note issue, and on what 

principles ? Should control or management be transferred to the Imperial Bank of 
India, and, if so, what should be the general terras of the transfer ? 

What provisions should be made as to the backing of the note issue ? 

What should be the facilities for the encashment of notes ? 

What should be the policy as to the issue of notes of small values ? 

(6) What should be the policy as to the minting of gold in India and the use of 
gold as currency ? 

Should the obligation be undertaken to give gold for rupees ? 

(7) By what method should the remittance operations of the Government of India 
be conducted ? 

Should they be managed by the Imperial Bank ? 

(8) Are any, and, if so, what, measures desirable to secure greater elasticity in 
meeting seasonal demands for currency ? 

Should any, and, if so, what, conditions be prescribed with regard to the issue of 
currency against hundis ? 

(9) Should any change be made in existing methods for the purchase of silver ? 

Note.— The above questions were circulated to witnesses in India. ' As the result. 
Of the oTsl and written evidence received in India, the relative emphasis to be laid on 
the vanoTis matters dealt with has become clearer, and accordingly the attached 
memorandum and supplementary list of “ Questions to be asked by the Chairman 
have been prepared for the information of witnesses. 


MMaoraudum entitled “A proposed Scheme for a Gold Standard for India,” 

The following outlines of a gold standard system, on the assumption that the 
management of &e paper currency and the conduct of the reinittance operations of 
transferred to the Imperial Bank of India, have been brought to the 
Jitnessi ^ .considered that it wiU assist the exammation of 

ac»rdin^^unica..d C 
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Details of the Scheme. 

2. The details of the scheme, after its complete introduction, are as follows : — 

(a.) Gold coin and bank notes to be unlimited legal tender and silver rupees up to 
Bs. 50 only. 

(h) Government to be under statutory obligation to give gold coin in exchange 
for gold bidlion at any time on payment of a seignorage to cover minting charges. 

(c) The Imperial Bank to be under a statutory obligation to buy gold in the same 
way as the Bank of England and at a price fixed on a similar basis. 

(d) Bank notes to be payable on demand in gold coin. 

(e) The constitution of the new reserve to be as follows : — 

(i) Gold holdings ordinarily to be not less than 30 per cent, of gross circulation, 

but may be reduced to 20 per cent, on payment by Bank of a tax of 6 per 
cent, on amount by which invested portion exceeds 70 per cent. 

(ii) At least 20 per cent, of invested portion to be gold securities or trade bills 

drawn in India in sterling and having a currency of not more than three 
months. 

^'(iii) Remaining investments to be Government of India securities up to a 
maximum of 90 crores and internal trade bills or other self-liquidating 
securities. 

(/) The Bank to undertake to keep the Secretary of State supplied with funds to 
imeet the sterling charges of Government. 

DifficuUies in immediate Introduction of full Gold Standard. 

3. The rupee cannot be limited as legal tender as proposed above unless an 
' opportunity be first given of converting the rupee holdings into gold. The magnitude 

of this liability is indeterminate, because it is not possible to estimate with accuracy 
the amount of rupees outstanding and the portion thereof which would be presented 
for conversion. Based on the best possible method of calculating these amounts, it 
has been suggested that the maximum number of rupees outstanding is about 
350 crores, of which, at the average rate of 5 per head of population, about 150 crores 
will be required for circulation if the rupee became limited legal tender. Of the 
balance of 200 crores, 90 crores are in the Government’s currency reserve, and the 
balance will be presented for conversion into gold. It would not l)e possible to 
provide for the immediate conversion of these 200 crores, and u is therefore necessary 
to proceed by stages. 

Introduction of Gold Standard hy Stages. 

4. The following stages have accordingly been suggested for the gradual 
introduction of the scheme : — 

(i) A statutory obligation should be imposed on Government to sell to any person 
who makes a demand in that behalf at the Bombay Mint and pays the purchase price 
in any legal tender, gold bullion at a price equivalent to the par of exchange, but 
-only in the form of bars containing a fixed minimum weight of fine gold , (say, 
400 ozs. troy). A statutory obligation should also be imposed on Government to give, 
in exchange for gold bullion, notes or silver at a price equivalait to the par of 
■exchange less a small seignorage charge. 

(ii) A gold coin should be put into circulation, and offered as freely as resources 

permit in exchange for notes and silver rupees at currency offices, treasuries, and 
branches of the Imperial Bank of India, without any definite obligation to give gold 
coin for notes or silver rupees being imposed. . 

(iii) After a period fixed by statute (say, five years) the hability to give gold com 
in exchange for notes or rupees, and also for gold bullion on payment of a seignorage, 

shoidd be imposed. , „ \ i 

(iv) After a further period fixed by statute (say, five years) the silver rupee should 

be made legal tender for sums up to a small fixed amount only (say, Rs. 50).. 

Sale of Silver. 

5 The amount of fine silver in 200 crores of rupees is about 687 million fine 
ounces and is nearly three times the world’s annual production. It would be 
nefcessary to spread the salfes over a sufficiently long period, not only mth the object 
of obtaimng a good price for the rupees sold, but also with a view to dimziashing .l&e 
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disturbance in countries with a silver currency and the adverse effects on the world’s^ 
silver mining industry. It is assumed that the sales may be evenly spread over a. 
period of 10 years, the period suggested for the introduction of the full gold standard. 
This would result in an annual sale of about Rs. 20 crores’ worth of silver, which is 
approximately equal to the average net import of silver into India in recent years. 
The average price obtained by the sales may be expected to be not less than 24c?. 
per standard ounce (against the present price of over 30c?.), i.e. half the exchange 
value of the rupee would be realised. The resultant deficiency will be met, in 
respect of the public holding of rupees, by the appropriation of the Gold Standard 
Reserve and in respect of the currency holding by the creation of Government of 
India book debt. 


Total Demand for Gold. 

6. The gold ultimately required for the reserve on the basis of a note circulation 
of 189 • 5 crores amounts .to 56 • 9 crores against which there is at present a gold 
holding of 29 '7 crores in the reserve. The total gold required for introducing the 
scheme in aU its stages will thus amount to 27 ‘2 crores for the reserve plus the 
gold required for converting the LIO crores to be tendered by the public, i.e. a total 
of 137 • 2 crores, or £103 millions. 


Distribution of the Demand for Gold by Stages. 

7. On the introduction of Stage I in para. 4 above, the extra demand for gold 
would arise only from substitution of gold for rupees alreaciy in hoards. Comparatively 
few hoards would be large enough to buy the minimum quantity sold by the currency 
authority, and the hoards would not be brought out suddenly. The bullion merchants 
would probably lay in stocks in anticipation of demand, and the aggregate amount of' 
the first demand from bullion merchants and presenters of the larger hoards would 
be about Rs. 50 crores’ worth of gold. As the reserves would have at the inception 
of the scheme a gold holding of about Rs. 30 crores, it would be necessary to provide 
another £15 millions of gold at the outset to meet the first demand on the introduction 
of Stage I. The period that would elapse between Stages I and II would depend on 
the progress of conversion of the hoards, and Stage II would be entered on as soon as 
the gold reserves had accumulated to an extent suflScient to enable a gold coin to be 
put into circulation, and to enable the supply of such coin to be kept up continuously. 
During this period the demand for gold may be greater than the supply obtained by 
the sale of silver, and it might become necessary to supplement the supply by external 
borrowing. It seems unlikely that the amount of external borrowing will exceed 
Rs. 30 crores or wiU be required for a longer period than five years. 

Assuming gold currency had been made freely available during Stage 11, Stage III 
tpould not lead to any grea’t increase in the demand for gold coin. The introduction 
of Stage IV would probably bring in a few more rupees from hoards, but the 
additional demand would probably not be very large, as the greater part of the- 
liOEids of rup66S would have been replaced by gold during the earlier stages. 

It is unnecessary to attempt to estimate precisely the amount of gold required at 
each stage. For aH practical purposes it may be assumed from what has been 
mentioned above that about £15 millions would be required at the timfl of 
of Stage I, a hirther £35 millions within a year, and the remaining £53 millions over 
a period of 10 years. 


Cost of the Scheme. 

, ^ The cost of the scheme finaRy would represent the difference between the- 

interest on the mvestments in the resen'-e as finally constituted and the interest now 
received; this ih estimated at 1 crore. The interest on the Government of India 
securities now ,in the reserve and the interest on the eventual holding of such 
s^urities do not enter into the question of the cost to the Government on account of 
the ^ange. _ During the toition period there would be a further charge on account 
of the cairymg Oh of metallic stocks owing to the gradual conversion of surplus silver 

ft® interest on external credits which would probably 
goW reserves were being built up. It is estimated that 
abo^^rorefa amount during the first five years to- 

consideration' in connection with this scheme are (i) the- 
extra cost involved, (ii) the possibihty of getting the gold required and the effect of 
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its withdrawal for the purpose of Indian requirements, particidarly the effect upoit 
world gold-prices, (iii) the effect of the scheme on the silver market and the possibility 
of realising a reasonable price for the surplus of silver, and (iv) the effect on the 
monetary situation of any miscalculation under any of the headings mentioned in the 
preceding paragraphs. 

hiOTE. hor the purpose of the calculations in this memorandum it has been 
assumed that the rate of exchange at which the rupee is stabilised is Is. Qd. 


0 . 

Supplementary list of “ Questions to be asked the American® Witnesses by the 

Chairman.” 

Attention is directed to the plan for the establishment in India of the gold, 
standard, with gold coins as an internal medium of exchange, for the reduction of the 
status of the silver rupee to that of a token of limited legal tender, and for the sale of 
silver, set out in the accompanying confidential Memorandum entitled “Proposed 
scheme for a gold standard for India.” 

A. — As to the proposals relating to Gold — 

1. Assuming that these proposals involve the absorption by India of about 

£103,000,000 500,000,000) of gold (in addition to normal requirements for the arts, 

hoards, &c.), of which it is assumed £15 millions would be required at the outset, an 
additional £35 millions within a year, and the remainder within 10 years : 

What would be the effect of these proposals — 

(a) on the supplies of credit and rates of interest in America ? 

(h) on the position and policy of the Federal Reserve Board ? 

(e) on the position and policy of the Central Banks — 

(1) of those of the European countries which have put the gold or gold 

exchange standard into operation ? 

(2) of those which are aiming at doing so ? 

(d) generally, on the maintenance and restoration of the gold standard in 

European countries ? 

(e) on world gold- prices ? 

(f) on the cost of living and on wages in America, Europe, and India ? 

2. If European countries, and countries overseas whose financial systems are 
closely tied to European countries, should, as a measure of protection of their gold 
reserves, purtail the supply of credit, what effect would this have upon America 
financially and economically ? 

3. What would be the reaction on India of the consequences which you describe 
in reply to questions 1 and 2 ? 

4. Assuming that the absorption by India of the £103,000,000 sterling of 
additional gold is not spread over a period of 10 years, but takes place more 
rapidly : 

What difference would this circumstance make to the consequences which you 
have described in reply to questions above ? 

5. Can you express any opinion whether, under the scheme in question, the, 
absorption of the additional £103,000,000 sterling of gold could in fact be spread 
over the period of 10 years as proposed, or whether it might not have to be supplied 
more rapid)[y ? 

6. .Assuming that the amount of £103,000,000 sterling of additional gold required 

for India might be substantially increased by the withdrawal of more gold into active ’ 
circulation than is allowed for in the estimates of the scheme : , ■ . . 

What difference- would this circumstance make to the consequences which you 
have; described in .reply to questions 1 and 2 above ? ' ‘ 

7. Can you express any opinion as to the desirability of the proposals of the 
scheme relating to goMj' in relation to the interests of India, and particularly in view 
of :the cost to India of providing a gold currency by the means proposed ? 

• A m‘TnUa.T- get of questions, matatia muiandii, was cironlated to •witmesses in. the United Kingdom. 

fib'' 



^016 ROYAL COMMISSION ON INDIAN CUKEENCY AND FINANCE. 

8. Can you assist the Commission with any evidence as to the probable tuture 
relation between the world’s demand for gold and its supply, assuming that Indian 
conditions remain unchanged ? 

9. In pafticular, can you give an estimate of the annual increment to the stock 
■of gold for monetary purposes which is needed to keep pace with the economic 
progress of (a) the United States of America, and (6) the rest of the world ? 

■ 10. In how many years will the stock of gold for monetary purposes now held by 

the United States of America, and at present regarded as redundant, be absorbed in 
this manner ? 

B . — As to the proposals of the scheme relating to Silver : — 

1. Can you assist the Commission with any evidence as to the probable future 
relation between the world’s demand for silver and its supply, assuming Indian 
Conditions to remain unchanged ? 

2. Assuming the proposals referred to involve the sale over a period of 10 years 
■of an amount of silver equal to about three times the present annual world’s 
production : — 

(a) What would be their effect on the silver market ? 

(b) What effect would the proposals have on the markets in copper and other 

base metals ? 

(c) What effect would a fall in the price of silver have on the volume of its 

production ? 

(d) If a fall has the effect of curtailing production, would it be reasonable to 

suppose that a fall in the price of silver to 2^d. would so contract production 
as to stabilise the price of silver at about that level, and permit of the 
absorption of, say, 20 crores of rupees annually ? 

3. In what respects would American interests be affected by the silver sales in 
■question ? 

" 4. Having regard to the desirability of the co-operation of the United States in 
the carrying through of the plan, how, in your opinion, would it be viewed by the 
Government and the Financial Authorities of the United States of America ? 

5. What difference would the imposition of a duty on the importation of silver 
into India make to the consequences which you describe in reply to questions 1, 2 
and 3 above. 

6. The average annual importation of silver into India for use in the arts, as 
•ornaments, and all pmrposes other than coinage, for the last five years was 81 million 
fine ozsi 

Assuming that the effect of the proposals under consideration, with or without 
the imposition of an import duty, would be substantially to reduce the importation 
of silver into India for these purposes : 

What difference would that circumstance make to the consequences which you 
have described in reply to questions 1, 2, and 3 above ? 

7. Can you express any opinion as to the desirability of the proposals of the 
s^eme relating to silver, in relation to the interests of India, and in particular the 
■circumstance that silver is a favourite store of values amongst the poorer classes 
there? 

8. Assuming the Government of India requires to raise credits in order to bridge 
the period between the introduction of a gold currency and the realisation of the 
silver which it wotdd replace, which credits might amount to 1 150 million in New 
York and £23 million in London : 

W^hat considerations, arising either from the nature of- the scheme or from 
would militate for and against a proposal by the Government 
of Ihma to obtain such credits in New York ? 

f f * i I < ' 

9. Would a proposal by the Government of Lidia to obtain such credits in New 
Yprk for the purpose of canying out the scheme referred to tfor putting gold into 
oix^ton m India, concurrently with the sale of sUver) be likely to encounter any 
such d ifficulties as would make it undesirable to contemplate that step ? 

10. -^Burning that the credit of $150 million would not be required for a longer 
period than five years, what would be the cost to India of embarking on such a 
credit scheme ; 

(1) if the credit is not required to be actually drawn on j 

{2\ if the credit is only partially drawn on ? ' ’ 
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11. It has been suggested that the conversion of silver hoards into gold and the 
introduction of a gold currency will ultimately lead to a reduction of India’s demand 
for gold for non-currency purposes. If this were assumed to be the case, would any 
modification be necessary in your replies to previous questions ? 

12. It is relevant to the inquiry of the Commission to consider whether the times 
are ripe for a stabilisation of the rupee, at a fixed rate in relation to gold or sterling. 

Do you consider that there is any factor in the financial situation in the United 
States of America which would make it prudent to postpone any such measure for 
stabilisation ? 

13. In regard to the rate at which the rupee should be stabilised, it has been 
suggested that a rate lower than the existing rate will reduce the total demand for 
gold in connection with the introduction of a gold standard in India. What weight, if 
any, should in your opinion be attached to this suggestion ? 

14. In regard to the remittance operations of the Government of India, a question 
has arisen whether they should be conducted as hitherto by the time-honoured system 
of sales of Council Bills in London or by means of purchase of sterling biUs from 
Exchange Banks and firms in India as has been done since 1923. It has been 
suggested in favour of the older system that it gives greater facilities to the people of 
the United States of America for payment of their jute and other contracts made with. 
India ; what importance do you attach to this ? 
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Note on the Effect of Exchange on Government Revenue and 
Expenditure, submitted by Mr. A. C. MoWatters, CXE., I.C.S.». 
Secretary to the Government of India, Finance Department. 


1 . — The gain in exchange to Government in the year 1918-9, as compared with the 
pre-war rate of Is. 4d. 

In 1918-9 all expenditure in England was treated as Imperial. 

The gain or loss by exchange in the accotints at that time was calculated witk 
reference to the average rate of exchange obtained by the Secretary of State on 
Council Bills. This rate in the year 1918-9 was Is. 5^. The total sterling net 
expenditure was as follows : — 

Expenditure in England - - - - 23,629,495 

Receipts in England ----- 3,228,996 


Net expenditure ----- 20,400,499 
Capital — 

Capital expenditure ----- 1,559,895 

The gain in exchange to Central Revenues at Is. 5Jd. compared with Is. 4d. on 
the above figures would be Rs. 2,63,16,639 in respect of Bevenue and Rs. 20,12,265 
in respect of Capital. 


TT, The extra return which would accrue from customs import duties if exchange were 

fixed at Is. 4d. os compared with Is. 6d. and if the following two assumpioiu are 
made : (1) that the volume of imports is not diminished and (2) that the price of 
imported goods rises hy the full amount of 12'J per cent. 

Over the period April to August 1925 it has been calculated that 57 per cent, of 
the import duty realised was from articles paying duty on an ad valorem basis 
(including those articles for which tariff values are fixed). The remainder paid duty 
at specific rates. 

The total customs duty on imports according to the Lakhs. 


Budget of 1925-6 is - - - - ■ 37,69 

Deduct Government stor^ ----- 85 


Balance _ - - - - - 36,84 

57 per cent, of above = _ - - - 21,00 

Increase at 12|- per cent. = _ _ - - 2,62 
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Despatch from His Majesty’s Secretary of State for India, 

No. 51, Financial, dated the 24th April 1914. 

In my telegram dated 6th March 1914 I informed you that I should address you 
hy Despatch on the subject of the Report of the Royal Commission on Indian Finance 

and Currency. , _ 

The Report falls naturally into three divisions, containing respectively : — 

A review and criticism of the system of Indian Finance and Currency and its 
administration in recent years. 

Recommendations on certain matters, such as the detailed arrangements for 
lending part of the, India Office balance, the relations of the India Office with 
the Bank of England and the jSnancial organisation and procedure of the 
India Office, on which it is scarcely necessary for me to invite Your Excellency’s 
observations. 

Conclusions and recommendations regarding many subjects which must be 
considered in consultation by the Secretary of State in Council and the 
Government of India. 

2. On the first head I have little to say. A close examination of the narrative 
portions of the Report might suggest the amplification or qualification of an occasional 
passage, or a more exhaustive statement of facts ; and something might also be urged 
in reply on the few points where the judgment expressed on the action of financial 
authorities here or in India departs from the general note of approval which' 
distinguishes the Report. But it is neither necessary nor desirable 'to undertake this 
task. I welcome the Report as the first authoritative survey of the Indian financial 
and currency system as a whole that has been made since the Indian Currency 
Committee of 1898, and as a weighty pronouncement on the policy and the measures 
that have gradually been evolved in the course of giving effect to that Committee’s 
recommendations. It is gratifying to me, as I am sure it will be to Your Excellency’s 
Government, to learn that both the policy and the measures have in essentials received 
the approval of the Commission. I note the generous testimony borne to “ the ability 
and skill with which the complicated duties in connection with Indian finance have 
been discharged by the permanent officials to whom they have been entrusted both in 
India and in London ” (para. 7), and to the fact that “ the final success achieved by 
the Indian authorities both in India and in this country must be recognised as a proof 
of the soundness of the currency scheme itself and of the measures ultimately taken 
for meeting the crisis ” of 1907-8, the chief occasion on which the existing currency 
system has been put to a severe test (para. 49). As regards the few instances in 
which, in the Commission’s opinion, other action than that taken might have been 
advisable, it is sufficient to bear their comments in mind and to endeavour to benefit 
on a future occasion by the guidance they may afford. 

3. The recommendations re^rding organisation and detailed procedure in this 
country are being carefully considered. 

4. The main conclusions and recommendations requiring consultation between 
this Office and the Government of India are as follows : — 

(o) In para. 68, the conclusion is reached that “it would not be to India’s 
advantage to encourage an increased use of gold in the internal circulation.” 
Read in connection with the opinion expressed in para. 74 that “it is 
important that t^ Government should continue to act on the principle of 
giving the people the form of currency for which _they ask,.” this appears 
to be equivalent to a recommendation in favour, first, of the continuance, 
without modification in the direction either of stimulation or of restriction,' 
of Ihe present practice regarding the sale of Coimcil BiUs which, as- 
explained on bdialf of this Office, is to regidate them so that they “ s ha-li 
not be on sudi a scale as to prevent the inflow of gold to India to the extent 
to wffichrit seems ^likely that thSre will be a demand for it on the part of the 
public ’(Appeifliix I, p&ge 12), and, secondly (subject to the qualification in 
para. I18)j of fli© practice of issuing gold freely in normal times from the 
Paper Currency Department in exchange for rupees and notes for circulation 
in India, ... 

This endorsement of Sxisting“practice appears to caU for no comment. 
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■(h) In para. / 3 the Royal Commission say, after pointing out their own inability 
to^ recommend on its merits the establishment of a gold mint in India, that 
if Indian sentiment genuinely demands it and the Government of India 
are prepared to incur the expense, there is, in our opinion, no objection in 
principle, either from the Indian or Imperial standpoint ; provided always 
that the coin to be minted is the sovereign (or the half sovereign), and it is 
pre-eminently a question in which Indian sentiment should prevail.” 

The difficulty of ascertaining whether Indian sentiment desires the 
establishment of a mint for the coinage of sovereigns or half-sovereigns is 
considerable. When a resolution on the subject of a gold mint was raised 
ill your Legislative Council on 22nd March 1912, the mover expressed his 
preference for a ten-rupee piece ; but the resolution was withdrawn, so that 
no definite opinion was recorded. When in my telegram of 16th Way 1912 
I suggested that the views of Local Governments, Chambers of Commerce, 
and Presidency Banks regarding a gold mint should be ascertained, the 
Government of India gave reasons for not acting on the suggestion ; and it 
was accordingly not pursued at that time. In present circumstances it is 
clearly desirable to proceed with an enquiiy as to the existence or otherwise 
of a genuine Indian sentiment in favour of a gold mint, the [)oint which the 
Royal Commission leave in doubt. I shall be glad if you will take the necessary 
steps. You will doubtless draw the attention of the bodies that you consult 
to the opinion expressed by the Royal Commission regarding the merits of 
the scheme, and to the information that is available regarding the 
establishment that would be required and the probable cost. (See Appendices 
to Interim Report of the Commissioners, Vol. I, page 215.) 

‘(e) Failing the establishment of a gold mint, the Commission recommend a 
renewed notification of the willingness of the Government of India to 
receive gold bullion at the Bombay mint. I do not anticipate that you will 
have any objection to this ; and, if this is so, it is perhaps unnecessary to 
postpone the issue of the notification until the question of establishing a 
Gold Mint has been decided, since the establishment of a Gold Mint would 
require little, if any, modification in any arrangements previously introduced 
for the receipt of gold bullion. 

(d) In para. 89 the Commission, while holding that the Government of India 
ought to be alive to the possibility of the aggregate sterling reserves 
eventually reaching an unnecessarily high figure, recommend that “ the 
whole profits of the silver coinage, together with any interest accruing from 
investments or loans made from the Gold Standard Reserve, should for the 
present continue to be placed to the credit of that Reserve, and that no 
diversion similar to that made in 1907 for railway development should be 
tmder any circumstances permitted until further experience allows of a much 
more accurate definition of the calls which the Reserve may have to meet 
than is at present possible.” 

I am prepared to act on this recommendation, and Your Excellency will 
doubtless be in favour of this course. The importance of the Commission’s 
remarks regarding the possibility of an increase of the sterling reserves to 
an unnecessarily high figure must not be disregarded, since such disregard 
would involve the danger that the full benefit would not be obtained of the 
economy of the Indian currency system — which is one of its advantages. 
But it would be useless to attempt to forecast now the time and circumstances 
in which any action in the sense indicated in these remarks is likely to be 
desirable. 

^{e) In para. 90 the Commission recommend without hesitation that the whole of 
the Gold Standard Reserve should be kept in London. Subject to any 
observations from Your Excellency I am ready to accept this recommendation. 

.{f) Paras. 96 to 100 contain recommendations regarding the composition of the 
Gold Standard Reserve, viz. : — That not less than one-half^ should be held 
in gold when the total exceeds £30,000,000, and that the minimum amount 
to be so held should- be raised as soon as possible to £15,000,000, of which 
£4,000,000 should be provided by the abolition of the Indian branch of the 
Gold Standard Reserve and the consequent transfer of sovereigns from the 
Paper Currency Reserve in India to the Gold Standard Reserve, for location 
in London as soon as convenient ; £4,000, <X)0 should be obtained from the 
same source in exchange for securities now held in the Gold Standard 
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Eeserve, and the remainder should be accumulated as opportunity offers 
for the revision of existing investments as well as by the addition of new 
money. 

You will doubtless be in favour of increasing the amount of gold held in 
the Gold Standard Reserve, and I shall be glad to learn whether the standard 
proposed by the Royal Commission appears to you to be suitable. I shall 
also be glad of your remarks as to the method proposed for attaining the 
standard. 

The transfer of ^64,000,000 in gold from the Paper Currency Reserve 
against the rupees now in the Indian Branch of the Gold Standard Reserve 
would present no difficulty in itself, but it would be advantageous that, as 
the abolition of that branch would diminish the elasticity of the currency 
system, it should be accompanied by the introduction of the new element of 
elasticity proposed in para. 113. This would require the amendment of the 
Paper Currency Act. 

Similarly, the proposed transfer of £4,000,000 from the Paper Currency 
Reserve in exchange for securities would require legislation, in connection 
with which you may desire to consider the comparative advantages of 
making the addition to the invested portion of the Paper Currency Reserve 
entirely (as suggested by the Commission) in the form of sterling securities, 
or partly in that form and partly in rupee paper. If the latter course were 
adopted, a corresponding portion of the amount to be added in gold to the 
Gold Standard Reserve would be obtained by the realisation of sterling 
securities now held in that Reserve and the ear-marking of the proceeds 
in gold. 

The provision of the further sum required to raise the total of gold in the 
Gold Standard Reserve to £15,000,000 wiU, if that standard is adopted, be 
proceeded with as favourable oppoitunity offers. 

(g) In para. 103 the Commission, in accordance with their view (stated in 
para. 52) as to the importance of formulating in advance and giving 
publicity to the policy which it is intended to pursue in a crisis, advise 
“that the Government should make a public notification of their intention 
to seU bills in India on London at the rate of Is. 3|fd. whenever they are 
asked to do so (as was actually done in 1908, and confirmed in 1909), to the 
full extent of their resources.” I shall be glad to learn whether you are in 
favour of such a notification, and, if so, when, in your opinion, it should be 
made. 


(h) The main recommendations regarding the Paper Currency system contained 
in paras. 110 to 118 are as follows : — 

(a) That the Paper Currency Act should be amended so as (1) to 
increase the permissible maximum of the fiduciary portion of the Reserve 
up to the equivalent of the notes held from time to time in the Reserve 
^easunes plus one-third of the notes outstanding elsewhere, (2) to 
increase the amount that may be held in sterling securities, (3) to enable 
part of the fiduciary portion to be represented by loans granted in India 
or London. 

(b) That the securities in the fiduciary portion of the Reserve should 
then be at once increased by the addition of six crores of sterling 
securities, to be transferred from the Gold Standard Reserve as shown in 
(/) above. 

(o) That the 500 rupee note should be universaHsed, and that, in 
accordance with the Commission’s views expressed in 'para. 75 as to the 
importance of encouragmg the use of notes, additional faciHties should be 
granted for their encashment. 

. (®) That gold ‘in Ae Paper Currency Reserve in India should in ordinary 
cir<^stence8 _ continue to be used as at present, but that when an 
exchange crisis declares itself it should be given out only on such 
conuitioiis as will secure its immediate export. 

(b) That for the present a portion of the Reserve should continue to be 
to £5^W 000^ ^ portion should ordinarily be limited 

Some of these proposals are far-reaching and wiR require careful 
consideration. The case for an increase in the permissible maximum of- 
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tlie fiduciary portion, of tlie Reserve and for enabling a part to be represented 
on occasion by loans appears to me to be strong. Tbe questions wbetber 
the maximum shall be fixed, and the addition to the permanent securities 
effected, in the manner proposed are more difficult. 

With regard to the first question, it is to be remembered that if the plan 
proposed by the Commission is adopted, any encashment of notes or 
withdrawal of notes from the Rese:^e Treasuries at a time at which the 
non-metallic portion of the Reserve is at the maximum amount permissible 
will require a simultaneous diminution of that portion and adjustment of 
the amount of the metallic portion. The inconvenience involved in this plan, 
and indeed in any plan under which the invested part of a Paper Currency 
Reserve is limited to a percentage of the circulation instead of to a fixed sum, 
must not be overlooked ; and it is to be remembered that such inconvenience 
is peculiarly great when the Reseiwe is scattered over a wide area. 

The second question has already been referred to under (/) above. 

I shall await with interest your observations on all the recommendations 
under this head. 

(i) In para. 123 attention is called to the importance of reviewing periodically 
the balances held by the Government of India so as to secure all possible 
economy. The subject is one which necessarily comes before your notice 
at frequent intervals and with regard to which it may be assumed that your 
practice, at any given time, represents the result of the most recent 
experience. The present moment is scarcely favourable to any formal 
examination and report on the subject, partly because this would involve a 
postponement of the time at which your examination of the other recom- 
mendations of the Royal Commission can be completed, and partly because 
the recent increase in the limits on savings bank deposits introduces a new 
factor that will require to be carefully watched. But you will doubtless 
bear the subject in mind and in due course make any modifications or 
submit to me any proposals that may seem to you to be desirable. 

'(j) I anticipate that you will similarly desire to postpone for a time the 
consideration of the advantages and disadvantages of a change in the date 
of commencement of the financial year, to which the Commission refer in 
para. 128. 

‘(fc) In paras. 134 to 169 the advisability of granting loans in India from the 
Government balances, in addition to such as would be granted under the 
recommendations summarised in (h) above, is discussed. The recommenda- 
tions are that such loans should be made to Presidency Banks against 
security; that they should be for short periods; that they should not be 
confined to periods of stringency ; that the rate of interest should be fixed 
by negotiation in each case; and that the amount should be based on 
experience gained by cautious and tentative action. My telegram of 
22nd October 1913 and my Despatch dated 2.3rd January*^ 19 14, No. 14 
(Financial^, approved provisionally a policy similar to that now recommended, 
except that it confined loans (in accordance with your suggestion) to periods 
when the Bank rate reached, or was about to reach, a high figure such as 
7 or 8 per cent., and fixed the rate of interest at 1 per cent, below Bank 
rate. Your experience of the offer made in accordance with my telegram 
will help you towards forming an opinion on the policy generally and in 
particular on the comparative advantages of the method then adopted and 
the method now recommended for determining the time at which, and the 
terms on which, loans should be granted. 

'(i) In para. 167 attention is drawn to the possibility that the amount of rupee 
loans issued by your Government may with - advantage be increased. This 
had already been the subject of considerable correspondence between the 
Government oE India and the Secretary of State in Council, in consequence 
of which the amount of the rupee loan announced in your Budget for 1914-5 
was fixed at five crores. 

(m) I understand that you have under consideration the possibility of increasing 
the popularity of ffie forms of security issued by the Government of India to 
which attention is drawn in para. 169. 

<(n) In paras. 170 to 186 approval is expressed of the course that has been and 
is followed, in regard to the sale of Council Bills. Various suggestions that 
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have been placed before the Commission for inodification of existing practice 
are rejected. In some’ passages a distinction is drawn between two views as 
to the limit that should govern the amount of sales ; the one, that the trade 
demand for remittances should be met subject to not preventing an inflow of 
gold to India to meet the demand of the public for gold ; the other, that the 
requirements immediate and prospective of the Secretary of State in Council 
' in London should be the only factor to be considered. Certain points 

regarding the relation between these views, the possibility of conflict between 
their practical consequences, and the course to be taken in such an event are 
discussed in the enclosed note. 

(o) In para. 222 it is recommended that a small expert body be appointed with 
instructions either to pronounce definitely against the establishment of a 
State or Central Bank in India at the present time or to submit a concrete 
scheme for its establishment. I see no reason why effect should not be 
given to this recommendation. If you agree, I shall be glad to receive 
detailed proposals from you: 

5. The summary given above is not exhaustive. It is intended to assist you in the 
consideration of the Report by indicating the points to which it seems to me that 
discussion between the Government of India and myself should first be directed and 
the provisional conclusions which, subject to your remarks, I am inclined to adopt on 
certain of them. Owing to the number and complexity of the issues raised and the 
pressure of other work in your Finance Department, some time may elapse before you 
are able to furnish me with a full statement of your views, and you may wish to deal 
with the questions in small groups or one by one. I am anxious to meet your 
convenience in this respect, and am content to leave to you the choice of the order in 
which the discussion of the various subjects shall be taken up. 


Enclosure. 

Note referred to in para. 4 (n). 

In paras. 177 to 180, and incidentally in other passages, the Royal Commission 
consider what are the limits of amount within which Council Drafts should be sold. 
To discern clearly how far the Commission agree with the practice that has been 
followed in the past, what is their attitude towards suggestions for modification that 
have been placed before them, and what they recommend for the future, is of much 
importance because, as stated in para. 170, in language of which the appropriateness 
will be recognised by all who have close practical acquaintance with Indian finance, 
the sales of Council Drafts “ are the central feature of the machinery by which the- 
Indian finance and currencjy system is at present managed” (para. 170). The 
Commissioners themselves have not attempted to lay down any brief rule that can 
be mechanically followed ; and it does not seem possible to summarise their- 
conclusions in any such form. To obtain from them practical guidance it appears 
necessary to coUeot their observations on what was put before them as to existing 
practice, and on the possible modifications in detail or in principle that they 
considered, and to see what are the results to which such observations point : — 

(a) Their summary of recent practice as explained to them in evidence is 
(para. 1 78) that it has been “ to sell as long as there was a demand [within 
the recognised limits of price] and as long as it could be met from the 
. , resources of the Government in India.” It might have been added that, as 
. was^ stated in evidence (see Appendix I, page 12) and demonstrated by 
statistics [ihid, pages 21 and. 84), this practice has been followed “ subject 
. to the consideration . . . , . that the sales shall not be on such a scale 

as to prevent the inflow of gold to India to the extent to which it seems 
, liltaly that there will be a demand for it on the part of the public.” It 
/might also hate been added that, as mentioned in paras. 33 and 174 of the 
Report, bills' are sold without lifuit at l,s. 4|^d. per rupee. 

Q>) '!l^e possible modifications considered -by them were (para, 179), “that the 
^ciretaiy of State should never sell more than the amount of his home 
waxgos, or that he should restrict his sales to- the amount entered in the 
Budget estimates, or -again that he' should adjust the sales in such manner 
J 4 borne balance from rising muoh above- the working fi^re- 
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As regards the results that have followed from the practice described in (a) and 
the value of the suggestions mentioned in (h) the finding of the Commission is 
definite. 

(a) In para. 133 they say that they find no fault with the course taken by 
Government in recent years, though they mention that, if the 
recommendations which they make as regards loans in India are approved, 
the occasions, though not the extent, of the transfer of money from India 
to London may have to be revised. 

Similarly, in para. 179 they emphasise the fact that “ while, in consequence 
of recurring surpluses over budget estimates, the London balance has been 
abnormally high for the last few years, no money has been brought home ” 
by the sale of Council drafts “which has not been used or will not be 
used for Indian Government requirements in the United Kingdom.” The 
same view is repeated in para. 186. 

(6) In para. 179 they state that they are opposed to the suggested limitations 
on the amount of sales. They refer more than once to the important 
undertaking given by the Secretary of State in Council in 1904 that Bills 
will be sold without limit of amount at Is. 4^<i. per rupee, and do not 
indicate that they contemplate any alteration. 

Thus the procedure actually followed has led to results which the Commissioners 
think suitable, and the alternative procedures considered by them, which would have 
led to different results, are rejected. But emphasis is laid (paras. 179, 180, and 186) 
on the view that the only real justification for the sale of drafts is to be found in the 
desirability of meeting the Secretary of State’s requirements, immediate and 
prospective, in the wide sense in which (para. 186) these words are understood by the 
Commissioners, and not in the desirability of meeting the convenience of trade. 
From para. 186 it would appear that what is said on this point is intended rather to 
suggest an amendment of the explanations given to the public, than a change of 
practice, an interpretation borne out by what is said about the results of past 
practice. 

But it is not superfluous to consider the questions ; (1) how far it is probable that 
a rule that Council Drafts should be sold to rqeet the demands of trade, subject to 
not impeding the' flow of gold to India to the amount required in India for absorption 
by the public, might have in the future (though it has not had in the past) a different 
practical result from the principle laid down by the Commission that sales should 
be limited by the amount of the Secretary of State’s requirements, present and 
prospective, in the sense defined in para. 186 ; (2) what guidance can be gained from 
the Commission’s Report as to the action to be taken in the event of such conflict 
arising. 

That such a conflict is improbable is shown by the coincidence, noted above, of the 
results of following the first principle with those that the second principle is 
intended to produce and also by the fact that any increment of the trade demand, 
expressing itself through an application for Council drafts, tends automatically to set 
up an additional requirement of the Secretary of State in Council, viz. money for 
the purchase of silver. But, though improbable, the supposed conflict is not 
impossible. It is conceivable that at a time when the Secretary of State held 
resources sufficient, on a reasonable estimate, to meet his requirements immediate 
and prospective, and when a stock of gold and silver was held by the Government 
of ir^ia suflScient to meet the immediate and prospective demand of the public, a 
trade demand might arise for remittance to India and express itself in applications 
for Council Drafts. To grant such drafts would involve a departure from tifie 
principle laid down in para. 186. To refuse them would involve “ the export to 
India on private account of more gold than is actuaUy required in India for 
absorption by the public,” a course which the Commission regard as involving 

disadvantages set forth in para. 176. u * r ^ x* n 

The difficulty of choosing between the two courses would, m part, be automatically 
removed by the operation of the rule (if still in force) under which sales of bills are 
made without Hmit at la. 4id. per rupee, the proceeds hemg treated, if n^ess^, 
SiS 8» tBinporstry addition to tli6 portion of th .0 Papor Currency Reserve lield in Loxiuon. 
If this did not completely solve the problem, the Secretary of State and the 
Government of India, so far as they were entirely guided by the views of the Royal 
Commission, would have to act in accordaincO with such view as they could form on 
the question whether an increase was more probable in the future in the Secretary 
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of State’s reqtiirements in London, or in the desire of the public in India to obtain 
gold. In the former case the decision would, no doubt, be in favour of meeting pro 
tanto applications for Council Drafts in the form of telegraphic transfers ; in the 
latter case it would be in favour of rejecting applications, and thus forcing the 
applicants to send gold to India. 


APPENDIX 98. 

Extracts, &c., froDa Telegraphic Correspondence between the 
Secretary of State for India and the Government of Itidig ,, 
Finance Department. 

1. Telegram from Viceroy, Finance Department, dated 8th October 1924. 

Early decision on fundamental question of policy is essential in view of the 
strengthening exchange, which seems likely to rise above 1^. 6d. We are convinced 
that the time has come when we should definitely decide against any attempt to push 
rupee above Is. Gd. unless renewed fall in gold value of sterling lakes place. It is now 
beginning to be realised generally that the stringency in the market is the direct 
outcome of Government action in contracting currency, or rather in placing strict limits 
on possibilities of expansion. The volume and importance of the opposition to this 
policj'’ is increasing and was the basis for the support, not from Indian interests only, 
of Sir Purshotamdas’s Currency BiUs which have, however, not been introduced and 
Aerefore lapse. We should have difificulty in refusing to provide more generously 
for additions to currency even if we wished to do so, and there is serious risk of a 
financial crisis if we keep the screw on too tight. Moreover, we cannot afford to keep 
market bare of loanable funds if we are successfully to raise a rupee loan in 1925 and 
still another in 1926, when we have large amounts of bonds maturing. 

It wiU follow, if this view is accepted, that during the coming busy season we 
should endeavour to prevent a rise above Is. Gd. by free sales of Councils and sterling 
purchases both from our Treasury balances and by issuing currency against sterling 
purchased for Paper Currency Eeserve so far as necessary. It is realised that thia 
may raise the question whether the existing limit of Rs. 85 crores of securities in 
reserve may not have to be increased. It is probable that it would be desirable in any 
case to increase our statutorj’- powers up to, say, Rs. 100 crores next winter, and we 
consider that we can justify this increase by normal expansion of the note issue which 
will be required to meet the increasing trade requirements of the countiy. The 
general policy which we have tentatively in mind would be — 

(o) to retain as our primary purpose maintenance of comparatively stable rupee 
prices ; 

, (6) to fix in our own mind on Is. 6d. sterling as the figure at which we desire to 

stabilise rupee so long as this primary purpose is not endangered, which is 
only likely in the event of renewed falling in gold value of sterling ; and 
(c) to wait until gold and sterling are on a par before fixing the rupee by 
statute. 

But we realise that questions of such fundamental importance should not be 
decided without , a formal enquiry by some kind of Committee. Such a Committee 
inight consider also other connected questions such as transfer to the Imperial Bank 
of the management of the Paper Currency, Remittances, &c. 

We have had an opportunity of discussion with Warren, who is strongly of 
opnuon, with which we agree, that we should announce that we are prepared to buy 
sterling without limit at Is. G^d. Such an announcement, we believe, would, have 
reassuring effect and would remove the element of uncertainty, which is at present 
having a disturbing effect on the inarket and may produce, a real danger. 

2. Telegram from Secretary of State to Viceroy, Finance Department, dated 

lOth October 1924. 

; I share your view that it is of utmost importance that confidence of market should 
be maintained, and I am prepared to agree to further announcement as this object 
does not seem to have been achieved by your letter to Bengal Chamber of 25th August. 
It seems tome, however, that the vital consideration is not so much the actual level 
or excnange at the moment as the avoidance of such abnormal stringency as might 
threaten the financial and economic position. I feel also that work of committee, if 
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such is appointed, might be prejudiced if we peg upward limit of exchange, and that 
there is danger in announcing any definite figure as leading to conclusions on 
part of public which might not eventually be realised. I think, herein following" 
underlying conception in your telegram of Ist October, that in present conditions safer 
criterion is to be found in the maintenance of adequate cash position of Imp erial 
Bank, and so avoiding any untoward rise in bank rate. I cannot but think that 
market would be assured that you have power to do this if you forthwith announced 
intention of taking steps at forthcoming meeting of Legislature to raise fiduciary 
limit of Rs. 85 to Es. 100 crores. 

I suggest, therefore, announcement on following lines. G-overnment of India, in 
consultation with the Secretary of State, have given careful consideration to the- 
situation indicated by the recent rapid rise in exchange. The Government of India 
announce that they will, in consultation with the Imperial Bank, take such steps as 
the market position may demand to anticipate and relieve any undue stringency that 
may threaten or occur during this busy season, and with this end in view they propose- 
at the next session of the Legislature to take powers to increase the limits up to wtiich 
currency may be issued against securities from Rs. 85 to Rs. 100 crores. 

You could also announce that, as in last season, Grovernment intend in effecting 
remittances to act with a view to obviating any unduly rapid appreciation of the 
rupee. 

I suggest we should endeavour to regulate remittances in such a way as to avoid,, 
if possible, a greater rise than, say, ^d. in any one week. 


3. Telegram from Viceroy, Finance Department, dated lltZi October 1924. 

Your telegram dated 10th October, 2872. We consider announcement suggested 
by you inadequate. It adds little in fact to the reply given already by the Finance 
Member in the Assembly to Purshotamdas’ question, in which Government stated 
their readiness to ask for further statutory powers if required. This reply was well 
received as being more explicit than the terms of the letter addressed to the Bengal 
Chamber, but last week’s events have only served more to con^vince us that unless- 
there is assurance that an upper limit to the exchange can be guaranteed during the 
coming busy season confident market cannot be restored. The suggestion made by" 
you for preventing an undue rise in exchange in any one week appears to us quite 
insuflficient to meet the gravity of the situation. We do not agree that mere avoidance 
of abnormal stringency is the vital consideration. The element of uncertainty as to- 
limits to which the exchange can rise has become even more -vital. The matter has 
been in our minds for some time, but we have deferred addressing^ you until we had 
opportunity to discuss with Warren, who, after studying restriction in Bombay, 
strongly confirmed our view that increase in rate beyond 18d. is to be deprecated m' 
the best interests of the country and of our future financial operations, and that publio 
announcement is most desirable and indeed imperative. 

The point you urge, that to peg exchange in advance of the appointing of the- 
Committee has certain disadvantages, is fuUy realised by us, but we feel that greater 
dangers are involved in any other policy. It is, we consider, out of the question that- 
the uncertainty should be aEowed to continue for several months more. We thmk it 
highly improbable that the "view could be taken by any Committee that higher 
exchange than Is. 6d. is desirable. This rate is one which would not involve the 
disturbance of present price levels, but both Indian exports and industries would be 
adversely affected by anyhigher rate. We find already that Tata Iron and Steel 
Company is seriously affected by rise in exchange. The Comrnittee would not be 
absolutely precluded from recommending a higher rate by a decision now to give an 
upward Emit of Is. ^d. for the time being, but even if it "were, we feel it our duty as 
a Government in e-ids ting circumstances, to arrive at a decision in advance. Further, 
we beEeve that an opportunity, which may not recur, is offered at the present monaent 
of obtaining general acquiescence even in Bombay in a poEcy which will give us a 
permanently higher rate than Is. 4d. gold. We regard it as of great importanc^ 
poEticaily, quite' apart- from financial ' merits, to take commercial 'opttiion along with, 
us in this matter. We therefore strongly press that our proposals should be 


accepted. • ■ 

4 Telearam from Secretary of State to Viceroy, Finance Department, dated 

Uth October im. . , ^ 

Exchange. Your telegrams dated 8th and 11th instant. The' difficulties 
ton have &d to face in maintaining view, with which I am in entire accord, that- 
^ D d 
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As regards your comments on the course of Indian internal prices, the Calcutta 
index number of wholesale prices, which is more reliable and more comprehensive 
than the all-India index number, does not disclose any tendency to rise. The same 
is true of the Bombay index number. W'e would further point out that in the case of 
commodities which have a world price — e.g. cotton, steel and sugar — in recent mouths 
there has been a marked fall in the rupee price ; in the case of wheat, the result of 
the appreciation of the rupee has been that the price has remained nearly stationary 
in India while it has gone up considerably in England and America. 

While then we agree that the waiting policy adopted hitherto has been the right 
one, in our opinion it is almost, if not quite, impossible for practical reasons to 
maintain it. You observe that such a gradual rise in exchange as has for some time 
been in progress is not likely to threaten Indian trade in its broad aspects, and that 
remittance operations conducted on the lines suggested by you should suffice to 
control any excessive uprush of exchange. We must point out that the rise in 
exchange which has occurred already has not hitherto had any serious adverse effect 
on trade because it has so far not exceeded the limits which have generally been 
anticipated. There can be no doubt that much harm will be done by any further 
material rise. While it is possible, of course, to control a further rise by adjusting 
our remittance operations, it should be remembered that exchange has risen from 
Is. to Is. 6d. during the last six months in spite of heavy purchases of sterling, 
and that such violent and frequent adjustments in our purchase procedure as will be 
necessary in order to keep the rise under effective control, cannot but have the most 
harmful effects. The rates which were accepted at the Council BiU sales of the 14th 
and 21st October has already furnished evidence of this. Asa result of our large 
purchases of sterling in October the exchange market is, for the moment, quiescent, 
but there is no guarantee that there will not be a recurrence of similar conditions in 
an aggravated form during the busy season. 

Moreover, it is our deliberate opinion that we cannot afford to allow the rupee to 
appreciate much above Is. 6d. sterling during the coming winter, and if this is 
accepted the importance of an announcement immediately regarding the upper limit 
for exchange is obvious. Both in Calctitta and Bombay the trade is in an extreme 
state of tension and expectant of a Government armouncement, in the absence of 
which gambling in exchange will continue on a large scale to the serious detriment 
of genuine trade interests. 

Further, we regard with extreme concern the prospects of borrowing by 
Government unless action is taken now to restore confidence. We are convinced that 
unless there is some very big change in the conditions reacting oh the Indian monetary 
situation, the issue of a rupee loan in India, of any appreciable amount, in the summer 
of 1925, will be an impossibility. 

We reduced our demand from 20 crores to 15 crores in 1924 ; eventually we got 
only 13 crores and were lucky to get that. We cannot curtail very materially our 
capital programme even if we wished to do so, and we should regard as contrary to 
the true interests of India any considerable curtailment. We should be driven to 
raise a sterling loan in order to continue our capital programme. The size of the 
Indian sterling debt is, in our view, already sufficiently heavy for the present. In a 
period of bad monsoons external borrowing will be inevitable, and Inrlifl-n credit 
abroad, if we can avoid it, ought not to be called upon to bear the strain of the issue 
of an external loan at a time of good monsoons when there is no difficulty in remitting 
money abroad, and the^need for borrowing abroad only arises because the capital 
cannot be raised in India. Moreover, external borrowing at a time when there is 
lincerteinty as to the future of the rupee, involves an exchange risk and becomes very 
speeula,tive. We would remind you that in 1926 we have a maturity of 38 crores to 
deal with, and it is unthinkable ^at by postponing a decision in regard to exchange 

7^? being able to renew a large proportion of these bonds 

in India. 


. 1 annoimcement which you suggest is, we consider, quite insufficient in itself 
to Imve any r{^uring effect, as it wiU , amount only to a reiteration of the declaration 
we have ^eady made, that there will be no hesitation on the part of Government to 
teke f^her powers in a matter of sterling investments in the Paper Currency Reserve. 

metping of greater importance is expected by the market, and we consider it better 
to make no announcement at all if we have nothing better to announce. Such an 
announce:^nt would at once stimulate the demand, for the moment quiescent, for 

^ Purahotamdas’ BiU, and would result in increasing opposition to 

our Bui when it is introduced. ^ 
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We propose that as soon as announcement of our maximum rate is made, Coimcil 
sales should he discontinued for the present, and all sterling purchases effected 
through the Imperial Bank at the rate of Is. 6^d. only. 

6. Telegram from Secretary of State to Viceroy, Finance Department, 
dated November 1924. 

Exchange. Your telegram of 4th November. It will have been realised that the 
decisions in my predecessor’s telegram dated 15th October were not reached without 
full consideration of this important question in all its bearings, but matter has again 
received most careful attention in view of your further telegram. 

The announcement of any maximum upward limit to exchange is likely to be 
regarded as the first step in the direction of eventual fixation, and arbitrary point 
selected would have to be justified, which it would be difficult to do with convincing 
effect in existing uncertainties. Having once accepted a new responsibility as regards 
upward point, G-overnment could scarcely avoid, for long, complementary and more 
dangerous^ responsibility of fixing a lower limit and supporting that limit, in event of 
any material weakness developing, with full extent of its resources. Whatever later 
reaction world price movements may have on exchange, we cannot leave out of 
account possibility of some decLne from existing level of exchange, especially in view 
■ of recent rapid rise in sterling-dollar exchange, which has already, presumably, had 
•some influence in checking rise of rupee -sterling exchange. This tendency may 
manifest itself farther unless counteracted by other forces if, in accordance with 
feeling in well-informed quarters {vide city notes in Times of 7th November), the 
pound moves at no very distant date to parity. If capacity of Government to handle 
•exchange problem effectively at proper time is not to be compromised, it is necessary, 
in my judgment, to avoid commitments which may prove embarrassing subsequently 
. and to retain freedom of action until greater stability in international factors has been 
achieved and time is favourable for taking up question of the permanent fixation of 
rupee exchange. 

I agree with you that, as matters stand at the moment, our efforts should be 
directed towards averting material rise in exchange above Is. Qd., and I am quite 
prepared, in the event of exchange showing a marked tendency to break away in 
upward direction above that point, that we should conduct remittance operations on 
scale which would hold tendency in check. We should have to consider as season 
develops, in light of trade and market conditions, how far it is desirable* to persist in 
such a policy if it threatens to lead to an undesirable degree of expansion. There 
•seems no reason to think that market position will be impaired as regards future 
•borrowings if cash balances of Imperial Bank are adequately replenished so that 
market conditions conform to normal monetary trend and remittance operations are 
■conducted on lines stated above. Prospect as regards future borrowings rests much 
more on actual monetary conditions than on annoxmcement of present policy, which 
may or may not be modified. I share your view that the restriction of the growth of 
India’s sterling debt, so far as may be, is desirable, but it is to be remembered that 
■the opportunity of raising the exceptionally large loans obtained in Lidia during the 
time of war and afterwards arose out of special circumstances, including the heavy 
■currency expansion between 1917 and 1920, the influence of which continued 
subsequently, especially during the period of severe trade depression, despite the 
■actual contraction of currency which took place after 1920. 

As main objections to your proposals, recapitulated briefly above, remain, I have 
decided, after fullest consideration, to adhere to decisions communicated in my 
predecessor’s telegram dated i5th October. It is not necessary for me, in' the 
circumstances, to examine in detail the suggestion in final paragraph of your 
telegram, which seems to imply that Government should so act as to stimulate rise 
in exchange to la. 6^. I see objection to the adoption of any such rigid standard. 
It seems preferable to work on lines now in force, which make it dear that Government 
"have no preconceived aim in the matter of exchange apart from desire to avoid 
excessive and rapid fluctuations. I do not understand why any announcement 
regarding the matter should be expected by markets, but feeling would doubtless 
disappear when it is clear that no such announcement is forthcoming and public are 
left to place their own interpretation on Government’s attitude. You could make it 
Imown, of course, that attitude of Government, is, broadly speaking, the same as that 
"itrhich has prevailed during past year, and that it is still important to avoid any 
positive commitments until, at any rate, gold and sterling are synonymous agaja 
nnd there is assured prospect of maintaining parity. 
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7. Telegram from Secretary of Stale to Viceroy, Finance Department, dated 

24th September 1925. 

Exchange. I gather that your definite view ia that exchange should not 
throughout this busy season be allowed to rise above gold import point on Is. 6d. 
basis. While final developments of monsoon may affect extent of demand for 
rupees, there is still possibility of persistence of tendency for exchange to rise, 
which could be kept down only by what would amount to unlimited remittance at 
fixed point, and figure of £14,000,000 mentioned previously is to be regarded, 
presumably, as provisional only. If demand for rupees were to continue for a 
prolonged period on extensive scale there might be some risk of excessive expansion 
if upward limit of exchange were pegged as suggested. I cannot commit myself, 
therefore, in present circumstances, to view that exchange should in no circumstances 
be permitted to rise this winter to, say, above Is. 6f\d. or Is. though I am 

prepared to accept this figure provisionally as governing for the time being our 
remittance policy. Moreover, I feel strongly that it would not be right to present 
Currency Commission with a fait accompli at the very moment wlien they are 
commencing operations. I therefore suggest, if market conditions point that way, 
rate for remittances might be aUowed to move shortly to Is. This figure is 

sufficiently near Is. 6d. gold import point, and would not indicate any change of 
policy. 

With regard to your recommendations for the financing of remittances, the 
present easy money conditions indicated by low bank rate suggest that we should not 
resort to expansion of currency so soon. I therefore think that there would be 
distinct advantages in following the original idea suggested by you. Recent 
uncertain developments of monsoon also point to the undesirability of premature 
expansion. I would therefore be glad if you would reconsider Ways and Means 
advance or Treasury Bills to be combined with note issue expansion as season 
progresses and money conditions harden. 

As regards Borne Treasury position, existing balances will probably suffice till 
towards end of January, on the assumption that they will not be further strengthened 
by remittances. 

8. Telegram fi'om Viceroy, Finance Department, dated 9th Uctober 192.5. 

With reference to your telegram dated 24th September, Exchange, we note that 
you accept provision as governing our remittance policy for the time being, that 
exchange should not be allowed to rise above gold import point on basis of la. Gd., 
and it is not our wish to anticipate policy which should be pursued in the busy season 
later. W’'e do deprecate, however, proposal to allow exchange to move to la. 6-g^d. 
This figure is somewhat above the actual gold point, and we are convinced that' our 
action would be misunderstood by market and would be regarded as a change of 
policy, and the effect almost certainly would be an avalanche of sterling sales in 
anticipation. Since our last telegram position has altered somewhat. Recently we 
have not had to purchase large amounts of sterling, and we anticipate that our 
balance at the bank on 16th instant will be Rs. 8 crores, less the rupee cost of any 
further sterling purchases. Moreover, we expect the demand for money will begin 
earlier than usual owing mainly to the early season for cotton, and bank rate has 
already been raised to 5 per cent. We think it likely that we may be able to 
postpone till the end of October any expansion of currency. It wiU, therefore, not 
be hkely that expansion of currency will . coincide with very easy money conditions. 
It IB. possible at the sam'e time that it may be convenient to conibine policy proposed 
by us with Ways and Means advances from the bank later on.' We will bear this 
possibility in mind and watch situation. 


9, TeMgram from Secretary of State to Viceroy, Finance Department, 

dated 19th March 1926. 

Pronounced weakening of exchange recently makes it desirable that we should be 
prep,r^ tor ^ssibihty that exchange may decline to lower gold point as determined 
on basis ot 18d. gold rupee, which may presumably be taken at Is. 5Ud. telegraphic 
in present conditions. S 2 & t' 


holding upper limit of exchange at Is. 6 tW. was directed 
the estebhshment of an equilibrium between external and internal prices, 
which would facilitate stabilisation of rupee at Is. 6d. gold. . I recognise inconvenience 
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of Government having to intervene actively to maintain the lower limit of exchange 
at a time when the Currency Commission is silting, hut when Government decided to 
|ieg upper limit of exchange the inconvenience of positive control was accepted 
definitely. Result has been an expansion of currency which it may be necessary to 
draw oS if exchange relapses to lower gold point by sale of reverses. You will agree 
that this should, if possible, be avoided as the sale of reverses would be open to 
much public misundei'standing and misrepi'esentation. I suggest, therefore, for 
consideration, whether before this stage is reached some contraction of note issue 
should not, with a view to stifEening market in India, be effected forthwith against 
re-trahsfer to Treasury of part of sterling securities earmarked this winter to currency 
reserve. I shall be glad to receive at an early date an appreciation of exchange 
prospects and your recommendations on above matters. 


APPENDIX 99. 


-Letter from Messrs. Thomas Duff & Co., Ltd., Calcutta, to the Joint 
Secretaries to the Royal Commission on Indian Currency and 
Finance, dated the 5th January 1926. 

We are in receipt of letter No. 697, dated 30th ultimo, and in reply to same 
■detail below the figures of increases granted since the year 1913 to the wages of our 
workers, together with the months and years in which successive increases were 
granted : — 

Per cent, of increase. Month. Year. 


10 per cent. 
10 per cent. 
20 per cent. 
10 per cent. 


May 1918. 

September 191 9 20 per cent, above pre-war. 
January 1920 40 „ „ „ 

October 1920 50 „ „ „ 


A “ Khoraki ” payment has also been made for some years and this special 
remuneration was sanctioned to make up, to some extent, for jute mills having to 
resort to a working week of four days only. This “ Khoraki ” payment automatically 
•ceases when the mills are in a position to increase output. 


The details of “ Khoraki ” paid and the dates when started are as under : — 

April 1919, April 1921. 


Annas. 

Shifters _ _ _ . _ 3 

Workers drawing less than 10 annas per day - 4 

Workers drawing more than 10 annas but less 
than Re. 1 per day - - - - 6 

Workers drawing more than Re. 1 per day - 8 


Annas. 

4 

6 

8 

10 
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